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PREFACE 

December  28,  1972. 
The  Senate  Committee  on  Commerce  in  1971  directed  that  a  special  staff 
under  direction  of  the  Committee's  Transportation  Counsel  be  formed  to 
review  the  Penn  Central  Transportation  Company.  The  study  was  to  determine 
the  reasons  for  the  Penn  Central's  collapse  into  bankiaiptcy  in  June  1970. 
Further  it  was  to  explore  the  extent  to  which  the  malady  which  aft'ected  the 
Penn  Central  exists  in  the  remainder  of  the  rail  industry. 

Pursuant  to  the  Committee's  direction  a  special  staff  was  assembled  after 
the  special  authorizing  legislation,  S.  Ees.  81,  passed  the  Senate  on  May  3, 1971. 
The  attached  report,  the  result  of  the  efforts  by  the  staff,  should  provide  the 
Committee  with  some  useful  information  which  can  be  applied  in  future  Com- 
mittee deliberations  on  related  matters. 

I  wish  to  emphasize  that  the  conclusions  and  recommendations  incorpo- 
rated into  this  staff'  report,  and  which  may  prove  to  be  controversial,  represent 
the  views  of  the  members  of  the  special  staff  and  have  neither  been  approved, 
disapproved,  nor  considered  by  the  Senate  Committee  on  Commerce. 

Warren  G.  Magnuson, 

Chairman, 
Committee  on  Commerce. 


(in) 


LETTER  OF  TRANSMITTAL 


December  27,  1972. 

Dear  Mr.  Chairman:  Transmitted  herewith  is  the  Senate  Commerce 
Committee  Special  Staff  report  analyzing  the  financial  collapse  of  the  Pemi 
Central  Transportation  Company,  pursuant  to  Senate  Resolution  81,  which 
was  adopted  by  the  Senate  on  May  3,  1971.  While  the  principal  objective  ot 
the  Committee  in  approving  this  study  was  to  determine  the  causes  ot  the 
Penn  Central  collapse,  it  was  clear  from  the  beginning  of  the  inquiry  that  the 
Penn  Central  could  not  be  viewed  in  isolation.  Rather,  the  most  accurate  pic- 
ture of  the  Penn  Central  would  of  necessity  include  a  look  at  the  railroad 
industry  generally  to  set  the  stage  for  a  more  balanced  view  of  the  Penn  Central. 

The  collapse  of  the  Penn  Central  focused  intense  public  attention  on  the 
railroad  and  its  officers.  Investigations  of  various  aspects  of  this  most  complex 
Corporation  were  undertaken  by  the  Securities  and  Exchange  Commission,  the 
Interstate  Commerce  Commission,  the  House  Banking  and  Currency  Commit- 
tee, the  House  Comittee  on  Interstate  and  Foreign  Comerce,  and  this  Com- 
mittee. Early  hearings  conducted  by  the  Senate  Subcommittee  on  Surface 
Transportation  and  the  Senate  Commerce  Committee  provided  the  opening 
round  in  public  scrutiny  of  certain  activities  by  officers  of  the  railro^id. 

The  personal  activities  of  the  company's  officers,  the  possibility  of  insider 
dealings  with  corporate  stock,  the  jurisdiction  of  the  Securities  and  Exchange 
Commission  versus  the  role  of  the  ICC  and  the  involvement  of  the  financial 
community  were  aspects  of  the  Penn  Central  affair  which  were  under  very 
intensive  examination  bv  the  other  Federal  bodies  indicated  above. 

The  principal  concern  of  the  Senate  Commerce  Committee  is  in  the  devel- 
opment of  better  transportation.  While  the  Committee  could  have  examined 
other  facets  of  the  Penn  Central,  it  seemed  that  in  view  of  other  actions  by  the 
Federal  Government,  and  in  view  of  the  principal  concern  of  this  Committee, 
it  would  be  most  instmctive  and  useful  from  the  Committee  view  to  evaluate 
the  Penn  Central  on  the  basis  of  its  impact  on  transportation  policy  in  the 
United  States.  With  this  in  mind,  therefore,  a  special  staff  was  assembled  and 
the  inquiry  was  begun.  .  v 

The  staff  with  the  cooperation  of  the  Penn  Central  Trustees  m  Bankruptcy 
examined  the  files  of  tlie  Penn  Central  Transportation  Company,  extracted 
pertinent  documents  and  assembled  a  file  for  use  in  drafting  this  report.  This 
effort  alone  took  approximately  four  months  before  the  materials  could  be 
put  in  usable  form.  The  ICC  provided  space  for  the  special  staff  and  for  file 
materials  which  had  been  accmnulated. 

The  special  staff  concentrated  in  the  main  on  evaluating  the  Penn  Central 
itself  and  the  transportation  rail  situation  in  the  Northeast  quadrant  of  the 
United  States.  The  review  of  the  railroad  industry  generally  (found  in  Part  II 
of  the  report)  was  accomplished  independently  under  a  contract  with  a  private 
consultant. 

I  do  not  necessarily  support  all  of  the  findings  or  recommendations.  In 
discussions  with  the  staff,  I  indicated  at  early  stages  that  it  would  not  be 
particularly  useful  to  the  Committee  to  attempt  to  frame  answers  to  trans- 
portation problems  by  dwelling  upon  violations  of  the  law  by  corporate 
leaders.  Such  activities  are  already  circumscribed  by  existing  law.  What  the 
Committee  needs  to  know  is  what  changes  in  Government  policy  toward 
transportation  are  suggested  by  the  current  condition  of  the  railroad  industry, 
and  most  particularly  the  condition  of  the  Penn  Central  Transportation 
Company. 


(V) 


VI 


The  staff  is  to  be  commended  for  cutting  away  at  a  veil  of  confusion  which 
has  shrouded  the  Penn  Central  affair  from  the  day  of  bankruptcy.  I  commend 
this  document  as  part  of  a  total  effort  toward  understanding  the  ]ob  betore 
Congress,  the  Administration  and  the  Interetate  Commerce  Commission;  the 
restoration  of  viability  in  rail  transportation. 

Sincerely  yours,  ^^^^^  ^^^^ 

Chairman,  Sui committee  on  Surface  Transportation. 
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The  Pennsylvania  Railroad  was  organized  in  1846  primarily  with  local 
capital  to  protect  the  commercial  interests  of  Philadelphia  by  maintaining  trade 
channels  through  Pennsylvania.  Founded  largely  on  civic  pride,  this  economic 
enterprise  was  m  the  center  of  the  Philadelphia  social  establishment,  a  position 
it  maintained  throughout  its  history.  The  city's  western  suburbs  Avere  developed 
from  railroad  land  adjacent  to  its  mainline  right-of-way.  Its  presidents  right 
up  through  its  last  president,  Stuart  T.  Saunders,  were  often  politically  skilled 
and  influential  beyond  the  borders  of  the  State  of  Pennsylvania.  The  Pennsyl- 
vania, which  grew  to  be  the  largest  railroad  in  the  United  States,  survived  the 
depression  intact  and  remained  a  substantial  force  in  the  business  community 
of  the  Nation.  Its  corporate  personality  reflected  its  social  standing  and  was 
characterized  by  gentility,  tradition,  and  feelings  of  superiority  toward  other 
railroads.  The  company's  management  was  traditionally  divided  into  several, 
somewhat  independent  spheres  of  influence,  each  contending  for  Board  approval 
of  its  policies,  with  the  chief  executive  officer  primarily  mediating  conflict  rather 
than  establishing  his  own  independent  course. 

The  character  of  the  New  York  Central  offers  sharp  contrast.  It  did  not 
possess  a  secure  connection  to  its  community  and  to  the  past.  Although  also  a 
railroad  giant  and  a  potent  force  in  the  Nation's  commerce,  it  seemed  in  later 
years  to  be  a  lone  wolf,  cut  off  from  its  peers.  Robert  Young's  takeover  in  1954 
disturbed  its  long  association  with  the  New  York  banks  and  drastically  changed 
its  management  profile  by  bringing  in,  as  president,  Alfred  Perlman  who 
placed  young  college  graduates  into  responsible  positions,  and  encouraged  inno- 
vation in  railroad  operations  and  marketing  policies.  The  Central's  chief 
executive  played  a  dominant  role  in  the  company  so  that  the  Central  was  not 
composed  of  independent  fiefdoms  as  was  the  Pennsylvania. 

Despite  the  radically  different  backgrounds  and  philosophies  of  the  two 
railroads,  the  late  1950's  and  early  1960's  found  them  with  very  much  in  com- 
mon, both  having  lost  firm  control  over  their  own  destinies.  Plagued  by  declin- 
ing markets  and  growing  truck  and  water  competition,  both  were  financially 
exhausted.  Accepting  the  prevailing  view  of  merger  as  the  panacea  for  the  rail- 
roads' financial  problems,  they  anxiously  got  into  the  merger  parade,  but  even 
here  they  had  lost  control  as  others  set  the  merger  pace— first  the  C&O  and  B&O 
and  then  a  combine  under  the  Norfolk  &  Western  which  appeared  to  further 
threaten  their  security. 

These  earlier  merger  proposals  left  the  Pennsylvania  and  New  York  Cen- 
tral with  no  other  merger  partners  in  the  Northeast  except  each  other.  And 
the  potentially  stronger  competition  from  the  resulting  roads  made  the  Penn- 
sylvania and  New  York  Central  fearful  that  they  would  not  be  able  to  survive 
alone. 

Despite  the  essentially  negative  impetus  for  their  merger,  however,  it  was 
widely  hailed  as  a  forward  step.  Optimistic  press  agentry,  confident  assertions 
by  merger  architects,  and  financial  analyses  that  concentrated  only  on  the  bene- 
fits expected  from  the  merger  resulted  in  the  general  belief  that  the  Penn  Cen- 
tral would  not  only  be  the  Nation's  largest  railroad,  but  also  a  newly  strength- 
ened pillar  of  the  Nation's  economy.  Stuart  Saunders,  generally  given  must  of 
the  credit  for  bringing  the  merger  to  pass,  was  named  businessman  of  tlie  yeai- 
for  1968.  The  Penn  Central's  stock  price  shot  up  shortly  after  the  merger  to 
unrealistic  heights.  It  appeared  to  many  observers  that  the  problems  of  the 
Northeast's  major  railroads  had  been  solved. 

Against  this  background  it  is  not  surprising  that  the  Penn  Central's  collapse 
caught  the  Nation  unaware.  Warning  signals  of  trouble  had  been  suppressed 
or  sugar  coated.  Its  end  approached  with  uncommon  speed  after  the  auspicious 
culmination  of  the  merger. 
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Reality  contrasted  sharply  with  ^VTAc'^rTd  ,S"  d  ovl°  I t^^^^ 

S'l^rtrrrttt^^^^^^^^^^ 

3s^j:i?^^=^^^^ 

to  it,  produced  a  much  larger  b"'/''" -''^H"  ^ 

^""T'lSge,  proud  and  once  robust  companies  yre  ^-J^-V"  P^""7ere\t 

'""^-ntdliiTerLi"^^ 

once  similar  and  dn  erse — simiiai  as  tu      g  ^„;i,.r><irlhio-  mirl  business  m  sen- 

fomSe  ol/lm-face  TranspoSation  among  -^hers  were  voca^^^^ 
nsino-  existino-  statutes  as  a  source  of  help  and  indicated  then  probable  oPPOsi 
fo^to  any  new  bills  to  provide  assistance.  Administration  officials  P^epared  to 
ign  papei-s  authorizing  a  loan  guarantee  by  the  Federal  g^^Y^^^J^f f^^^ 
ndlliJn  for  the  Penn  Central  but  this  approach  was  f.^-^^^^^^^^  on  Friday^ 
19  in  view  of  growing  congressional  opposition.  Aftei  a  last  gasp  ecort  on 
Satu^dav,  June  20.  failld  to  change  views  of  key  congressional  leaders,  the  Peim 
Ten  S  filed  a  voluntary  petition  for  railroad  reorganization  under  section  .7 
of  die  kde  al  Snkru       Act.  (Section  77  is  a  special  section  designed  to  keep 
Ck?Xt  i"il  oTds  ope^-ating  while  resolving  the  claims  of  -editors  and  equity 
investors.)  Although  the  Penn  Central's  collapse  shook  the  ^^^^^J^^^ 
failure  was  not  the  maior  transportation  disaster  expected  by  some.  Ihe  element 
o^si  rprise  toUther  with  the  Penn  Central's  default  on  commercial  paper  and 
o  he    obUg^^^^  throughout  the  financial  community  and  re- 

quired special  action  bv  Federal  agencies  to  dampen  the  consequences.  How- 
^v  baXiptcy  did  not  require  shutting  down  ^^-^ -^^^^J  J^J~toi 
operate  as  well,  if  not  better,  under  die  supervision  of  the  ^^^^^  as  f 

The  Senate  Commerce  Committee  commenced  hearings  three  days  atter 
the  bankruptcv  petition  was  filed  to  consider  Administration  proposed  legisla^ 
tion  whicli  would  have  authorized  the  Federal  government  ?;;^--;tec  $  oO 
million  in  loans  for  the  Penn  Central  Railroad.  But  "^^^-^^^^f  .^Xonih  Tulv 
than  could  be  answered  immediately  and  the  hearings  continued  through  Jul> 
and  August,  with  two  final  days  in  November.^  , 

The  hearings  produced  a  plethora  of  information  about  the  Penn  Central 
Railroad  which  hitherto  had  not  been  generally  known:  even  by  uteres  ed 
agencies  of  government  such  as  the  Interstate  Commerce  Commission  and  the 
Department  of  Transportation.  INIany  members  of  the  Committee  found  it  ditti- 
cult  to  comprehend  that  a  corporation  with  assets  of  an  estimated  value  between 
$4  billion  and  $7  billion  could  come  to  its  financial  end  without  gross  culpability 
in  either  management  or  government.  There  was  concern  that  the  extensive  non- 
railroad  holdings  of  the  corporation  not  only  failed  to  help  the  railroad  but 
actually  siphoned  off  funds  which  should  have  been  used  for  improving  the 

1  Hearings  before  Senate  Committee  on  Commerce,  Falling  Railroads.  Parts  1,  2,  and  3,  Serial 
No.  91-90.  Ninety  First  Congress,  Second  Sess. 
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railroad's  facilities  and  service.  The  diversification  issue  thus  loomed  large,  and 
it  was  compounded  by  numerous  indications  of  improprieties  as  well  as  pos- 
sible conflicts  of  interest  and  law  violations  as  the  Committee  exposed  to  public 
view  the  private  investments  of  some  corporate  officers.  These  private  ventures 
were  intertwined  with  and  otherwise  closely  involved  with  questionable  ven- 
tures by  the  Penn  Central  Transportation  Company,  such  as  its  investment  in 
Executive  Jet  Aviation.  Indications  of  important  management  objectives  other 
than  i^roviding  transportation  service  led  to  further  investigations  into  man- 
agement conduct  by  the  House  Banking  and  Currency  Committee.^  Meanwhile 
numerous  private  suits  were  filed  against  management,  the  board  of  directors, 
accountants,  and  others  who  could  conceivably  have  played  a  part  in  the  Penn 
Central's  failure.  The  Securities  and  Exchange  Commission  investigated  ques- 
tions of  insider  trading,  criminal  actions  were  brought  in  Pennsylvania  against 
the  railroad,  and  the  trustees  in  bankruptcy  of  the  railroad  brought  their  own 
action  against  the  prior  management.  The  ICC  finally  began  an  inquiry  into 
the  state  of  affairs,  while  the  House  Interstate  and  Foreign  Commerce  Com- 
mittee staff  considered  the  question  of  jurisdictional  overlap  and  gaps  between 
regulation  by  the  ICC  and  the  SEC.^ 

But  while  this  flurry  of  activity  was  developing,  the  question  of  transporta- 
tion service  in  the  Northeast  continued  to  plague  the  Congress.  The  Senate 
Commerce  Committee  rejected  any  thought  of  immediate  aid  to  the  Penn 
Central  and  continued  to  review  the  situation  until  the  trustees  of  the  railroad 
sought  a  hearing  before  the  Committee  in  November  1970.  The  November 
hearings  convinced  Committee  members  that,  without  assistance  from  the 
Federal  government,  the  Pemi  Central  might  indeed  be  forced  to  shut  down  its 
operations  and  stop  providing  essential  rail  services.  The  numerous  condi- 
tions which  the  committee  attached  to  a  legislative  proposal  to  aid  the  Penn 
Central  were  indicative  of  the  Committee's  reluctance  to  pour  Federal  assistance 
into  what  appeared  to  be  an  almost  hopeless  financial  situation.  But,  on  the 
other  hand,  the  Penn  Central  was  the  nation's  largest  transportation  company 
at  that  time,  with  some  20,000  miles  of  railroad  spread  throughout  16  states,  the 
District  of  Columbia  and  two  provinces  in  Canada.  The  area  served  included  55 
percent  of  America's  manufacturing  plants  and  60  percent  of  its  manufacturing 
employees.  It  moved  about  1  million  tons  of  freight  and  300,000  passengers 
every  24  hours.  Twenty-one  percent  of  all  freight  cars  loaded  in  the  United 
States  passed  over  the  Penn  Central.  Over  70  percent  of  the  Penn  Central's 
traffic  involved  other  railroads.  There  was  hardly  a  major  commodity  produced 
in  the  United  States  or  imported  that  the  Penn  Central  did  not  handle  at  one 
time  or  another.  It  was  the  leading  railroad  for  the  movement  of  automobiles, 
chemicals,  metals  and  manufactured  consumer  products  and  the  second  largest 
grain  hauler  among  the  nation's  rails.  The  Penn  Central  exclusively  served  34 
U.S.  Army  installations,  depots,  arsenals  and  plants,  13  naval  bases,  stations 
and  centers,  12  Air  Force  bases  and  other  defense  facilities.  It  was  at  that  time 
the  largest  single  carrier  of  mail  in  the  United  States.  According  to  the  in- 
formation available  to  the  Committee,  termination  of  operations  by  the  Penn 
Central  would  have  been  a  drastic  blow  to  the  economy — regionally  and  na- 
tionally. The  Department  of  Transportation  estimated  that  total  economic 
activity  in  17  Northeastern  states  would  be  reduced  by  3  percent  in  the  fifth 
week  and  5  percent  in  the  eighth  week  following  termination  of  the  Penn  Cen- 
tral's services.  For  the  nation  as  a  whole  there  would  be  a  3  percent  decrease  in 
gross  national  product  by  the  eighth  week,  unemployment  would  rise  5  per- 
cent m  the  eastern  district  and  3  percent  nationally.  These  effects  were  regarded 
as  unacceptable  and  hence,  in  the  Committee's  view,  congressional  action  had 
to  be  taken. 


nf  v'J^^n  h  "^^l  ^w^??.  failure  and  the  Role  of  Financial  Institutions  Part  II  "Case  Studv 

Cnrrllcy%lJ'2^^^^^^  Aviation,  Staff  Report  of  the  Committee  on  Banking  and 

eurrencj',  Dec.  21,  1970,  U.S.  House  of  Representatives.  91st  Cong.  2d  Sess 

st«fF  q?nrtv''"«^"ff  of  Protections  for  Investors  in  Penn  Central  and  Other  ICC-Regulated  Companies. 
Inn.  f  Special  Subcommittee  on  Investigations,  Committee  on  Interstate  and  Foreign  CommeKe 
House  of  Representatives,  July  27,  1971,  92d  Congress.  v,umujerve, 
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A  hill  was  developed  which  would  authorize  a  Federal  guarantee  of  $125 
millitn'n  prf4^^^^^  railroads  upon  satisfaction  of  f -ra  ^^^^^^^^^ 

p^i^cipal  condition  was  that  any  recipient  had  to      ^  bank^^^^^^^^^^^ 

b^:^^^^^^^  ^^^^^^ 
KltliSS^^ 

A  cSetit  ve  s^^tem  will  produce  both  successes  and  failures  and  theoretica  b 
with^Jhe  proper  framework  the  general  public  gams  by  having  a  choice 

"''"'''The"  Committee  is  chary  about  setting  any  precedent  for  S^^'fj^^l^l-^ 
businesses  which  experience  financial  difficulties.  Accordingly  the  legislation 
reported  herewith  is  designed  to  let  the  laws  of  the  marketplace  pertain  to  rail- 
roads as  to  anv  other  business  until  there  is  demonstrable  evidence  that  termina- 
ton  of  services  bv  the  railroad  is  imminent  and  that  such  termination  will 
erdano4  the  pub  ic  welfare."  The  Committee  went  on  to  say  that  in  its  view 
tWSre.  the^ailroad  like  any  other  business  should  be  required  to  use  the 

^"""S^n  arfpr^^^  the  legislation  the  Committee  was  aware  that  it  was  only 
emei  ^iicy  k  JsTatiom  that  it  probably  would  not  solve  the  dilemma  of  the  Penn 
C™  S  nor  ^vould  it  solve  the  massive  transportation  problems  endemic  to  the 
Northeas  sXseque^^^  the  Chairman  of  the  Surface  Transportation  Subcom- 
mittee The  Subcommittee  which  is  directly  concerned  with  surface  transporta- 
tion probLml  tliat  the  Committee  commission  a  study  to  determine 
the  cLise  S  the  Penn  Central  collapse,  to  isolate  those  factors  which  would  be 
lespon  ve  to  govern^^  action,  and  to  propose  solutions.  Accordmgly  the 
cSittee  apin-oved  and  in  T^Iav  1971.  the  Senate  authorized  a  special  study  of 
the  Pe^^^n  Ce^^  r^^^  ollapse  to  be  carried  out  by  the  Commerce  Committee  The 
Comn^Ze  Chairman  directed  the  Committee's  Transportation  Counsel  to  di- 
special  staff  study.  The  Chairman  of  the  Surface  Transportation  Sub- 
committee would  oversee  the  staff  efforts  on  behal  of  the  Co/J"^    f^^^^  , 

The  Committee's  principal  interest  m  this  matter  related  to  rhe  quality  ot 
transportation  service^n  the  United  States.  It  was  determined  there  ore  that 
the  stiidv  should  isolate  and,  insofar  as  practical,  quantify  the  causes  of  the 
Penn  Central  collapse.  It  should  place  the  Penn  Central  m  pei^pective  w  th 
the  industrv  generallv  and  it  should  place  the  asserted  causes  of  bankruptcy  n 
perspective'.  The  study  should  reach  conclusions  and  should  P^-JPOf^  f  ^^^^ 
tions.  It  should  not  place  undue  emphasis  on  areas  only  lY^d^itally  of 
interest  or  areas  which  were  being  examined  or  had  been  examined  b>  other 
government  entities  unless  such  additional  examination  was  necessary  because 
of  the'impact  upon  the  provision  of  transportation  services.  As  a  conseque"^^^^ 
the  staff  did  no  devote  substantial  efforts  to  uncovering  violations  of  the  law 
aftei-  it  became  apparent  that  such  violations  were  not  major  contributors  to 
the  railroad's  collapse.  In  addition  prosecutions  at  the  State  level  had  begun 
at  an  early  date  and  Federal  agencies  have  carried  on  their  own  inquiries.  ^^  hile 
not  engaged  in  criminal  investigation  itself,  the  staff  has  endeavored  to  coop- 
erate with  law  enforcement  agencies  at  both  the  Federal  and  local  level.  Nor 
did  the  staff  concentrate  on  tlie  insider  trading  assue-the  Securities  and 
Exchange  Commission  having  undertaken  a  thorough  review  of  that  aiea  and 
apparently  having  taken  steps  to  prosecute  discovered  violations  Similarly  the 
st\idy  does  not  dwell  on  the  misconduct  of  officers-having  d^t/^^ined  that , 
while  reprehensible,  misconduct  was  not  an  important  cause  of  the  collapse 
From  a  strictly  legislative  viewpoint,  the  aforementioned  areas,  although  ot 
.rreat  interest  and  perhaps  even  some  significance  insofar  as  the  railroad  s  col- 
fapse  was  concerned,  weie  not  likely  to  produce  much  guidance  for  improving 
o-oveinment  policy  toward  transportation.  ci^o 
"     Much  of  the  information  for  the  study  was  gathered  directly  from  files  of 
the  Penn  Central  Transportation  Company,  from  some  creditors  of  that  com- 

*  See  Senate  Report  91-1510  of  the  91st  Congress  accompanying  S.  4595  .vhlch  became  P.L.  91-633 
on  January  8,  1971. 
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pany,  from  investment  houses,  from  the  Association  of  American  Railroads  and 
the  rail  industry  generally,  from  the  Securities  and  Exchange  Commission,  and 
from  the  Interstate  Commerce  Commission.  The  ICC  made  available  vast 
amounts  of  information,  including  some  very  lielpful  verified  statements  by  its 
investigative  employees.  It  should  be  added  that  all  of  these  sources  and  par- 
ticularly the  ICC,  which  provided  working  space  for  the  special  staff  as  well 
as  information,  have  been  most  cooperative  with  the  Committee  staff. 

The  report  resulting  from  this  special  study  is  divided  into  three  major 
portions.  Part  I,  a  distillation  of  the  fundamental  forces  underlying  the  Penn 
Central  bankruptcy,  begins  with  a  piece  entitled  "Penn  Central  in  Perspective" 
which  states  in  as  few  words  as  possible  the  principle  lessons  and  proposals 
supported  by  the  report.  The  body  of  Part  I  starts  with  a  look  at  the  eco- 
nomic situation  facing  all  transportation  and  in  particular  the  Eastern  rail- 
roads. The  next  chapter  deals  with  Penn  Central's  Financial  Performance, 
Then  the  chapter  on  Fiscal  Policy  describes  the  investment  activities  of  the 
management  in  the  years  prior  to  the  merger  and  during  the  two  years  of 
merger.  While  diversification  is  really  a  part  of  Fiscal  Policy  it  is  treated 
separately  in  its  own  chapter  because  of  the  great  importance  which  has  been 
attached  to  it.  Then  the  railroad's  operations  are  assessed.  And  finally,  the 
Merger  is  reviewed.  The  final  chapter  of  the  analysis  segment  of  Part  I, 
entitled  "An  Integrated  View,"  draws  together  in  one  place  the  general  impli- 
cations of  the  analysis.  As  an  aid  to  the  users  of  this  report,  immediately 
following  the  "Perspective"  will  be  found  the  report's  Findings  organized 
to  correspond  with  the  structure  of  the  "Evidence  and  Analysis"  in  Part  I. 
The  conclusions  which  follow^  the  analysis  were  extracted  from  the  Findings 
to  answer  questions  about  what  happened  to  the  Penn  Central  and  who  is 
to  blame.  Following  that  are  the  Policy  Recommendations  which  seek  to 
respond  to  the  question  of  what  the  government  should  do  about  the  problems 
identified  by  this  study.  Part  II  is  entitled  "American  Railroads:  Posture, 
Problems  and  Prospects."  It  is  this  work  which  provides  a  review  of  the  rail 
industry  generally  and  which  supplies  an  industry-wide  background  for  the 
Penn  Central  inquiry  itself.  Part  III  is  composed  of  more  detailed  background 
studies  which  generally  provided  the  basis  for  the  Part  I  analysis. 

An  important  objective  of  any  study  should  be  to  critically  review  past 
actions.  Often  this  process  produces  sharp  criticism  of  conduct  which  at  the 
time  of  performance,  given  the  environment,  might  qualify  as  reasonable  con- 
duct in  a  court  of  law.  This  study  does  not  purport  to  make  any  findings  about 
legal  culpability.  Rather,  it  represents  an  effort  to  evaluate  prior  events  in  the 
light  of  today's  standards  for  the  purpose  of  improving  future  policy  formula- 
tions. Hindsight  is  an  invaluable  tool  for  correcting  past  mistakes.  But  while 
using  hindsight,  the  study  group  did  strive  for  perspective  in  analyzing  the 
various  forces  at  work.  And  a  determined  effort  was  made  to  produce  a  balanced 
report,  to  provide  practical  guidelines  for  future  action  by  the  Congress,  the 
Department  of  Transportation,  the  ICC,  and  the  industry,  in  coping  with  tlie 
transportation  crisis  which  now  confronts  the  Northeastern  part  of  the  country 
and  which  may  spread  to  other  portions  of  the  United  States. 


Part  I 


Penn  Central  Collapse:  Perspective, 
Analysis,  and  Prescriptions 


FOREWORD 


Part  I  is  intended  to  provide  an  analysis  of  the  Penn  Central  and  to  extract 
lessons  arising  therefrom.  It  is  the  heart  of  the  report.  Several  sections  of  Part 
I  were  drawn  from  the  more  detailed  analyses  found  in  Part  III.  Part  I  repre- 
sents a  distillation  of  the  information  available  to  the  study  group.  The  objec- 
tive was  to  condense  the  relevant  information  as  much  as  possible  in  Part  I, 
leaving  Part  III  for  those  interested  in  pursuing  some  of  the  individual  subjects 
in  more  depth  and  using  Part  II  to  provide  perspective  for  the  Penn  Central 
in  a  larger  rail  transport  context. 

Part  I  begins  with  a  very  brief  synopsis,  entitled  "Perspective,"  designed 
to  relate,  in  as  few  words  as  possible,  the  message  transmitted  by  the  Penn  Cen- 
tral experience.  The  "Findings"  immediately  follow  the  synopsis ;  the  "Find- 
ings" are  essentially  a  list  of  principal  facts  arranged  to  correspond  with  the 
organization  of  the  "Evidence  and  Analysis." 

The  "Analysis"  begins  with  a  review  of  the  National  and  regional  economic 
environment  in  which  the  Penn  Central  found  itself.  The  next  section  "Finan- 
cial Performance"  describes  the  outward  financial  manifestations  of  the  Penn 
Central's  condition  for  the  decade  prior  to  bankruptcy. 

It  should  be  noted  that  much  of  the  Financial  Performance  analysis  and 
succeeding  sections  utilize  "pro  forma"  data  which  is  merely  the  combination  of 
various  data  for  convenient  use.  Usually  it  involved  the  combining  of  Pennsyl- 
vania Railroad  and  New  York  Central  Eailroad  data  prior  to  merger  producing 
"pro  forma"  information  about  the  Penn  Central  in  premerger  years. 

The  section  entitled  "Fiscal  Policy"  is  an  analysis  of  the  company's  finan- 
cial management  excluding  diversification  which  was  placed  in  a  separate  sec- 
tion immediately  following  "Fiscal  Policy." 

Following  "Diversification"  is  the  analysis  of  operations'  management  in 
the  section  entitled  "Eailroad  Operations." 

"Merger  and  the  Road  to  Ruin"  reviews  the  merger  event  and  assigns  its 
role  in  the  demise. 

"An  Integrated  View"  seeks  to  draw  together  into  one  section  the  themes 
suggested  by  the  prior  analyses. 

The  "Conclusions,"  and  "Policy  Recommendations"  refine  the  process  fur- 
ther. The  "Conclusions"  are  drawn  from  the  "Findings"  and  the  "Policy  Rec- 
ommendations" are  the  suggestions  for  future  policy  supported  by  the  report. 

Following  each  section  are  pertinent  tables  and  charts  supporting  the  text 
where  necessary. 
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PENN  CENTRAL  IN  PERSPECTIVE 


The  story  of  the  Penn  Central  collapse  has  many  facets  and  implications. 
But  the  most  important  conclusion  of  this  report  is  that  there  was  no  singular 
reason  for  the  Penn  Central's  financial  failure.  It  will  perhaps  be  disappoint- 
ing to  those  expecting  the  root  cause  to  be  found  in  a  litany  of  sordid  events  to 
learn  that  the  railroad's  failure  cannot  be  written  off  as  resulting  from  evil 
men's  schemes.  Rather  the  major  contributors  were  much  broader  in  scope: 
changing  and  more  hostile  environment  in  the  Northeast,  the  declining  con- 
dition of  the  national  economy,  management  and  industry  response  to  those 
changes,  and  the  failure  of  public  policy  toward  transportation.  The  Penn  Cen- 
tral's financial  difficulties  and  the  state  of  most  other  rail  transportation  in  the 
Northeast  flowed  from  a  critical  combination  of  those  factors.  The  causes  are 
to  be  found,  then,  in  the  failure  of  men,  institutions  and  laws.  The  wrongdoers 
are  being  prosecuted  and  sued.  But  if  we  are  to  avoid  a  repetition  and  if  the 
nation  is  to  strengthen  its  transport  system,  changes  must  be  made  on  many 
fronts;  m  laws,  and  institutions,  as  well  as  in  the  attitudes  of  men.  This  report 
makes  a  number  of  recommendations  for  such  changes. 

To  assist  in  quantifying  the  contributors  to  the  failure  of  the  Penn  Central, 
the  following  is  offered  to  show  the  effect  of  various  factors  on  available  cash : 

PENN  CENTRAL  TRANSPORTATION  CO.-CONDENSED  COMPARATIVE  STATEMENT  FOR  THE  PERIOD  1960-69 

[In  millions! ' 


1960-69 
(millions)  Percentage 


Railway  operating  revenues   

Less:  Operating  expenses   

Net  revenues  from  railway  operations. 
Less:  Joint  facility  rents,  taxes,  etc  

Net  railway  operating  income  

Plus:  Other  income.   

Less:  Other  expenses  

Income  available  for  fixed  charges... 
Fixed  charges  

Net  income   


$15,210.8 

100.0 

12,478.9 

82.0 

2,731.9 

18.0 

2, 408. 2 

15.8 

323.  7 

2.2 

789.  0 

5.2 

103.8 

.8 

1,008.9 

8.6 

858.  5 

5.6 

150.4  1.0 


1  1960-67  pro  forma. 
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SeUcted  jwctors  showing  influe'^^  on  cash  for  the  period  1960-69 

In  thousands 
$307  111  2 

losses  were  $609,127.)     31,511.9 

Excessive  bad  debt  expense  post-merger   

Inter-territorial  division  settlement  

Merger-related  expenses :  _     $90  200  0 

Capital  improvements  1111—        15*000.  0 

Excessive  per  diem  III  64*  600.  0 

Labor  protection    18*  600.  0 

Purchases   ' 

New  Haven  inclusion :  q 
Rehabilitation  costs   ^  ^ 

Advances    9qq  400  0 

Total,  merger-related  expenses   ^-i'*'   

  782,  024.  4 

Investment? ii  subirdiVrierand'affiUates— Cash  outlay  only '  ^203^203^ 

  985,  227.  3 

Total  

Interest'  expense  on  dividends  paid  ( 1963-69)   ^  * •      •  „ 

Interest  =  expense  on  cash  investment  in  subsidiaries  rr-rr 

interest  cos?  on  borrowings  necessitated  by  increase  in  accounts  receivable        ^  ^ 

(1968- June  1970)   ' 

128, 132.  9 

  1,113,360.2 


Total 


was  approximately  $41  million. 

3  Imputed  interest  on  cash  paid  out 
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Also  of  interest  is  the  following  general  table  showing  the  source  of  funds 
and  the  application  of  funds  for  the  Penn  Central  over  the  period  1960 
through  1969: 

PENN  CENTRAL  TRANSPORTATION  CO.  (COMPANY  ONLY) 
STATEMENT  OF  SOURCES  AND  APPLICATIONS  OF  FUNDS,  FOR  PERIODS  ENDED  DEC.  31,  1960  TO  DEC.  31,  1969  ' 

|ln  thousands  of  dollarsi 


1960-69 
totals 


Sources: 

Net  income  (loss)   149^  900 

Plus  depreciation    95l|700 

Less  identified  noncash  transactions   (132, 000) 


Total   _   969,600 

Increase  in  capital  stock  (principally  options).  8,  600 

Sale  of  capital  assets.    343,300 

Sale  of  investments  and  miscellaneous 

properties    322,800 

Sale  of  investments  to  Pennsylvania  Co   29, 500 


Equipment  financing: 

CSA   670, 900 

ETC    117,100 

Leasing   546, 900 


Total  equipment  financing    1,334,900 

Other  borrowings  and  advances    799^  100 


Total  sources   3,807,800 


1960-69 
totals 


Applications  of  funds: 

Dividends      307,100 

Capital  expenditures: 

Road      571,900 

Equipment     1,056,500 

Leasing     546,900 


Total.      2,715,300 

Other  capital  expenditures..   36, 000 

Debt  reduction     1,141,400 

Investments  and  advances     '    5' 800 

Increase  in  special  funds,  expenditures 

charged  to  merger  reserve   36, 300 

Miscellaneous    _    31,400 


Total  applications      3,733,300 


Increase  (decrease)  in  net  working  capital...         (81, 700) 


'  For  more  complete  table,  see  Appendix  D,  Exhibit  81,  p.  748. 


8 


The  lessons  for  policy  are  particularly  pressing  because  many  of  the  factors 
that  contributed  to  the  bankruptcy  of  the  Penn  Central  are  at  work  in  other 
parts  of  the  Nation's  rail  system.  Kail  service  is  seriously  impaired  throughout 
the  East  and  is  less  than  adequate  in  other  sections  as  well.  It  is  important 
to  keep  in  mind,  however,  that  the  definition  of  the  railroad  problem  is  com- 
monly oversimplified.  It  is  in  reality  highly  complex,  with  manifestations 
varying  in  character  and  severity  among  regions  and  raiLoads.  Examining 
the  railroad  system  in  the  aggregate  hides  the  significant  relationships.  For 
some  railroads,  traffic  is  growing  steadily;  for  others,  the  outlook  is  bleak. 
Despite  the  strength  of  some  roads,  the  deficiencies  of  the  system  and  the  Penn- 
Central  experience  offer  a  stern  warning  with  far  reaching  lessons  for  carriers, 
transportation  users,  taxpayers,  and  government. 

It  is  unlikely,  however,  that  mere  modification  of  traditional  policies  would 
provide  a  setting  conducive  to  a  fiscally  and  operationally  viable  system.  Spe- 
cifically, long-neglected  problems  such  as  functional  obsolescence  of  the  rail 
plant  attributable  to  decades  of  fiscal  starvation,  locational  obsolescence  at- 
tributable to  the  dynamics  of  the  economy,  and  archaic  management  attitudes, 
must  be  dealt  with.  Effective  treatment  requires  sharp  changes  in  the  premises 
of  public  policy  and  organic  restructuring  of  the  industry. 

The  challenge  is  to  devise  a  combination  of  public  and  private  programs 
that  will  insure  a  railroad  system  appropriate  for  present  and  future  transport 
markets  and  public  ]ieeds.  Although  much  can  be  done  by  individual  carriers  to 
improve  their  efficiency  and  provide  more  reliable  service,  the  industry  as  a 
whole  must  willingh'  seek  to  enhance  individual  efforts  and,  more  importantl}', 
to  improve  system  performance.  We  caimot  lose  sight  of  the  fact  that  the  rail- 
roads must  function  as  a  system ;  one  railroad  cannot  function  in  isolation  from 
others.  Beyond  private  remedies,  the  answer  appears  to  be  in  a  reasoned  sys- 
tems' approach  identifying  and  addressing  fundamental  system  deficiencies, 
taking  into  consideration  social,  environmental  and  economic  factoi-s. 

The  recommendations  found  at  the  end  of  Part  I  of  this  report  begin  with 
the  need  to  improve  public  disclosure  of  financial,  physical,  and  operating 
conditions  of  railroads. 

Improved  identification  of  problems  and  the  formulation  of  policy  can 
occur  if  the  Department  of  Transportation  helps  to  monitor  the  rail  system, 
and  determines  the  nation's  needs  for  rail  service;  and  if  the  executive  branch 
focuses  attention  on  the  illness.  The  government "s  involvement  in  rail  affairs 
must  begin  before  facilities  deteriorate  to  the  point  where  the  public  interest 
is  adversely  affected. 

While  protecting  the  rights  of  protagonists,  the  Commission  must  develop 
guidelines  for  speedier  decision-making  on  issues  involving  diversification, 
rates,  abandonment,  and  merger  policy. 

Service  failures,  maintenance  neglect  and  freight  car  utilization  are  other 
matters  specifically  requiring  more  attention  by  government.  Government 
assistance  should  be  addressed  specifically  to  the  needs  of  the  public  and  trans- 
port users  for  better  service. 

The  Penn  Central  and  most  other  railroads  in  the  Northeast  appear  to  have 
declined  to  the  point  where  drastic  action  is  necessary.  Various  suggestions  have 
been  made.  One  suggestion  of  great  interest  proposes  the  establishment  of  a 
Northeastern  Transportation  Authority  with  appropriate  local.  State,  and 
Federal  representation.  The  Authority  Avould  determine  what  is  necessary  in 
terms  of  rail  service  for  the  Northeast.  If  it  subsequently  found  that  such 
sei  vice  could  not  be  provided  by  the  existing  transportation  network,  given  its 
financial  problems,  then  either  the  Authority  or  a  quasi  public  corporation 
would  take  over  the  operating  authority  of  all  bankrupt  railroads  in  the  North- 
east, issuing  government  guaranteed  debentures  to  the  trustees  in  bankruptcy, 
and  placing  stock  in  escrow  for  later  sale  to  the  public  if  and  Avhen  feasible. 
Free  from  investor  imposed  constraiiits.  the  authority  would  have  sufficient 
power  to  improve  the  service  capability  from  a  systems  vantage  point  and, 
hopefully,  would  eventually  restore  a  revitalized  rail  system  to  private  owner- 
ship and  control  at  little  cost  to  the  Federal  government. 


FINDINGS 


Environmental  Conditions 

The  market  and  general  economic  environment  for  the  Pennsylvania  and 
New  York  Central  Railroad  was  particularly  hostile  and  grew  increas- 
ingly so  during  the  1960's  and  throughout  the  merger  gestation  period. 

(1)  Changing  nature  of  the  national  economy 

During  the  1960*s  the  role  of  transportation  in  the  American  economy,  while 
still  expanding  in  absolute  terms,  deteriorated  somewhat  in  a  reflection  of  less- 
ened emphasis  on  goods  production.  Freight  transportation  is  concerned  with 
the  movement  of  physical  things  such  as  minerals,  agricultural  products  and 
manufactured  goods  which  for  many  years  were  at  tlie  core  of  domestic  eco- 
nomic activity.  Recently,  however,  the  services,  finance,  trade  and  government 
sectors  of  the  economy  have  been  growing  most  rapidly.  In  terms  of  the  share 
of  the  Gross  National  Product  they  represent,  agriculture,  mining  and  non- 
durable goods  have  begun  to  diminish  while  the  share  represented  by  the  serv- 
ices, finance  and  trade  categories  have  expanded  considerably.  From  a  transport 
standpoint,  these  "service"  sectors  generate  relatively  little  demand  for  freight 
transportation.  Environmental  and  related  social  considerations  have  also  had 
an  affect  on  transportation.  For  example,  coal  has  come  under  general  disfavor 
as  a  source  of  energy  (although  recent  fuel  supply  problems  promise  to  revise 
the  trend  outside  the  Northeast),  hurting  the  railroads  as  a  group.  The  impact 
has  been  most  severe  in  the  case  of  restrictions  on  higher  sulfur  content  coal, 
which  is  the  kind  of  coal  mined  in  most  of  the  coal  fields  served  by  the  Penn 
Central.  In  view  of  these  trends  it  is  not  surprising  to  find  that  freight  transport 
indicia  have  been  shrinking  in  relation  to  aggregate  economic  expansion. 

(^)  Technological  changes 

The  shifts  in  the  composition  of  the  economy  have  been  accompanied  by 
changes  in  technology.  The  use  of  lighter  weight  materials,  for  example,  has  re- 
duced the  demand  for  transportation  capable  of  moving  large,  heavy  materials. 
There  has  been  a  general  trend  toward  locating  factories  and  other  production 
facilities  closer  to  consuming  markets,  further  reducing  the  demand  for  trans- 
portation. Coal,  once  burned  almost  entirely  at  electric  generating  stations  lo- 
cated ill  the  using  market  after  being  hauled  by  rail  from  the  mine,  is  now  con- 
sumed in  large  quantities  for  electric  power  generation  at  the  minehead. 

(5)  Cyclical  economic  'patterns 

The  cyclical  pattern  of  the  economy  has  a  i)roiiounced  impact  on  transpor- 
tation and  especially  on  the  railroads.  Rail  traffic  closely  tracks  the  ups  and 
downs  of  the  economy.  During  the  1960's  this  had  acute  significance  for  all  the 
railroads  and  particularly  for  the  Penn  Central  in  the  decade's  last  years.  Re- 
cessions took  place  in  the*  beginning  of  the  decade,  1960  to  1961,  and  at  the  end 
from  1968  (when  the  Penn  Central  merger  was  consummated)  until  1970  (when 
the  Penn  Central  petitioned  for  bankruptcy).  The  almost  continuous  decline  of 
the  economy  at  merger  time  set  the  stage  for  hard  times  for  the  new  Penn 
Central. 

(-^)  Uneven  impact  of  change  on  the  modes 

The  forces  of  change  have  permitted  other  modes  of  transportation  to  gain 
ground  on  railroads.  The  rail  share  of  intercity  freight  traffic  has  been  sub- 
stantially reduced,  to  the  benefit  of  the  other  modes — trucks  (with  their 
greatest  penetration  coming  in  general  commodities),  barges,  and  pipelines  (de- 
livering substantial  amounts  of  bulk  traffic).  In  1960  railroads  accounted  for 

0) 
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44  percent  of  the  nation's  intercity  freight  transportation,  but  by  1969  the  rail 
share  slipped  to  41  percent.  The  rail  share  of  freight  revenues  declined  from 
28  percent  to  22  percent.  Bv  contrast  the  trucks  increased  their  revenue  sharply 
during  this  period,  doubling  their  tonnage  and  doing  even  better  in  their 
profits. 

(5)  Northeast  region 

In  the  Penn  Central  region  these  factors  were  an  even  greater  negative 
force.  The  Penn  Central  territory  has  lost  ground  relative  to  the  rest  of  the 
nation.  Its  percentage  of  the  population  has  dropped  since  1950,  as  has  its 
share  of  the  nation's  personal  income.  Even  more  pronounced  is  the  decline  in 
manufacturing  (from  65  percent  of  the  total  in  1950  to  54  percent  m  1969). 
In  absolute  terms  of  course.  States  making  up  the  Penn  Central  territory  con- 
tinued to  bulk  large  in  the  national  economy.  But  the  region's  relative  rate  of 
expansion  clearly  lagged  behind  most  other  areas.  To  see  how  all  these  forces 
have  come  together  and  affected  the  Penn  Central  it  is  helpful  to  look  at  the 
key  traffic  sectors— coal,  manufactured  goods,  and  smaller  shipment  movements. 

'  Coal—B\  1970.  only  15  percent  of  the  Penn  Central's  revenue  was  derived 
from  the  transportation  of  coal  as  coal  production  in  the  region  dropped  from 
71  percent  in  1957  to  62  percent  m  1970  of  the  total  coal  produced  m  the  nation 
and  there  was  an  increased  tendency  for  mine  head  use  of  coal  (by  19(0  nearly 
three  times  as  much  coal  was  being  consumed  for  power  generation  at  the  mine 
head  than  was  being  transported  by  rail).  At  the  same  time  the  Eastern  market 
was  declining.  Penn  Central's  share  of  the  market  dropped  even  more  (while 
Eastern  roads  generally  reported  a  5  percent  increase  m  coal  revenue  between 
1965  and  1970,  Penn  Central  coal  revenue  was  off  more  than  11  percent). 

Manufactured  qoods  f/v./^V-The  railroads  lost  ground  in  t^'^^^^^P^;'*/^^/^^^^^ 
rated  manufactured  goods  to  other  modes,  especially  to  the  trucks.  In  the  East^ 
ern  district  the  rail  share  dropped  by  about  3  percent  betA^een  l^e^  ^^^^  ^^^^ 
while  in  New  York  City,  for  example,  the  trucks  increased  their  shaie  tiom  50 
percent  to  73  percent.  Of  significance  here  too  are  the  railroads'  successful  ef- 
forts to  regain  automobile  transport  traffic  which  had  been  lost  in  the  194as  and 
1950's.  Their  fight  to  regain  this  traffic  in  the  early  1960's  caused  tonnage  o  rise 
by  164  percent,  while  revenue,  revealing  the  downward  rate  ^djustnient  that  had 
been  put  into  effect,  increased  by  93  percent.  The  Eastern  roads  did  better  than 
the  industry  with  this  traffic.  Howevel^  the  Penn  Central,  while  ^niPi:^^;;^^^^^^ 
not  do  as  well  as  the  other  Eastern  roads.  The  resurgence  of  auto  traffic  sugg^ts 
that  railroads  are  capable  of  highly  effective  competition  m  higher  valued  man- 
ufactured goods  traffic.  ,        ;i,.^„Jo  .-iv 
Smalf Shipment  trafc^ln  the  late  1940's  and  early  19a0  s,  ^•^^"^'■^^f^ ^'}- 
tuallv  abandoned  hauling  goods  in  less  than  carload  lots,  and  today  handle  on  > 
a  vei-y  inconseciuential  volume  of  such  shipments.  These  small  parcels  (oO  to 
10  000  pound  category)  represent  95  percent  of  all  shipments  hy  for  lure  truck- 
erfln  1970.  they  represented  about  79  million  tons  of  freight.  This  is  high  value 
fre  o-ht  with  hi^h  rates  and  high  yields.  With  its  coal  traffic  down  sharply  and 
vfth    1   loi  of  substantial  manuiactured  goods  t-ffic  to  the  trucks,  the  Penn 
Central  (and  it  was  not  alone  m  this  respect)  was  caught  in  pmcers.  Raihoads 
ai^  slowly  making  an  effort  to  reenter  this  market  with  TOFC  (trailer  on  flat 
car)  orCOFC  (container  on  flat  car)  service. 

(G)  1  nterterritoriol  division 

When  two  or  more  railroads  participate  in  a  joint  rate  shipment  there  mug 
be  a  division  of  the  resulting  revenue.  Considerino:  that  billions  of  c  ollars  ($4 
billion  in  1969)  are  subject  to  divisions  each  year,  it  becomes  apparent  that  Aery 
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small  percentage  sliifts  in  the  share  to  be  allocated  are  of  substantial  economic 
importance.  The  Northeastern  (Official  Territory)  carriers  have  in  recent  years 
argued  foi'  readjustments.  The  Penn  Central  alone  claims  that  division  adjust- 
ments could  increase  its  revenues  by  $46  million.  Major  division  cases  are  hotly 
contested  affecting  as  they  do  the  economic  condition  of  every  region  in  the 
country.  Equitable  resolution  of  such  disputes  are  important  but  at  the  same 
•time  difficult  to  achieve. 

Penn  Central  Financial  Performance 

The  hostile  environment  was  reflected  in  extreme  financial  stringency 
for  the  Penn  Central,  with  the  railroad  operations  incurring  chronic 
deficits  as  traffic  dropped  off  and  expenses  shot  up  even  while  revenues  and 
rates  increased. 

(7)  Revenues 

Operating  revenues  for  both  the  New  York  Central  and  the  Pennsylvania 
Kailroad  were  generally  unfavorable  in  the  late  1950's.  reaching  a  low  point  in 
1961.  After  some  hesitation  in  1961  to  1963,  their  combined  revenue  advanced 
rather  firmly  through  1966.  Tlie  favorable  revenue  trends  through  1966  resulted 
entirely  from  increases  in  volume;  significantly  this  increased  revenue  occurred 
Avith  no  important  change  in  haul  patterns  and  with  reduced  rates.  After  1966 
modest  i-evenue  growth  was  achieved  despite  a  consistent  drop  in  traffic  volume 
(a  force  which  cannot  long  be  countered  by  compensating  factors).  Post  1966 
revenue  growth  for  the  Penn  Central  partners  was  similar,  but  lagged  far  be- 
hind th(}  performance  of  other  railroads  in  the  East.  Other  railroads'  traffic  re- 
vived after  the  1966-1967  downturn  while  Penn  Central  traffic  continued  to  fall. 

{8)  Costs 

The  generally  upward  revenue  movement  during  the  1960's  suggests  that 
the  company  was  not  done  in  by  a  revenue  collapse  in  absolute  terms.  It  appears 
that  rising  costs  were  more  damaging  than  softening  revenues  since  operat- 
ing expense  for  196!)  aiul  1970  was  up  about  $400  million.  The  operating 
ratio  (ratio  of  expenses  to  revenues)  of  the  partners  declined  steadily  through 
1966  (to  78.8)  and  thereafter  rose  sharply  going  completely  out  of'  sight  (to 
92.1)  after  merger.  The  increased  expenses  came  largely  from  rentals  which 
jumped  dramatically  from  1964  to  1970.  During  the  same  period,  fixed  charges 
(interest  payments)  rose  substantially.  This  presented  a  particularly  lethal 
combination.  Over  the  entire  1958  to  1970  period  under  review,  the  railroads 
generated  positive  net  railroad  operating  income  of  only  $164.5  million  (re- 
moval of  the  merger  period  increases  this  by  some  $300  rnillion)  and  incurred 
fixed  charges  of  $1,180.5  million. 

Fiscal  Policy 

Financial  stringency  was  a  cornerstone  of  fiscal  policy.  For  the  Penn- 
sylvania and  later  the  Penn  Central  it  was  matched  by  concern  for  credit 
standing.  The  resulting  ad  hoc  policy  of  compromising  conflict  presided 
over  a  deteriorating  physical  plant  while  earnings  were  overstated  and  ex- 
cessive dividends  continued  to  be  paid. 

(.9)  Constraints 

There  were  numerous  constraints  on  the  railroad's  fiscal  policv.  The  most 
important  were:  (1)  iiilieiited— fixed  charges  (interest)  and  capital  structure 
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*reL,ent  to  maintain  ^'!^lfl'>X:Z:XTSy  Z  l  sunSS4'?he 
merger;  (.5)  out^'de  «c  ore  J^j^^"^^  *  ;  ^,,^5  ^^^ns  of  flmncing,  financial 
rZCr::n^S^ZSi  :l^^f—n^^  of  cred,t  .ortWness  and  secu- 
rity  values,  and  finally  stockholder  pressure. 

'^''^DtirimrfdX Tl  ts^t—  alon.  with  many  others  weused 
very'^nSnlMy  .  ith  ^adequate,  repair        -place--  ^ 

XTo.,  Vnrlr  fVntTal  JSl  45  bi  ion  or  a  grand  total  ot  ^d.b  billion,  ivuiiny  i 

pt;rio6«:r;irs-re:„'Trpett:n^ 

Ln  .  Aft  r  merger  tf,e  capital  investment  program  «m^.med  m^e^  ,  but  ex^ 

capital  expenditures  whicli  were  projected  to  reach  a  total  of  $74.7  million 
four  years  but  were  $90.2  million  in  just  the  first  two  years. 

'^^\^::r:"fr;ttpennsy,vania .particularl^^^^^^^^^ 

reflected  policies  which  attempted  *»  ^^P™™'^,^ 'J^^"f '*fo™^^^ 

mei  ts  for  plant  improvement.  Credit  standing  was  also  of  prime  Importance 
than  in  improving  nrJioful  operation.  By  19b(,  ]ust  prioi  lo  luf  x  ^  J 

is  not  allowed  on  track  and  roadbed. )  ( See  also  finding  16. ) 

of  the  road.'"  shifting  as  pressures  ^h^/V^ed-  Tt  might  be^des^^^^^ 

policv  with  no  consistent  corporate  goals,  or  CAen  an  ad  hoc  {^gg 

misin-  conflict.  While  tbo  railroad  investment  program  foi  1964  thiou^li 
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was  considered  a  failure  by  the  financing  officer,  questions  arise  about  the  ra- 
tionale of  the  criteria  and  the  stringent  payoff  period  expected  for  rail  invest- 
ment, but  not  for  non-rail  investments.  In  the  final  analysis  it  is  difficult  to 
evaluate  the  budgeting  process  because  of  the  absence  of  any  clearly  defined 
goals,  t  urMionnore,  the  system  had  no  integrity,  no  one  believed  estimates,  and 
measurements  of  perfoiuiance  were  of  doubtful  utility  as  evidenced  by  the  fi- 
nancial officer  s  questionable  guidelines. 

{13)  Capital  Structure  aiuL  Debt  Burden 

There  was  a  major  postwar  buildup  in  debt,  a  debt  reduction  program  to 
1964,  and  then  a  Pennsylvania  buildup  in  conjunction  with  a  Central  plateau. 
Total  increase  between  1964  and  bankruptcy  was  over  $700  million  (to  $721 
million  for  the  Pennsylvania,  and  $666  million  for  the  Central).  Since  railroad 
earnings  tend  to  be  volatile,  a  safety  margin  is  needed  for  successful  debt 
management  to  insure  annual  income  sufficient  to  cover  fixed  charges  and  to 
provide  flow  of  funds,  including  depreciation  accruals,  to  meet  maturities.  Not 
having  these  essentials,  debt  management  for  the  Pennsylvania  and  the  Central 
was  precarious. 

■  1  nPx'^  ^^'^^'^  Jiialurities  coming  due  ($52.9  million  in  1965  and  $84.7  million 
m  1968)  the  Pennsyh-ama  had  big  problems.  The  Central  escaped  the  debt 
problem  for  a  while  by  holding  down  capital  expenditures  and  deferring  ma- 
turities until  the  1970's.  The  Pennsylvania  expected  relief  under  the  merger 
because  of  the  Central's  favorable  debt  structure  which  made  the  combined 
capitalization  su])enor  to  either  one  individually  and  quite  acceptable  to  invest- 
ment analysts.  The  programs  of  debt  reduction  for  both  companies  reflected 
expectations  that  futur(>  revenues  would  be  inadequate  to  meet  obligations,  and 
were  accomplished  by  paring  down  capital  commitments  to  rail  operations  and 
gi-eatly  curtailing  maintejiance. 

{lit)  Equipment  Financing 

Equipment  financing  constitutes  the  major  component  of  any  railroad's 
plant  investment.  Such  investment  is  explicitly  encouraged  by  the  more  ready 
availability  of  investment  funds  because  of  more  favorable  financing  methods. 
Of  the  three  general  methods  of  financing  (sale  of  equipment  trust  certificates, 
conditional  sales  financing,  and  leasing),  leasing  requires  a  smaller  down  pay- 
ment and  leaves  title  in  the  lessor  giving  the  lessor  greater  security.  These  fac- 
tors make  leasing  attractive  to  railroads  with  financial  difficulties.  Because  the 
lease  payment  is  treated  as  an  operating  expense  rather  than  a  fixed  charge  (in- 
terest payment)  it  can  give  the  illusion  of  a  reduction  in  the  railroads'  long  term 
debt  and  fixed  charges.  The  Pennsylvania  Railroad  had  begun  concentrating 
on  leasing  as  early  as  1957  and  the  New  York  Central  used  leasing  starting  in 
1962.  After  1962,  leasing  provided  a  means  to  circumvent  the  merger  agreement 
on  debt  limitation  and  was  therefore  important  to  the  merger  partners.  A  cor- 
ollary effort  was  the  capitalization  of  major  overhaul  expenses.  The  ICC  Bu- 
reau of  Accounts  has  argued  that  even  when  rebuilding  is  involved,  capitaliza- 
tion is  improper  and  the  costs  involved  should  be  written  off  as  maintenance 
expenses  for  the  year  of  rebuilding.  Nevertheless,  in  years  just  prior  to  merger 
the  Pennsylvania  Railroad  shifted  to  a  capitalization  basis  which,  in  the  short 
run  at  least,  reduced  reported  maintenance  expenses  and  thus  increased  reported 
net  income.  Coupled  with  a  program  of  selling  cars  to  "straw  parties"  and  leas- 
ing them  back,  the  railroad  showed  smaller  cash  drains  in  the  year  of  repair 
although  it  might  mean  larger  cash  drains  in  following  years.  It  also  permitted 
the  Pennsylvania  Railroad  to  use  the  investment  tax  credit  indirectly  through 
the  third  parties  which  repaired  the  equipment  and  leased  it  back. 

{15)  Postmerger  Fiscal  Policy 

Like  other  railroads  the  Penn  Central  partners  rarely  used  equity  financ- 
ing, even  in  those  instances  where  it  was  most  certainly  suggested  by  the  cir- 
cumstance. Soon  after  the  merger  was  consummated  and  a  period  of  rising  inter- 
est rates  and  tight  money  was  at  hand,  the  Penn  Central  management,  in  great 
need  of  financial  assistance,  went  the  route  of  short  term  debt,  putting  it  in 
greater  jeopardy  than  if  long-term  financing  had  been  arranged  at  the  time  of 
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the  merffer.  But  if  ever  equity  financing  were  appropriate,  it  was  at  the  time 
of  the  merger  when  the  price  earnings  ratio  was  very  high  because  ot  ex- 
pectations about  merger  savings.  Also  a  stock  offering  at  that  time  would 
have  been  less  expensive  than  usual.  By  providing  the  railroad  with  substantial 
funds  and  not  increasing  debt  it  would  have  given  the  railroad  a  much  needed 
marcrin  of  safety.  There  seems  to  be  no  good  reason  why  a  stock  ottering  was 
not  made  in  this,  particular  instance,  nor  why  railroads  shun  stock  oflerings 
in  general. 

{16)  Accounting  Praotice  Policy 

The  existing  ICC  position  on  "benerment  accounting."  deferred  income 
taxes,  accounting  of  investments  in  subsidiaries,  and  financial  disclosure  re- 
quirements does  not  in  all  cases  reflect  the  increased  complexity  of  the  ma]or 
common  carriers'  operations  and  the  need  for  more  relevant  financial  mtorma- 
tion  bv  analysts  and  investors.  The  ICC's  regulations  lack  precise  requirements 
for  certification  of  financial  statements  by  independent  accountants  and  stand- 
ardized disclosure  requirements  for  prospectuses.  These  regulations  fail  to 
obviate  the  sort  of  loose  accounting  practices  evinced  by  the  Penn  Cential 
Company's  treatment  of  transactions  designed  primarily  to  inflate  reported 
income  on  both  a  consolidated  and  nonconsolidated  basis.  (See  also  finding  11.) 

(i7)  E airings  Maximization 

Earnings  maximization,  or  earnings  inflation,  was  employed  by  the  Penn- 
sylvania RaOroad  and  the  Penn  Central  (it  was  not  pursued  extensively  by  the 
Central).  This  technique  was  not  concerned  with  the  realities  of  income  or  cash 
flow  but  was  an  effort  to  pretend  that  earnings  were  larger  than  they  really 
were  by  inflating  them.  Earnings  maximization,  a  practice  m  deteriorating  com- 
panies, was  pushed  to  extremes  by  the  desire  of  management  to  protect  the  \.6 
to  1  stock  exchange  ratio  agreed  upon  in  1962.  If  the  ^ew  York  Central  is  rela- 
tive value  were  increased,  the  share  of  earnings  gomg  to  former  Pennsylvania 
Railroad  shareholders  would  be  less  and  renegotiation  caused  by  an  altered 
earnings  picture  might  delay  the  merger.  The  policy  was  continued  attei 
merge?,  even  though  the  ratio  was  no  longer  relevant,  reportedly  to  mamtam  the 
credTt  position  of  the  railroad.  As  the  practice  continued  there  developed  less 
and  less  relation  between  cash  flow  and  reported  income.  Devices  ^^sed  included 
requiring  subsidiaries  to  inflate  reported  earnings  and  declare  large  dividends, 
reporting  as  much  income  as  possible  as  ordinary  rather  than  extraordinary, 
restrictincr  maintenance  and  capital  expenditure  budgets;  capitalizing  equip- 
ment refurbishing  (as  described  in  finding  14)  ;  and  treating  as  -^^^^^^ 
expenses  as  possible  as  "extraordinary  expenses.   These  i^'actices  d^d  not  gen- 
erate any  new  cash:  they  only  seemed  to.  Although  the  Penn  Central  was  an 
illiquid  company  where' cash" management  would  seem  to  be  ^  "J^^or  area  ot 
management  concern,  the  generation  ot  cash  was  secondary  to  the  attempt  to 
inflate,  and  thus  distort,  reported  net.  Accounting  theory,  which  stresses  con- 
servatism and  consistency,  was  eitlier  ignored  or  adhered  to  solely  Avhen  consist- 
ent with  the  principle  objective  of  delusion. 

(18)  Dividends  Policy  ,   ,  i    ^     v  i. 

While  dividend  payments  for  all  Class  I  railroads  are  probably  too  hig^^^ 
dividends  paid  by  the  Pennsylvania  Railroad  and  the  .^ew  York^^^^^ 
1960-1967  period  were  extraordinarily  high.  Starting  in  1962  (^^hen  the  merge i 
agreement  Vequired  maintenance  of  the  13  ratio  for  dividend  Payn^en  s) 
two  railroads  actually  increased  their  dividends  each  year,  very  carefully  mam^ 
tainin-  the  1.3  ratio.  From  1960  through  1969.  dividends  totaled 
m  lion  ($282  million  of  which  was  paid  after  1963  )  f^^er  nieijer  divid^^^^^^ 
paid  in  1968  were  $55.4  million  while  the  Penn  Central  Railroad  lost  $2  8  mil 
Son  The  1969  dividends  were  $43.4  million  while  the  railroad  had  a  deficit  of 
»8  n^i^lion' 1^^  fcousolidated  income  of  $4.4  -jll-- ^^---^-^iV^udel" 
financial  straits,  Penn  Centrals  management  evidenced  a  cavalier  attitude  to- 
war'fhe  declaration  of  dividends.  Penn  Central  ff^-^;,  ,^  ^.^^er 

that  the  dividends  kept  up  the  price  of  stock  and  gave  the  railroad  a  bettei 
credit  rating.  But  it  is  difficult  to  justify  efforts  to  prop  up  stock  prices  m  a 
S  when  no  stock  issue  was  ever  contemplated.  It  is  also  important  to  note 
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that  since  dividends  were  greater  than  available  cash  resources,  the  Penn  Cen- 
tral had  to  borrow  money  to  pay  them.  This  meant  higher  interest  costs  in  terms 
of  millions  of  dollars  more  than  the  railroad  needed  to  pay.  Such  high  dividends 
could  not  be  justified.  Any  favorable  consideration  the  Penn  Central  might  have 
received  as  a  result  of  its  steady  dividend  payments  could  hardly  have  offset  the 
cash  drain  of  more  than  $130  million  in  dividends  and  related  interest  payments 
after  the  merger. 

Diversification 

A  specialized  aspect  of  fiscal  policy,  diversification,  resulted  in  a  net 
cash  drain  which,  while  relatively  small,  could  be  ill  afforded  at  the  time. 
As  part  of  the  overall  fiscal  policy,  it  contributed  to  the  company's  illusory 
credit  standing. 

{19)  Cash  Floio 

Historically  both  the  Pennsylvania  Railroad  and  the  New  York  Central 
had  substantial  interests  in  nonrailroad  investments.  The  diversification  pro- 
gram of  interest  here  and  which  has  generated  so  much  discussion  began  in 
1963  shortly  after  the  Pennsylvania's  sale  of  its  large  Norfolk  and  Western 
railroad  holdings  became  imminent.  Of  particular  interest,  because  we  are  con- 
cerned with  illiquid  roads,  is  the  cash  flow  involved.  While  the  total  acquisitions 
were  valued  at  $320  million  the  cash  outlay  was  $203.2  million.  Of  that  the 
Pennsylvania  Railroad  paid  out  $172.1  million,  the  Central  $21.4  million,  and 
the  Penn  Central  $9.8  million.  While  the  "changing  and  novel"  reporting  pro- 
cedures, which  substantially  separated  accounting  entries  from  reality  and  cash 
flows,  indicated  substantial  return  on  investment,  if  measured  in  cash  terms  only 
the  average  cash  return  was  about  5.5  percent.  After  offsetting  the  cash  re- 
ceived from  the  Norfolk  and  Western  and  Long  Island  liquidations,  it  reduces  to 
a  final  net  outfioio  of  $41.8  million.  This  is  an  important  sum  in  absolute  terms 
but  not  of  great  significance  by  itself.  As  noted  earlier,  from  1959  through  1967 
$1.5  billion  was  reinvested  in  the  railroad ;  nearly  10  times  the  amount  put  into 
diversification  during  1963  through  1970. 

{20)  Policy  Implications 

Of  perhaps  greatest  relevance,  keeping  in  mind  the  cash  needs  of  the  rail- 
road, is  the  inappropriate  nature  of  the  diversification  investments  of  this  1963- 
1970  period.  Investments  in  real  estate  ventures  such  as  Great  Southwest  Cor- 
poration, Arvida,  and  Macco  Realty  required  external  financing  from  Penn 
Central  because  funds  were  tied  up  in  unsold  properties  for  future  development 
and  because  of  a  high  rate  of  receivables,  principally  in  the  form  of  second  trust 
notes.  These  absorbed  all  funds  generated  internally  and  permitted  small  divi- 
dends at  best.  The  infamous  Executive  Jet  Aviation  investment  gave  very  little 
hope  of  an  immediate  or  even  near  term  return  on  investment  in  either  report- 
able earnings  or,  more  certainly,  in  cash  dividends.  Like  the  real  estate  com- 
panies acquired,  EJA  was  a  poor  investment  in  light  of  the  railroad  needs.  The 
financial  officer's  stringent  payoff'  requirements  for  railroad  investments  were 
not  applied  to  non-rail  investments.  The  major  contribution  of  the  non-rail  in- 
vestments was  the  dubious  one  of  helping  to  distort  earnings  made  possible  by 
paper  profits  generated  in  real  estate  transactions. 

Rail  Operations 

Fiscal  policy  conditioned  other  aspects  of  management  performance, 
contributing  to  the  railroad's  poor  physical  condition  and  low  quality  of 
service.  Management  utilization  of  existing  resources  also  contributed  to 
poor  performance,  demonstrating  a  lack  of  mutual  supportive  relation- 
ships among  critical  policy  areas  embracing  production,  pricing,  market- 
ing, and  financing.  Differences  in  managerial  approaches  did  not  yield 
noticeably  different  results. 

{21)  Relative  management  pei'formance 

Similarity  in  revenue  patterns  indicates  that  any  differences  in  the  two 
companies — in  philosophy  or  policy — were  not  great  enough  to  significantly 


16 


influence  operating  revenue  trends:  both  railroads  were  apparently  influenced 
far  more  by  other  common  forces. 

(22)  Constraints  on  operations        .  +n 
For  the  merger  partners  it  is  vital  in  evaluating  management  dec  sions  to 

rSroadTCt  n  terms  of  available  resources,  performance  was  no  ™rse 
£n  mSre-inLent  years  in  that  capital  "P-d^Xtlfe^nveS  by 

nnpratinj?  revenues  approximated  the  national  average.  btUl,  the  imestment  uy 
ESs  to  frei'Jht  cars,  as  measured  by  f-^'^' S-^™ 
clined  in  the  20  years  prior  to  the  merger.  By  1966  the  ^ew 
a  rent  deficit  (interline  payments)  increase  by  109  percent  while  the  Pennsy  - 
v/n^a  Soad  had  a  whopping  367  percent.  So  the  railroads  were  saving  capi- 
LTexpeSre^^^^^^    sho^r?  run  but  were  creating  much  greater  expense  m  the 
long  run  and  were  endangering  service  quality. 

(23)  Physical  condition 

The  low  rate  of  physical  replacement  had  unfavorable  operatmg  conse- 
quenles  Pennsylvania^R^ilroad  had  an  outlandish  acciden^^^^^^^^^^ 
amounts  of  track  subject  to  slow  orders.  The  New  York  Cential  s  acciclent  rare 
and  s^ow  order  track  also  increased  but  was  well  below  t^f.^'^g      ^  ^^J^^^^^^^^^^ 
condi  ion  of  the  railroads"  equipment  was  also  very  poor  although  the  Pennsy 
vani^  "s  was  much  the  worse  of  the  two  (even  though  its  cars  were  used  less  m- 

Pn^veh\  (  bad  order  ratio  of  5  percent  is  regarded  as  the  maximum  tolerable 
S  T?i  c'enni'dTd  reduce  its  ra'tio  from  lO.V  percent  -  I960  to  3.o  pei.^  by 
iqfiT  The  Pennsvlvaiiia  s  was  over  15  percent  m  1963  and  still  y.u  percenwn 

967.  ScomXel  were  also  in  bad  condition.  The  P-"-^;^---,^;,-;^^^ 
nearly  one  of  every  five  locomotives  m  unserviceable  condition.  ^\  hile  the  Perm 
syhW  RaUroad  spent  more  money  for  equipment^  maintenance  than  ^^^^ 
York  Central,  it  had  a  lower  per  car  average,  except  for  locomotnes,  than  the 

^^"^  Th^  Penn  Central  companies  were  fairly  representative  in  terms  of  their 
Dlant  mahitenance  and  investment  outlays  relative  to  net  railway  operating 
n??L  The^lagged  further  behind,  however,  in  terms  of  commitments  re  a 
thHo^-Zsical  plant  units.  As  a  result  their  composite  anc  merged  plants 
we?e  not  adequately  supported,  as  was  manifested  by  unfavorable  operating  con- 
rqi^  fes  In  Tbsolute  amounts  and  in  terms  of  available  net  income  the  Penn- 
sylvania outdid  its  partner  in  plant  support,  particularly  with  respect  to 
Xn^mlT^-hich  compared  favorably  with  other  railroads.  But  it  ;vas  ot 
Sssful  m  producing  results  visible  from  these  comparisons.  In  shght  ng 
roadway  and  favoring  equipment,  the  Pennsylvania  seeins  to  have  gotten  the 
worlro^  both  ends  of  the  bargain.  It  gained  no  -^l^f  dwa  3^^^ 
commitment  but  suffered  directly  and  severe  y  from  the  roadv^aj  Jieg^ect.  ihe 
operating  consequences  in  unserviceable  equipment  and  unsafe  track  hit  with 
particular  severity. 
(2A)  Labor  utilization 

Available  indicators  point  to  relatively  inefficient  labor  utilization  by  the 
two  romnanies  that  ffot  even  further  out  of  control  after  the  merger.  Smce 
wa  Jrt?s  are  relatively  standardized,  high  labor  costs  relative  to  other  rail- 
Toads  a4  a  sUptom  of  an  unfavorable  labor  mix  or  inefficient  utilizahon. 
Beluse  tht  p'enn' Central  partners  ran  significantly  behiii^  fJSroT'S^lneT- 
their  region  in  productivity  there  is  indication  that  labor  control  an  as  met 
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fectivc.  Gross  ton  miles  per  employee  was  very  unfavorable.  Gross  ton  miles 
per  dollar  of  compensation  also  paints  a  dismal  picture.  Indications  are  that 
the  Penn  Central  partners  had  an  employee  mix  that  was  relatively  expensive 
and  becoming  increasingly  so.  The  Penn  Central  had  a  superior  performance 
for  compensation  per  service  hour  over  compensation  for  employees,  suggest- 
ing that  the  unfavorable  elements  were  associated  with  employees  who  were  not 
operating  trains.  There  is  no  question  that  the  wage  bill  for  the  Penn  Central 
was  and  is  quite  high,  representing  more  than  one-half  its  gross  operating  rev- 
enue. While  there  was  some  inflation  of  wage  cost  at  merger  times,  apparently 
because  of  the  recall  of  previously  f urloughed  employees,  seriously  unfavorable 
patterns  solidified  well  before  then.  The  cause  is  largely  to  be  found  in  high  em- 
ployment ratio  per  gross  ton  mile,  or  in  relatively  high  salaries  of  supervisory 
personnel.  Evidence  of  employment  excesses  is  suggested  by  the  sharp  post 
bankruptcy  declines  and  by  prebankruptcy  management  statements  about  force 
reductions  that  it  expected  to  accomplish.  It  appears  that  there  was  really 
labor  slippage  primarily  attributable  to  inadequate  management  control.  It  must 
be  noted  here,  however,  that  the  Penn  Central  partners  provided  nearly  40  per- 
cent of  the  rail  passenger  service  in  the  United  States  prior  to  the  time  when 
AMTKA.K  (the  National  Rail  Passenger  Corporation)  assumed  control  in 
1971.  Since  passenger  service  tends  to  be  much  more  labor  intensive  than  freight 
service,  this  may  account  for  much  of  the  unfavorable  situation  for  the  Penn 
Central  relative  to  other  railroads. 

{£5)  Physical  performance 

The  Pennsylvania  Eailroad  enjoyed  higher  traffic  densities  than  its  com- 
panion and  ranked  in  the  middle  of  comparison  railroads.  On  the  basis  of 
traffic  density,  good  equipment  utilization  would  be  expected.  However  the 
Pennsylvania  ran  behind  the  New  York  Central  in  equipment  utilization  and 
both  fell  well  below  the  standard  of  other  railroads.  Transferring  the  measure- 
ments to  monetary  terms,  the  transportation  ratios  (measuring  transportation 
expenses  as  a  percentage  of  rail  operating  revenue)  of  the  Penn  Central  com- 
panies were  higher  than  their  neighbors  (interestingly  Pennsylvania  main- 
tained a  consistently  lower  ratio  than  the  Central) .  The  Penn  Central  performed 
poorly.  In  assessing  management  performance,  however,  comparisons  between 
the  partners  are  significant. 

{26)  Pricing 

Pricing  in  the  railroad  industry  has  always  been  difficult.  One  primary 
reason  is  the  industry's  inability  to  precisely  determine  and  allocate  cost.  An- 
other is  that  no  carrier  or  set  of  carriers  controls  a  critical  collection  of  the  pieces 
that  go  into  making  up  the  railroad  rate  structures.  And  a  change  in  one  collec- 
tion inevitably  has  serious  ramifications  in  others.  This  suggests  that  any  form 
of  rate  structure  adjustment  will  require  a  joint  industry-government  effort.  The 
railroads  often  face  a  dilemma  in  making  a  case  for  rate  increases.  The  conflict 
is  personified  by  the  Penn  Central  partners.  The  Pennsylvania  Railroad  felt 
that  across  the  board  percentage  rate  increases  wei^e  essential,  not  so  much  be- 
cause of  the  merits  of  such  an  approach,  but  because  more  railroads  support 
that  approach.  Reaching  industry  agreenient  on  a  commodity  by  commodity 
basis  would  delay  presentation  of  the  proposal  to  the  Commission.  The  New 
York  Central  took  an  adamant  position  in  favor  of  restructuring  rates  and 
proposing  selective  decreases  as  well  as  increases.  The  Central  finally  accepted 
the  view  that  it  was  impossible  to  get  what  was  best  and  decided  to  go  along 
with  the  other  railroads  and  at  least  get  what  was  possible,  with  the  understand- 
ing that  the  Pennsylvania  and  other  roads  would  support  a  rate  restructuring 
program  at  a  later  separate  proceeding.  The  industry  through  1971  continued 
to  seek,  and  the  Commission  continued  to  approve,  across  the  board  increases. 

{27)  Marketing  and  cost  information 

In  attempting  to  develop  an  innovative  approach  to  marketing,  the  New 
York  Central  used  available  cost  data.  How  strong  a  foundation  the  data  pro- 
vided has  been  questioned  because  such  data  was  based  upon  ICC  formulas 
which  have  been  criticized  in  some  circles.  Pennsylvania,  on  the  other  hand, 
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traditionally  gave  little  emphasis  to  individual  f^?'"'.'''^'*'!  Pr^*^^'/'S';u^°h; 
hm  fvom  the  traditional  economic  thesis  of  high  fixed  costs  for  railroads,  the 
P^nns^h-ant  Idfeved  railroads  should  be  primarily  ^<^^^^;i^^'T^ 
traffic  volumes  to  reduce  unit  costs  and  thereby  assure  prohtabiht\.  it  was 
orLnted  toTe  steel  industry  and  profitable  bulk  -"--dih^^^ 
merged  road  had  poor  information  as  to  its  costs:  A  top  traffic  official  ot  the 
mSfed  company  recognized  after  merger  that  "there  is  no  question  about  the 
shortcomings  of  our  existing  cost  data.' 

(28)  Marketing  techniques  11 
The  Pennsylvania  Railroad  and  the  New  York  Central  had  dramatically 

different  approaches  to  marketing.  At  the  Pennsylvania  marketing  was  a  staff 
?inc  S  w?ne  at  the  Xew  York  Central  it  earned  Hne  authority.  The  differ«ices 
were  deep  seated  and  considered  critical  by  the  participants.  The  New  York 
Central  commoditv  marketing  oriented  approach  reflected  industrial  marketing 
prac tice^  was  explicitly  designed  to  replace  the  traditional  F'ac  -es  epito^ 
mized  bv  the  Pennsylvania  Railroad  approach.  Indications  are  t^at  merits 
of  the  two  approaches  are  sufficientlv  mixed  and  other  forces  so  strong  that 
market  ng  innovations  did  not  seem  to  be  a  critical  determinant  of  the  financial 
Stl  of  the  railroads.  The  Penn  Central  needed  a  unified  policy  approach  of 
either  type  to  avoid  the  organizational  paralysis  that  set  m. 

(29)  Quality  of  service  . 

One  of  the  most  difficult  measures  of  management  performance  is  the  qual- 
ity of  the  service  that  a  railroad  provides  to  its  shippers.  Typica  ly.  shippers 
satisfaction  with  carrier  service  is  reflected  in  complaints  ^1^^^^'  'l! W™v 
If  there  are  not  improvements  to  correct  serious  deficiencies,  the  shipper  ma> 
turn  to  competitive  for-hire  modes  of  transportation  or  supplv  his  own  trans- 
portation in  the  form  of  truck  or  barge  service  Serious  deficiencies  include 
such  things  as  car  shortages,  uncooperative  and  inefficient  labor,  excessne 
transit  times,  bad  ordered  cars,  poor  switching  service,  inadequate  road  bed 
maintenance  and  lack  of  motor  power.  Prior  to  bankruptcy  Penn  Central  was 
a  favorite  target  of  shipper  complaints. 

(30)  Management  goals  and  mutual  support 

\  prime  failure  of  management  was  the  nonexistence  of  overriding  cor- 
porate goals  and  the  lack  of  any  organized  effort  to  achieve  goals  The  separate 
Suits  of  the  corporation  in  some  cases  had  mutually  exclusive  objectives.  Ihe 
only  commonly  supported  objective  seemed  to  be  the  merger  ^  ithout  for  the 
moment  considering  the  myriad  problems  associated  with  the  merger,  it^car 
be  said  that  management  of  the  Penn  Central  seemed  to  show  a  lack  of  cc 
ordination  and  a  lack  of  mutual  support  between  the  major  areas  of  man 
agement.  The  operations  section  was  dissatisfied  with  the  money  made  a^ai! 
able  to  it  by  the  financial  section ;  the  latter  was  concerned  about  providing  mor- 
financial  support  for  operations  when  there  seemed  to  be  no  adequate  return 
and  indeed  the  railroad  was  not  performing  as  well  as  other      ^roac^s  ^hlc^ 
were  spending  a  good  deal  less.  Its  pricing  and  marketing  functions  ^^ele  no 
necessarily  tied  to  the  operation  capability  nor  the  financial  needs. 

Merger— AND  the  Road  to  Ruin 

Financial  stringency  and  regulatory  practices  combined  with  man- 
agement's unswerving  conviction  that  important  benefits  would  develop 
early  to  produce  the  ill-fated  merger.  Because  of  merger  associated  los^ 
in  cash  and  productivity,  however,  the  merger  actually  advanced  the  day 
of  reckoning. 
{31)  Merger  planning 

Pennsylvania  and  New  York  Central  managements  established  a  team  tor 
the  purpose  of  planning  the  merger.  While  a  great  deal  of  effort  was  expended, 
pre-merger  planning  turned  out  to  be  largely  a  paper  effort.  Plans  weie  pro- 
duced but  little  was  accomplished  toward  resolving  major  interfaces,  determm- 
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ing  what  was  to  be  done  and  how,  and  accommodating  differences  between  the 
two  companies.  The  ICC  was  a  passive  onlooker  through  it  all — no  more  aware 
of  planning  pitfalls  than  the  management  or  others.  Effecting  complete  consoli- 
dation required  a  number  of  steps  including  construction  of  new  facilities  to 
handle  rerouting,  uniform  car  control,  uniform  billing  and  accounting,  and  es- 
tablishing a  new  organization  structure. 

{3£)  Actual  consolidation  after  merger 

At  the  time  of  the  merger,  the  Pennsylvania  Railroad  desperately  needed 
cash.  The  New  York  Central  was  in  trouble  also.  Not  surprisingly  the  two  com- 
panies found  themselves  no  stronger  in  union  than  as  independents.  Most  of 
the  merger  startup  costs  were  expended  in  1968  and  1969  rather  than  over  a 
longer  period  as  planned.  Service  deterioration  apparently  was  accepted 
as  a  necessary  byproduct  of  the  consolidation  process.  The  faster  the  consoli- 
dation could  be  accomplished,  the  faster  service  could  be  restored  to  acceptable 
levels.  Service  deteriorated  badly  with  problems  such  as  no  billings,  multiple 
billings,  misrouting  of  cars,  and  even  lost  trains.  Jammed  yards,  communica- 
tion failures,  angry  shippers,  and  lost  business  were  other  manifestations  of  the 
effort  to  consolidate  quickly.  Management  control  over  the  operation  dwindled 
during  the  organization  crisis.  To  those  on  the  inside  it  appeared  that  the 
merged  company's  problems  were  unmanageable.  Disputes  about  marketing 
philosophy  and  other  problems  created  a  massive  turnover  of  individuals  es- 
sential to  proper  runnmg  of  the  railroad.  It  is  important  to  note  that  the  cen- 
tral region  of  the  Penn  Central  did  not  have  the  same  bad  service  experience 
or  the  employee  turnover  of  other  parts,  suggesting  that  such  problems  were 
not  inevitable. 

{33)  Merger  evaluation — The  public  -process 

The  Interstate  Commerce  Commission  had  before  it  at  one  time  three 
merger  cases  of  great  significance  to  the  Northeastern  part  of  the  country.  Even 
so  the  Commission  refused  repeatedly  to  consolidate  the  cases  and  despite  all 
contrary  evidence  disavowed  that  it  was  restructuring  the  Eastern  railroad  net- 
work. It  was  committed  to  a  case  by  case  method,  thus  simplifying  its  own  ad- 
ministrative handling  at  the  expense  of  providing  for  the  overall  public  consid- 
eration that  was  so  badly  needed.  The  ICC  was  content  to  call  balls  and  strikes. 
In  1966  the  ICC  recognized  that  public  review  of  the  merger  might  be  necessary 
and  it  required  periodic  reports  by  the  Penn  Central  partners.  Despite  all  of  the 
information  available  to  the  agency  about  the  condition  of  the  railroad,  it  was 
not  until  after  the  bankruptcy  and  after  congressional  outrage  developed  that 
the  Interstate  Commerce  Commission  instituted  any  formal  review  of  the  Penn 
Central  merger.  Another  factor  of  importance  was  the  long  delay  in  the  de- 
cisionmakmg  process  which  was  itself  a  strong  influence  on  management  atti- 
tudes, e.g.  maintaining  the  1.3  to  1  stock  ratio  for  a  long  period  directly  affected 
management  fiscal  policy. 

( J4)  Merger  evaluation — The  private  process 

The  chronology  of  the  merger  is  extensive.  Final  and  serious  negotiations 
date  from  September  1959.  The  companies  reached  agreement  in  1962  and  filed 
application  with  the  ICC  the  following  August.  In  April  1966  merger  was  ap- 
proved by  the  Commission,  and  finally  on  January  15,  1968,  the  Supreme  Court 
had  completed  consideration  of  litigation.  With  "unseemly  haste  the  new  com- 
pany died  on  June  21,  1970.  The  long  delay  put  a  great  stress  on  both  companies. 
While  operating  separately  they  had  to  continually  assess  the  probability  and 
effects  of  union.  They  had  to  keep  their  stock  ratio  equivalent  at  1.8  contribut- 
ing to  tlie  Pennsylvania  decision  to  maximize  earnings.  There  were  very  definite 
fiscal  policy  implications  of  the  merger  such  as  disposal  of  Norfolk  &  Western 
stock  and  the  urgent  need  for  high  payoff  which  contributed  to  the  decision  to 
diversify.  In  addition,  there  were  the  merger  conditions  which  brought  in  the 
New  Haven  and  resulted  in  expensive  labor  protection.  There  is  no  completely 
reliable  answer  here  to  the  question  of  scale  economies.  But  this  merger  very 
definitely  makes  clear  that  mergers  are  no  panacea  for  deeply  rooted  ills. 
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(36)  Merger  evaluation— Monetary  impact 

The  monetary  impact  of  the  merger  on  a  short  run  cost  basis  was  ^fJ^^- 
favorable.  Anticipatecl  annual  savings  were  $81.2  million.  A  capita  budget  of 
$7rmillion  was  allocated  for  four  years  It  was  ^-^^^^^t^^,  '''^^^^ 
when  $92.2  million  was  spent.  Total  cash  outlays  were  $250  1  million  net  cash 
Outlays  were  $176.2  million.  Thus  the  merger  cost  considerably  more  than  it  was 
worth  in  these  first  years. 


THE  EVIDENCE  AND  ANALYSIS 


Environmental  Conditions 

The  Penn  Central  (PC)  is  not  an  island  unto  itself.  Like  other  business 
enterprises  it  is  caught  in  the  shifting  currents  of  economic  and  technological 
change.  Being  basically  a  railroad,  however,  with  an  enormous  fixed  investment 
in  immobile  assets,  the  PC,  as  is  true  of  all  railroads,  is  less  free,  at  least  in 
the  short-run,  to  adapt  to  changes  in  the  environment  in  which  it  carries 
out  its  activities.  In  reviewing  the  experience  of  the  PC  in  recent  years  it  is 
important,  therefore,  to  identify  what  sorts  of  external  change  affected  the  PC, 
to  measure  their  impact  on  the  company,  and  to  determine  what  steps  were  taken 
by  management — or  might  have  been  taken — to  adjust  to  altered  circumstances. 

An  examination  of  recent  trends  in  the  national  economy,  in  transportation 
generally,  and  in  rail  transportation  in  particular,  shows  that  the  PC,  in  signifi- 
cant degree  because  of  the  region  in  which  it  operates,  has  been  hampered  by  a 
number  of  forces  that  are  substantially  beyond  its  control.  Some  of  these  relate 
to  changes  in  the  production  and  use  of  coal  (which  historically  has  been  the 
PC's  principal  source  of  traffic  and  revenue),  the  location  of  industry,  new 
concepts  of  distribution  management  that  place  emphasis  on  speed  and  flexi- 
bility of  shipment  as  dimensions  of  total  cost,  and  in  the  growing  attractiveness 
of  other  modes  of  transportation  (notably  trucks,  using  the  vastly  improved 
highway  system  that  was  put  in  place  beginning  in  the  late  1950's).  While  all 
these  forces  took  their  toll  on  the  PC  in  terms  of  traffic  and  revenue,  they  do 
not  appear  to  be  of  such  magnitude  as  to  explain  completely  the  PC's  bank- 
ruptcy. Clearly  changes  in  the  external  environment  were  a  factor,  but  it  is 
in  adapting  to  them — or  failing  to  do  so — that  one  also  finds  the  sources  of  the 
company's  ultimate  financial  collapse.  To  put  all  this  in  suitable  perspective 
calls  for  a  look  back  at  developments  in  the  1960's — in  the  economy,  in  trans- 
portation, and  particularly  at  rail  transportation  in  the  Eastern  region. 

TRANSPORTATION  AND  THE  NATIONAL  ECONOMY  CHANGING  PERSPECTIVES 

During  the  1960's  the  role  of  transportation  in  the  American  economy  de- 
teriorated somewhat,  reflecting  less  emphasis  on  goods  production.  Transporta- 
tion obviously  is  concerned  with  the  movement  of  physical  things — minerals, 
agricultural  products,  and  manufactured  goods — which  for  many  years  were 
at  the  core  of  domestic  economic  activity.  Recently,  however,  this  has  begun 
to  change.  It  is  the  services,  finance,  trade,  and  government  sectors  that  now  are 
growing  niost  rapidly.  In  terms  of  the  share  of  the  GNP  they  represent,  agri- 
culture, mining,  and  non-durable  goods  have  begun  to  diminish.  Even  durable 
goods  today  account  for  no  more  of  the  GNP  than  they  did  a  decade  ago.  By 
contrast,  the  services,  finance,  and  trade  categories  have  expanded  considerably. 
The  important  thing  from  the  transport  standpoint  is  that  these  sectors  generate 
relatively  little  demand  for  freight  transportation. 
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SHARE  OF  NATIONAL  INCOME  ACCOUNTED  FOR  BY  MAJOR  SECTORS.  1950,  1960.  1970 

lln  percent] 


1950  1960  1970 

Sector  .   


,  ,  .  7.4  4.1  3.1 

Agriculture,  forestry,  fisheries         2.1  1.3  -9 

Mining   - 5  1  5.4  5.3 

Contract  construction    31]  0  29.1  27.4 

Manufacturing  -    -.     5*5  4.3  3.7 

Transportation.    .-.  -■   "  a'n  4.0  3.9 

Communication  and  electric, gas, sanitary  services    -  -  jg- j  155  15.3 

Wholesale  and  retail  trade     --    g's  10.1  10.9 

Finance,  insurance,  real  estate —    -    9  2  12. 0  13.0 

Services      - - ' gig  12.6  15.9 

Government.  Government  enterprise     2  .5  -6 

Restof  world--  -    


Source:  Deoartment  of  Commerce. Survey  of  Current  Business. 

Environmental  and  related  social  considerations  have  also  had  an  effect  on 
transportation.  Coal  has  lost  favor  as  a  source  of  energy  for  producing  elec- 
tricity. This  has  hurt  the  railroads  as  a  group,  but  the  impact  has  been  the 
most  severe  in  the  restrictions  on  use  of  higher  sulphur  content  coal,  ^^f^' 
cantl/  most  of  the  coalfields  served  by  the  Penn  Central  are  high  m  sulpl^r 
content.  The  net  effect  of  the  changes  has  been  to  reduce  the  relative  volume 
of  rail  transportation  and,  as  a  result,  to  diminish  the  significance  of  rail  trans- 

^"''in'lew  oT  ~Lds  It  IS  not  surprising  to  find  that  freight  transport 
indices  have  been  shrinking  relative  to  aggregate  economic  expansion.  Between 
1960  and  1969  total  intercitv  freight  ton-miles  rose  43  per  cent,  but  the  Lr^F 
(in  real  terms)  expanded  by  49  per  cent.  Similarly,  intercity  freight  revenue 
in  current  dollars)  increased  by  only  about  three-fourths  as  much  as  the  CrNF, 
resulting  in  more  than  a  12  per  cent  decline  m  both  its  share  of  (tNF  and 

National  Income.  .       ,  i  ^ 

These  shifts  in  the  composition  of  the  economy  have  been  accompanied  b> 
changes  in  technologv  and  other  areas  that  have  also  had  a  constraining  ettect 
on  transportation.  The  increased  use  of  light  weight  materials,  for  example,  has 
reduced  the  phvsical  demand  for  transportation.  There  has  been  a  trend  to  diver- 
sification in  the  location  of  factories  and  other  production  facilities,  bringing 
them  closer  to  consuming  markets  and  thus  also  reducing  the  demand  tor 
transportation.  Coal,  once  burned  almost  entirely  at  electric  generating  stations 
located  in  the  using  market  after  being  hauled  by  rail  from  the  mine  is  now 
consumed  in  large  quantities  for  electric  generation  at  the  mme-head  (see  dis- 
cussion of  Coal  below) . 

INTERCITY  FREIGHT  TRANSPORTATION  AND  THE  NATIONAL  ECONOMY.  SELECTED  MEASURES,  1960  AND  1969 


Percent 

1960  1969  change 


1  326            1  901  ^3. 4 

Intercityfreightton-miles(billions)       j.^^  -,          1724  7  48'.6 

Gross  national  product(billions  of  1958  dollars)    S28  760          $46  294  61.0 

Intercityfreightrevenue(millionsofcurrentdollars)   --■  *   ■                     j  34,5 

Grossnational  product(billionsofcurrentdollars)    ---  I,,.-.           ,7537  34.2 

National  income  (billions  of  current  dollars)          .    5  710            4  983  -12.7 

Intercity  freight  revenue  as  a  percent  of  $100  of  Gt^^P--    ----   g  052  _i2.6 

Intercity  freight  revenue  as  a  percent  of  $100  of  national  income   ----   

Source:  Transportation  Association  of  America  and  Economic  Report  of  the  President. 

The  cvclical  pattern  of  the  economy  also  has  a  pronounced  impact  on  trans- 
portation and  especiallv  on  the  railroads.  Kail  freight  traffic  closely  parallels 
the  ups  and  downs  of  the  economv,  something  that  during  the  1960  s  had  acute 
significance  for  all  the  railroads  "and  particularly  for  the  Penn  Central  m  the 

decade  s  last  vears.  ^  i  j        i.-  n,. 

During  the  period  1960  through  1969  the  economy  gyrated  dramatically, 
from  rapid  expansion  to  actual  contraction.  For  the  decade  as  a  whole  the  LxAF 
(in  real  terms)  increased  at  an  annual  average  rate  of  4  per  cent,  but  reces- 
sions took  place  at  the  beginning  of  the  decade  (1960-61)  and  from  1968  (when 
the  Penn  Central  merger  was  consummated),  until  19^0  (when  the  peti- 
tioned for  bankruptcy),  the  economy  was  in  almost  a  continuous  state  ot  de 
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cline,  as  is  shown  in  the  table.  Between  the  first  and  second  quarters  of  1968 
economic  expansion  slowed  considerably,  with  only  modest  gains  recorded 
through  the  remainder  of  the  year.  In  1969  growth  slowed  even  more,  with  out- 
right recession  setting  in  during  the  fourth  quarter  and  persisting  through 

Quarterly  change  in  ONP,  1968-70  (percent  change  of  1958  dollars) 

1968 :  1970 : 

I-  II    1. 7         IV-I  —1. 3 

II-  III    1.0         I-II    .3 

III-  IV   .  7         III-III   .  3 

1969:  III-IV  -1.0 

IV-  I    .6 

I-  II    .6 

II-  III    .7 

III-  IV   — .  2 


Powerful  though  their  impact  has  been  on  transportation,  the  diverse 
forces  of  change  have  not  uniformly  affected  the  various  forms  of  transporta- 
tion. Some  (pipelines  are  an  example)  have  increased  their  significance  in  the 
last  ten  years,  some  have  about  held  fast  (for-hire  and  private  motor  carriers), 
but  others,  notably  the  railroads,  have  lost  ground — lost  ground,  it  deserves 
to  be  reemphasized,  in  a  sector  of  the  economy  that  is  itself  of  slightly  diminish- 
ing importance.  The  key  is  that  the  rail  share  of  intercity  freight  traffic  has  been 
substantially  reduced,  to  the  benefit  of  the  other  modes — truck  (with  its  great- 
est penetration  coming  in  general  commodities),  barge,  and  pipeline  (with  the 
latter  two  delivering  substantial  amounts  of  bulk  traffic.) 

Although  rail  traffic  losses  slowed  in  the  last  ten  years,  the  industry's  share 
of  traffic  and  of  freight  revenue  continued  to  shrink  in  the  1960's.  In  1960  the 
railroads  accounted  for  44  per  cent  of  the  nation's  intercity  freight  transporta- 
tion, but  by  1969  this  had  fallen  to  41  per  cent.  Meanwhile  their  share  of  freight 
revenue  declined  even  more,  from  28  per  cent  to  22  per  cent.  It  should  be  noted, 
however,  that  there  was  a  36  per  cent  increase  in  intercity  ton-miles  from  1960- 
1969,  slightly  less  than  an  average  annual  increase  of  4  percent  for  railroads. 
This  compares  with  a  44.7  percent  increase  for  all  modes  of  transportation, 
almost  a  5  percent  average  annual  increase.  The  significant  factor  is  the  relative 
rates  of  growth  of  the  railroads  when  compared  to  the  total  for  all  modes  of 
transportation.  By  contrast,  the  trucks  (specifically  the  Class  I  motor  carriers) 
sharply  increased  their  revenues.  Their  tonnages  doubled  from  1960  through 
1969,  their  revenues  were  up  even  more,  and  their  profits  rose  by  a  still  greater 
amount.  This  is  mirrored  in  the  East  as  well.  In  a  decade  when  the  railroads  of 
the  district  were  experiencing  modest  growth  in  traffic  tonnage,  tlie  Class  I 
motor  carriers  were  doubling  their  traffic,  with  revenue  up  2.4  times  from  the 
1957-59  base.  A  major  reason  for  the  relatively  far  superior  performance  of  the 
trucking  industry  is  its  virtual  takeover  of  the  small  shipment  market  (a  ser\dce 
that  was  abdicated  by  the  railroads),  coupled  with  the  failure  of  the  railroads, 
until  fairly  recently,  to  aggressively  market  their  wholesale  service  for  TOFC — 
trailer  on  flat  car — and  consolidated  shipments. 


24 


o  o  o  o  o 


ui  ^  lo        od  od  oi  oJ  m  ai  o>  cri  a;  ct;  OT- oi  o;  c 


1 


iiiiiiiiiiiiiiiiM^^ 


25 


FREIGHT  TRAFFIC  AND  REVENUE,  UNITED  STATES  AND  EASTERN  DISTRICT,  CLASS  I  RAILROADS  AND  CLASS  I  MOTOR 

CARRIERS,  1960-69 

11957-59  =  100) 


Year 


Tonnage: 

1960. 

1961. 

1962. 

1963. 

1964. 

1965. 

1966. 

1967. 

1968. 

1969. 
Revenue: 

1960. 

1961. 

1962. 

1963. 

1964. 

1965. 

1966. 

1967. 

1968. 

1969. 


United  States  Eastern  district 

Class  I  Class  I  Class  I  C  ass  I 

railroads     motor  carriers  railroads       motor  carriers 


97  3 

112  5 

94. 1 

111  1 
ill.  1 

93.5 

117.8 

88!  0 

113.4 

96.9 

130.9 

91.8 

125.1 

100.6 

137.8 

95.2 

132.9 

106.1 

149.2 

100.6 

149.2 

107.7 

170.8 

102.0 

170.2 

111.9 

188.7 

103.3 

184.9 

108.8 

191.2 

99.8 

188.8 

109.8 

213.2 

98.7 

213.7 

112.5 

228.7 

98.7 

224.6 

95.1 

115.3 

92.5 

115.3 

91.7 

120.5 

86.4 

117.8 

94.7 

133.4 

89.9 

130.5 

96.5 

140.4 

91.4 

137.1 

100.2 

153.5 

95.1 

149.4 

104.7 

174.6 

99.6 

167.5 

110.0 

193.2 

101.8 

180.3 

108.2 

197.7 

99.8 

182.6 

115.6 

231.6 

105.4 

219.8 

122.6 

257.8 

109.1 

244.3 

Source:  AAR  and  ICC. 

EASTERN  REGIONAL  PERSPECTIVE 

With  its  20,117  miles  of  line,  the  Penn  Central  is  the  largest  railroad  in 
the  East  and  thus  is  powerfully  affected  by  any  change  in  the  relative  stature 
or  composition  of  the  region  vis-a-vis  the  nation  as  a  whole.  For  comparison 
purposes  the  primary  PC  territory  can  be  defined  as  consisting  of  the  follow- 
ing states : 

Conuecticut  Pennsylvania  Indiana 

Rhode  Island  New  Jersey  Illinois 

Massacliusetts  Ohio  Michigan 

New  York  West  Virginia 

Relating  trends  in  this  11 -state  area  to  those  for  the  country  uncovers  several 
significant  deviations,  almost  all  of  which  have  worked  to  the  PC's  disadvan- 
tage. In  very  broad  outline,  the  PC  territory  has  lost  ground  relative  to  the 
rest  of  the  nation.  Consider  population  as  one  index.  In  1950,  44  per  cent  of 
the  U.S.  population  resided  in  the  11-state  PC  area;  by  1969  this  was  down 
to  42  percent,  not  a  dramatic  decline,  but  nonetheless  a  measurable  and  indica- 
tive sign.  From  an  economic  standpoint  the  PC  area  was  also  losing  ground. 
In  1950  the  11  states  accounted  for  slightly  over  half  of  the  nation's  personal 
hicome ;  by  1969  this  share  fell  below  46  percent,  reflecting  the  fact  that  in  the 
intervening  20  years  personal  income  for  the  country  had  increased  230  percent 
compared  with  only  200  percent  for  the  PC  area.  There  occurred  an  even  more 
pronounced  relative  decline  in  manufacturing.  In  1950,  65  percent  of  the 
nation's  total  value  added  by  manufacturing  took  place  in  the  11  states,  but  by 
1969  this  had  declined  to  54  percent. 

In  absolute  terms,  of  course,  states  making  up  the  PC  area  continued  to  bulk 
large  in  the  national  economy,  but  their  relative  rate  of  expansion  lagged  behind 
most  other  areas.  The  explanation  lies  partly  in  a  shift  of  industrial  facilities 
to  other  regions,  but  part  of  the  answer  also  is  to  be  found  in  changes  in  the 
technological  make-up  of  the  economy.  Steel  (of  which  about  80  percent  is 
produced  in  the  11-state  PC  area),  for  instance,  was  encountering  growing 
competition  from  other  metals  and  from  other  materials  whose  production  is 
more  widely  distributed.  Output  of  aluminum,  plastics,  and  other  products  has 
risen  much  more  rapidly  than  steel.  For  the  period  1957-1965,  revenues  from 
the  production  of  primary  iron  and  steel  increased  only  1.9  percent,  Avhile  pri- 
mary non-ferrous  metal  manufacturing  reA^enues  were  up  4.3  percent,  plastics 
and  synthetic  materials  rose  9.0  percent  and  glass  and  glass  products  gained 
4.4  percent.  To  see  how  all  these  forces  have  come  together  and  affected  the 
PC,  it  is  necessary  to  look  at  the  key  traffic  sectors— coal,  manufactured  goods, 
and  smaller  shipment  movements.  Each  embodies  a  different  set  of  underlying 
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forces  and  shows  the  extent  to  which  railroads  are  affected  by  external  forces, 
some  largely  beyond  the  control  of  railroad  management  and  some  to  which 
an  appropriate  response  could  enable  a  carrier  to  hold  onto  or  recapture  a 
market. 
Coal 

Changing  patterns  of  regional  output  and  of  commodity  use  took  their 
heaviest  toll  on  the  Penn  Central  (and  on  the  Eastern  roads  as  a  group)  m  coal. 
For  years  coal  was  the  principal  source  of  traffic  and  of  freight  revenue 
for  the  eastern  roads.  In  1947,  for  example,  coal  constituted  about  46  percent  of 
Eastern  district  tonnage  and  generated  29  percent  of  the  rail  revenue.  In  the 
1950's,  however,  coal  consumption  in  the  United  States  fell  markedly,  with  the 
most  severe  decline  in  coal  production  coming  in  the  East.  Between  195  <  and 
1960,  coal  production  in  the  country  declined  16  percent  and  by  19  percent 
in  the  PC  region.  In  the  1960's  coal  output  began  to  increase,  but  the  gams  m 
the  East  were  less  than  elsewhere.  From  1965  to  1970  coal  production  rose  16 
percent  in  the  United  States,  but  by  only  5  percent  in  the  11  PC  states.  As  a 
result  the  PC  region's  share  of  the  nation's  coal  production  fell  from  71  percent 
in  1957  to  62  percent  in  1970.  with  southern  Appalachian  states— where  the 
coal  is  lower  in  sulphur  content  and  supposedly  cheaper  to  extract—gaming  at 
the  expense  of  states  farther  north.  In  1959  Pennsylvania  accounted  for  about 
20  percent  of  the  nation's  coal  output;  by  1970  its  share  was  down  to  about 
15  percent,  with  Kentucky  meanwhile  having  increased  its  share  from  14  to 

20  P^J^cej^^t^.^.^^^       ^^^^  changing  locale  of  coal  production,  transformations 
occurred  in  the  place  where  coal  is  burned  for  the  generation  of  electricity 
Since  1965  there  has  been  a  three-fold  increase  m  minehead  use  of  coal,  itiis 
"transportation-by-wire"  has  deeply  cut  into  rail  traffic : 

RAIL  TRANSPORTATION  AND  MINEHEAD  GENERATION  OF  COAL 
11957-59  =  100) 


i960  1965  1966 


1967  1968  1969  1970 


ai  A  119  0  117  6  123  0  120.5  120.9  124.4 

Transported  by  rail     92-4  12-9  'J-g         Wl'l         178.5         226.4  304.3 

Consumed  at  minehead   107.7         ius.8         lo/.o  iuj.  


While  changes  in  the  amount,  location,  and  "transportation  of  output 
advei-sely  affected  most  of  the  Class  I  railroads,  the  efiects  were  most  Pro- 
nounced in  the  East,  with  the  Penn  Central  the  most  severely  disadvantaged 
in  recent  years. 

PERCENT  CHANGE  IN  RAIL  TONNAGE  OF  COAL' 


1957-^0         1960-63  1965-70 


-19.6  4.2  2.0 

Class  I  railroads  --       -22.6  2.5 

Eastern  district    -   —18.9  —18.7 

Penn  Central   -       

The  1965  to  1970  picture  dramatizes  the  situation.  In  those  five  years, 
coal  tonnage  on  all  Class  I  carriers  registered  a  "^^^est  2  percent  gain  but  fe  1 
by  8  percent  on  Eastern  roads  and  by  19  percent  on  the  PC  (or  prior  to  mergei, 
ofi  itrconstituent  lines).  The  PC's  share  of  tl-  Eastern  dis  net  s  coa^^^^^^^ 
thus  fell  from  26  percent  in  1965  to  23  percent  m  19.0.  At  the  same  time  me 
Easteni  railroads \vere  carrying  only  65  percent  of  .^1  coal  -^^^b^  J^^ie 
nation's  Class  I  lines  compared  to  72  percent  m  196o.  Fiom  a  ie\enue  stana 
po  nt  the  picture  was  less  bleak  but  nonetheless  damaging  to  the  PC  The 
Kern  roa^ds  reported  a  5  percent  increase  m  --^^^  ^-^JIJ^^*^^;^^^^^^^^^^ 
1965  and  1970,  but  for  the  PC  coal  revenue  was  off  moie  than  11  percent. 
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PERCENT  CHANGE  IN  RAIL  REVENUE  FROM  COAL 


1957-60         1960-63  1965-70 


Class  I  railroads      q  »  i<  q  on  t 

Eastern  district    " ?  °  20.4 

penn  Central  zU 


In  I960,  the  I'oads  which  later  were  to  make  up  the  Penn  Central  were 
getting  approximately  17  per  cent  of  their  revenue  from  coal,  but  by  1970  that 
share  was  down  to  15  per  cent. 

Manufactaired  Commodity  Traffic  Generally 

The  best  and  most  comprehensive  insight  into  the  intermodal  dimensions' 
ot  intercity  transportation  for  manufactured  goods  is  provided  by  the  Censuses 
of  Transportation  for  1963  and  1967.  They  present  data  for  the  movement  of 
goods  m  24  broad  shipper  categories.  Comparing  the  1967  statistics  with  those 
for  1963  shows  that  the  railroads  fared  poorly,  losing  ground  across  a  broad 
front  to  the  other  modes  (especially  the  trucks) .  In  19  of  the  24  product  classes, 
the  volume  of  goods  transported  (measured  in  ton-miles)  increased.  Of  these 
19  categories,  the  railroads  suffered  an  absolute  ton-mileage  decline  in  13,  while 
m  the  other  six  groups  they  increased  their  volume  yet  still  lost  position  relative 
to  one  or  more  of  the  other  modes.  Of  the  remaining  five  classes  where  there  were 
declines  in  total  transport  volume,  the  railroads  increased  their  share  in  two. 

The  available  published  data  do  not  permit  a  highly  refined  assessment  of 
trends  m  the  East,  but  available  information  shows  that  the  railroad  share  of 
the  market  declined  at  almost  every  Eastern  city,  with  the  trucks  reporting  uni- 
versal gains.  At  New  York  City,  for  example,  the  railroads  accounted  for  25.7 
per  cent  of  shipment  ton-miles  in  1963  but  only  22.2  per  cent  in  1967.  The  trucks 
meanwhile  increased  their  share  from  50  to  73  per  cent.  Essentially  the  same  is 
true  of  the  other  cities  in  the  PC  region. 

SHARE  OF  TRANSPORT  MARKET  FOR  MANUFACTURED  GOODS  IN  SELECTED  PRODUCTION  AREAS,  RAILROADS  AND  FOR-HIRE 

MOTOR  CARRIERS,  1963  AND  1967 

[Percentage  of  ton-miles] 


1963  1967 
Production  area  Ran     Motor  carrier!  Rail      Motor  carrier  ■ 


Boston  

New  York  City. 

Philadelphia  2  

Pittsburgh  

Harrisburg  

Allentown/Bethlehem. 
Cleveland. 

Detroit  2  

Newark/Jersey  City_.. 


28.7 
25.7 
41.0 
55.6 
53.8 
58.8 
56.9 
73.6 
29.3 


1  Private  truck  excluded. 

2  Excludes  petroleum  and  coal  product  movements. 
Source:  Census  of  Transportation,  1967. 


50.0 
49.2 
42.3 
23.8 
30.7 
34.3 
35.3 
20.4 
44.9 


17.4 
22.2 
40.2 
45.2 
48.3 
37.7 
52.2 
71.5 
34.6 


73.4 
59.0 
45.4 
24.0 
41.3 
47.7 
39.1 
23.6 
46.3 


Two  submarkets  of  manufactured  goods— steel  and  autos— shed  useful 
additional  light  on  what  has  been  happening  in  rail  transportation,  particularlv 
m  the  East.  ^  r  . 

Iron  and  Steel  Products— AMiowgh  the  iron  and  steel  industry  has  been 
losing  position  relative  to  the  GNP  and,  indeed,  to  overall  industrial  produc- 
tion. It  has  been  a  major  source  of  rail  revenue.  This  industrv  is  especiallv  im- 
portant for  Eastern  railroads  because  so  much  of  the  nation's  steel  is  produced 
in  this  region.  Trends  of  the  1960  s  reveal  that  the  railroads  generallv  sustained 
losses  111  their  steel  traffic  tonnage  but  were  able  to  offset  the  revenue  conse- 
quences with  rate  increases.  Significantly,  in  retaining  its  steel  traffic  and  in 
improving  its  revenue  from  it,  the  PC  was  considerablv  more  successful  than 
other  roads. 


74-924  O  -  73  -  4 
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PERCENT  CHANGE  IN  RAIL  TONNAGE  OF  STEEL  WORKS  AND  ROLLING  MILL  PRODUCTS 


1957-60  1960-63  1965-70 


-25.8  0.5  -15.3 

Class  I  railroads    '-                                   -28.4  -1-5  -12.9 

Eastern  district                                                                                             -27.2  -2.6  -1-9 

Penn  Central    


As  the  table  shows,  steel  tonnage  moved  by  the  PC  ^'^^  f  Klnt  T  rn^ds 
1970  as  in  1965,  something  ^vhich  is  manifestly  not  true  of  all  the  Class  I  roads 
ParalTeW  this  are  the  pertinent  revenue  data,  showing  a  sizable  increase  for 
The  PC  in^cont  ast  with  far  more  modest  gains  for  the  mdustrv  as  a  whole  In 
the  market  for  steel  transportation,  therefore,  the  evidence  indicates  that  the 
PC  was  quite  successful  in  maintaining  (and  in  some  respects,  improving)  its 
relative  position. 

PERCENT  CHANGE  IN  RAIL  REVENUE  FROM  STEEL  WORKS  AND  ROLLING  MILL  PRODUCTS  


1957-60         1960-63  1965-70 


-25.9  -4.0  1.5 

Class  I  railroads    -26.8  -8.4  3.9 

Eastern  district        -15.3  -8.4  28.8 

Penn  Central     ^  ^ 

4.ntomohUes--Desvit^  the  building  of  assembly  plants  and  other  facilities 
in  other  parts  of  the  United  States  in  recent  years,  the  11  states  makmg  iip  the 
PC  region  continue  to  dominate  the  nation's  auto  output,  accounting  ioi.  ^^  P^I, 
cent  of  assemblv  units  in  1969  or  almost  exactly  the  same  proportion  as  in  1957 
And  UP  from  the  comparable  figure  earlier  in  the  decade).  In  terms  of  mtei- 
Sal  t'ransTortation.  lutos  exemplify  a  major  product  "^^^ 
have  succeeded  in  regaining  substantial  traffic  which  had      ^  lof  ^^{^^^ 
mode,  namely  trucks.  In  the  late  1910  s  and  throughout        ^  ^^^he  1950  s^  the 
railroad  tonnage  of  automobiles  earned  dropped  sharply.  In  1947,  for  example 
le  lallroads  moved  11.2  million  tons  of  autos;  by  1959  this  was  do^^al  to  on  y 
1.4  million  tons.  In  the  early  1960"s,  however,  the  railroads  began  to  fight  back 
tith  equipment  (rack  car),  service  (unit  tram),  and  ^ther  lnno^J^^^^ 
success  of  this  effort  is  shown  in  the  sharp  increases  recorded  by  the  lailioads 
between  I960  and  1963.  For  the  Class  I  roads,  tonnage  rose  by  164  per  cent  and 
revenue,  reflecting  lower  rates,  increased  by  93  per  cent. 

PERCENT  CHANGE  IN  RAIL  TONNAGE  OF  MOTOR  VEHICLES  

1957-60         1960-63  1965-69 
-0.6  163.6  -6.5 

Class  1  railroads    -12.2  184.0  -6.4 

Eastern  district      1.6  158.8  -12.8 

Penn  Central   ^  

As  can  also  be  seen,  the  Eastern  roads  did  even  better  than  the  industry. 
For  the  PC,  however,  the  situation,  though  not  unfavorable  was  less  buoyant. 
Its  auto  traffic  revenue  (or  the  consolidated  revenue  of  the  lines  later  to  make 
up  the  PC)  was  up  27  per  cent  (1965-69)  compared  with  increases  of  41  per  cent 
for  all  Eastern  district  roads  and  44  per  cent  for  the  Class  I  industry. 

PERCENT  CHANGE  IN  RAIL  REVENUE  FROM  MOTOR  VEHICLES  

1957-60         1960-63  1965-69 
15.3  92.9  44.0 

Class  1  railroads    17  1  107.5  40.6 

Eastern  district     31. g  66.2  26.7 

Penn  Central       ^  

One  implication  in  this  resurgence  in  auto  traffic  is  that  the  rail  mode  is 
potentiallv  capable  of  highly  effective  competition  m  higher-valued  manutac- 
tuS  Ss  Saffic  and  hal  clemonstrated  its  capacity  to  constructively  respond. 
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Small  Shipment  Traffic — Beginning  in  the  late  1940's  and  early  1950's  the 
railroads  vitrually  abandoned  their  LCL  (less  than  carload  lot)  traffic  and  to- 
day only  an  inconsequential  volume  of  LCL  shipments  is  handled  by  railroads. 
Regardless  of  the  reasons  and  their  persuasiveness,  the  effect  has  been  to  divert 
to  over-tbe-highway  carriers  a  large  and  rapidly  growing  volume  of  shipments 
in  approximately  the  50-pound  to  10,000-pound  category.  Shipments  in  this  size 
range  account  for  more  than  95  per  cent  of  all  shipments  by  general  commodity 
for-hire  truckers  and  in  1970  they  represented  about  79  million  tons  of  freight. 
That  reflects  about  a  doubling  over  the  last  ten  years.  This  traffic,  sizable  and 
growing  in  amount,  consists  primarily  of  more  highly  valued  manufactured 
goods,  where  service  factois  (speed,  reliability  of  delivery,  etc.)  are  important. 
Furthermore,  because  rates  are  high,  yields  (revenue  per  ton-mile)  are  signif- 
icant. The  loss  of  this  traffic  by  the  railroad  explains  their  loss  of  market  share 
at  key  cities,  as  shown  in  the  Census  of  Transportation  for  1963  and  1967,  and  is 
such  an  important  factor  in  the  deteriorating  financial  situation  of  such  roads  as 
the  PC.  With  coal  traffic  down  sharply  and  with  the  loss  of  substantial  manu- 
factured goods  traffic  to  trucks,  the  PC  (and  it  is  not  alone  in  this  respect)  has 
been  caught  in  pincers. 

Slowly  the  railroads  are  getting  back  into  the  smaller  shipment  sector, 
albeit  indirectly,  in  the  form  of  TOFC,  freight  forwarder,  and  shipper  associa- 
tion traffic.  In  each  case  the  railroad  is  serving  in  effect  as  a  wholesaler,  moving 
truck-size  or  car-size  lots  that  have  been  assembled  by  someone  else.  Based  on 
recent  experience  the  prospects  for  making  gains  are  encouraging.  TOFC  car- 
loadings  as  a  share  of  total  rail  carloadings  increased  from  1.8  per  cent  in  1960 
to  4.7  per  cent  in  1970  for  the  Class  I  lines  and  from  2.2  per  cent  to  5.0  per  cent  in 
1970  in  the  Eastern  District.  Separately  identifiable  forwarder  and  shipper 
association  traffic  has  also  been  growing,  up  over  20  per  cent  from  1965  through 
1969  for  the  industry  (some  of  this  traffic  moves  TOFC  and  is  reflected  in  those 
figures).  The  return  of  small  shipment  traffic  to  the  railroads — indirectly  in  the 
form  of  TOFC  or  consolidated  movements — is  moderately  encouraging,  but  the 
amount  of  ground  that  has  been  lost  to  the  trucks  is  enormous  and  the  recent 
rate  of  growth  in  TOFC  and  consolidated  traffic  is  such  that  w-ithout  an  inten- 
sive effort  the  railroads  will  fall  far  short  of  their  potential  for  participation  in 
such  traffic. 

Divisions 

When  goods  are  transported  by  rail  over  the  facilities  of  two  or  more  car- 
riers pursuant  to  a  joint  rate,  there  must  be  a  division  of  the  resulting  revenue. 
The  divisions  issue  assumes  its  greatest  importance  in  the  case  of  interterritorial 
shipments — between  the  roads  of  the  Northeast  (Official  Territory),  the  South, 
the  Southwest,  and  the  Far  West.  In  1969  there  were  over  $4  billion  (46%  of 
total  line  haul  freight  revenue)  in  interterritorial  revenue  to  be  divided  among 
the  various  regional  groupings  of  railroads.  The  sheer  scale  of  the  revenue 
subject  to  divisions  suggests  the  importance  of  very  small  percentage  shifts  in 
the  allocations.^ 

Divisions  cases  are  essentially  private  arguments  among  railroads,  but  when 
the  arguments  cannot  be  settled  privately  Section  15(6)  of  the  Interstate  Com- 
merce Act  provides  for  Commission  resolution.  Thereafter  the  Federal  courts 
have  jurisdiction.  The  Commission  has  authority  to  initiate  the  procedure  on 
its  own  motion,  but  has  rarely  done  so. 

In  all,  since  passage  of  Section  15(6)  in  1920,  the  Commission  has  dis- 
posed of  nine  railroad  interterritorial  division  cases — four  before  World  War 
IL 

Relations  between  the  Official  Territory  (Northeastern  area)  and  railroads 
operating  in  other  parts  of  the  country  have  been  the  most  significant. 
Division  with  the  south  are  a  notable  point  of  controvei-sy,-  with  the 
Eastern  roads  contending  that  the  present  formula,  established  in  1953,  for 


J  V.^^*  Appendix  C  tables  C-1  and  C-2  which  present  data  on  the  relative  significance  of  North-South 
and  li,ast-\Vest  traffic  to  the  carriers  operating  in  these  regions.  See  also  tables  C-3  and  C-4  which 
present  data  on  the  volume  and  directional  flow  of  Official-Southern  and  Official-TransconUnental 
traffic. 

2  See  Appendix  C,  table  C-5  for  legal  history  of  Official-Southern  and  Official-Transcontinental 
cases. 


30 


is  Of  considerable  short^erm  economic  conseqjn^^^^^^  Railroads 
The  existincr  divisions  between  1^^.  ^^^^^^^^^^^^^^^^^^  the  Official 

were  established  by  agreement  m  1966.  ^he  du  ision^^^^^ 
T^....^^/^T'^'  nnH  thp  South  were  prescribed  by  the  Lommission  in  j^voo 
^called  an  em  al  fa   or  basis-that  is  each  railroad  Participating  in  such 

^"""^^Tp^^Zhern  Railroads  and  the  Southern  Governors'  Conference  have 
•  T  a   l^f  W  Penn  Ce^^^^^^        other  Northern  railroads  to  obtain  a  greater 

woidd  re^es  ablish  what  it  describes  as  the  same  terntoria^  ^r"vn  9«S^^^^^^^^^^^ 

Tt^rsiXient  to  note  that  divisions  cases  aifect  the  entire  railroad  industry  and 
everv  ^rion  of  tiie  country  making  equitable  resolution  of  disagreements  both 
vitally  important  and  difficult  to  obtain. 


Financial  Performance 


The  recent  financial  history  of  the  Pennsylvania  and  the  New  York 
Central  Railroads  is  characterized  by  a  series  of  ups  and  downs,  but  with  gen- 
erally favorable  trends  in  the  early  1960's  as  a  preface  to  the  later  dismal 
decline  and  ultimate  collapse.  This  glimpse  of  hope  capped  by  doom  is  sum- 
marized here,  featuring  the  course  of  operating  revenues,  expenses,  and  net 
income;  income  from  other  sources;  and  fixed  charges  and  their  coverage.  It  is 
important  in  this  summary  to  distinguish  carefully  between  revenues  and 
income  from  the  railroad  and  from  non-rail  subsidiaries. 

The  data  series  employed  generally  cover  the  period  1958-70  in  order  to 
fix  the  threshold  that  launched  the  companies  into  the  1960's.  For  the  most 
part,  primary  interest  centers  in  the  absolute  numbers  and  in  the  relationships 
between  the  two,  although  comparisons  are  also  made  with  other  railroads  and 
groups  of  railroads. 

OPERATING  REVENUES,  EXPENSES,  AND  INCOME 

Operating  revenues  for  both  companies  were  generally  unfavorable  in  the 
late  1950's,  dropping  to  a  period  low  in  1961  (Chart  A-1).  After  further  hesita- 
tion in  1961-63,  the  combined  series  advanced  rather  firmly  through  1966,  fell 
into  a  new  trough  in  1967-68,  and  cUmbed  out  in  1968-69.  They  were  thus 
generally  characterized  by  modestly  increasing  revenues  during  the  1960's. 
Compared  with  the  upsmng  in  economic  activity  and  in  the  revenues  of  other 
railroads,  their  ini]H-ovement  was  quite  modest.  Combined  revenues  increased 
by  10  percent  (9  for  Central  and  11  for  PER)  from  1961  to  1966  and  an 
additional  7  percent  by  1970,  or  18  percent  overall.  This  record  even  fell 
behind  the  performance  for  the  Eastern  District,  with  period  advances  of  14 
and  8  per  cent,  or  23  per  cent  total,  indicating  the  significantly  better  record  of 
other  area  companies  (Chart  A-2).  In  the  same  time  periods.  Class  I  railroad 
revenues  advanced  by  16  percent  and  then  12  percent,  or  30  percent  overall. 
Industrial  production  increased  by  53  per  cent  during  this  period. 

Freight  revenues  increased  more  favorably  than  passenger  revenues,  mth  a 
growth  in  the  combined  series  of  20  percent  from  the  1958-60  base.  The  PER  ad- 
vance was  stronger,  however,  amounting  to  10  percent  against  5  percent  for  the 
Central  (Table  A-1).  The  combined  growth  lagged  behind  that  achieved  by 
the  comparison  roads  (Chart  A-3).  Rising  freight  revenues  over  the  decade 
were  supported  by  varying  combinations  of  favorable  changes  in  traffic  volumes, 
haul  patterns,  and  freight  rates  (Table  A-1).  A  turning  point  for  these  charac- 
teristics also  appears  in  1966.  Volume  expressed  in  both  tons  and  ton  miles 
increased  steadily  during  the  earlier  period  (Chart  A-4).  Up  to  the  1966 
turning  point,  growth  compared  favorably  with  the  other  Eastern  roads. 
Average  haul  was  virtually  static  to  1964  (Chart  A-5)  then  started  an  upward 
movement  in  which  ton  miles  advanced  faster  than  tonnage  increases,  further 
feeding  the  favorable  revenue  trend  of  this  ])eriod^  The  revenue  advance  was 
slowed,  liowever,  by  a  genera]  decline  in  average  revenue  per  ton  mile  that 
gradually  dropped  11  percent  from  its  late  1960  high,  to  a  low  in  1966  (Chart 
A-6).  The  first  period  was  thus  characterized  by  favorable  revenue  trends 
supported  entirely  by  volume  increases  in  the  face  of  relatively  stable  haul 
patterns  and  declining  charges.  The  same  movements  characterized  the  com- 
parison roads  (Charts  A-4,  5  &  6). 

The  complexion  changed  markedly  after  1966.  A  rather  anemic  freight  reve- 
nue growth  was  nourished  first  by  a  further  rise  in  average  haul  in  1967  leading 
to  another  plateau  and  then  by  sharply  rising  revenue  per  ton  mile  from  1967 
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on  The  modest  revenue  growth  was  achieved  despite  a  consistent  drop  in 
traffic  volume  as  measured  in  both  tons  and  ton  miles,  a  force  which  cannot 

Sfbe  countered  by  compensating  trends.  The  ----^K  "Tout' the 'same 
companies  performed  about  the  same,  and  were  explamed  by  about  the  same 
behavior  of  the  controlling  variables.  _  •  ..i 

These  variables  require  further  examination  in  connection  with  manage- 
ment performance  considerations,  particularly  the  pricing  policy  manifested 
S^TheSgTon  xnile  revenues.  It' suffices  here  to  note  briefly  the  comparative 
movement 'of  these  critical  variables.  ^-^-1966  revenue  growth  la^^^^^^^^^ 
hind  the  nerformance  of  other  railroads  m  the  East  (Chart  A-6)  because  uieir 
Sc  revived  a^ter  the  1967  do^^-nturn  while  the  Penn  Central's  continued  to 
fall  By  1970,  Penn  Central's  average  revenue  per  ton  mile  was  about  1.65 
cents  (Table  A-1),  compared  to  the  Class  I  figure  of  1.42  cents.  _ 

The  comparative  figures  for  the  merger  partners  suggest  several  important 
proportions  whfch  ^^'ilf  be  further  explored.  The  similarity  m  the  revenue 
mt terns  of  the  two  companies  is  striking,  mth  coinciding  advances  and  down- 
urns.  This  coincidence  pro^^des  the  ingredients  for  hypo  hesis  that  any 
differences  in  the  two  companies— in  philosophy  or  pohcy— ^vere  not  great 
enough  to  biically  influence  operating  revenue  trends;  both  were  apparently 
influenced  far  more  by  other  common  forces.  ,,,„p^f  to 

It  is  also  desirable  to  place  revenue  trends  m  perspective  with  respect  to 
the  mounting  financial  problems.  The  generally  upward  movement  dumig  ^he 
1960's  suggests  that  the  companv  was  not  done  m  by  a  revenue  collapse  m 
Absolute  Ifrms,  although  higher  revenues  would,  of  course  ha.j^  P^^^^^^ 
additional  strength  for  withstanding  the  many  la^ig^tV^^^/^^^,^^^^^^^ 
the  companv  down.  The  1967-68  revenue  trough  was  indeed  rather  costly  and 
maA'bT?rudely  estimated  at  about  $150  milhon.  This  is  based  on  straight-hne 
revlnuelnteri^^^^^        to  replace  the  depressed  1966  and 
operating  ratio  of  0.79  achieved  before  the  damaging  breaks  in  the  lelevant 
series  experienced  in  1967.  While  imposing,  this  figure  is  hardly  critical. 

Comparisons  of  operating  expenses  (Table  A-2  Chart  A-7)  mu^^^^^^ 
fully  made  to  avoid  false  impressions  arismg  from  the  fact  that  higher  traftic 
evels  are  generally  associated  ^^-ith  higher  costs.  There  are,  ho^vever  e.eral 
points  to  bl  noted  regarding  these  ser  es.  Both  compames  ^^^^^le  to  keep^^^^^^^^ 
ating  expenses  under  close  control  before  the  merger,  however  the  patterns  a^^^^ 
sufficiently  different  to  warrant  noting,  particularly  m  connection  AMth  a  subse 
^uenUiscussion  of  maintenance  expenditures.  PRR       .^^.^S^Xr  Ce^^^^^^^^^^ 
2bout  15  per  cent  in  1957-58  and  then  stayed  ^^^^^^  ^JO^^^^  ^^^^^^^ 
expeuditures  declined  more  gradually,  droppmg  from  $577  miUion  m  ^^^J^^ 
$518  million  in  1963,  and  settling  down  at  about  $520-$530  milliom  In  combma^ 
tion,  the  expenditures  declined  during  1959-61  and  then  leveled  off  through 

^^^^olc^ningtperating  expenses  with  increasing  output  and  rising  prices  is 
an  inVerestinlan^omaly  that^is  readily  explained  at  least  in  V^^^^J^^^^^^l 
on  maintenance  expenditures.  During  the  1958-67  period,  PIJ^^.^^^.^"^^^^^^^^ 
outlays  fell  from  a  high  of  $262.6  million  m  1959  to  a  low  of  $236.0  million 
in  19%,  a  decrease  of  fbout  10  percent.  By  1967  however,  th^e  expend^^^^^^^^^ 
were  back  up  to  $243.5  million-still  6  percent  lower  than  the  high  for  the 
period.  Meanwhile,  the  Central's  figure  fell  by  approximately  12  pejx-ent,  decliiv 
ing  from  a  high  of  $202.9  million  in  1959  to  a  low  of  $177.5  million  m  1967 
(Table  A-3).  These  differentials  are  clearly  a  mixture  of  cutting  down  on  main- 
tenance, cost  reduction  programs,  and  questionable  ^S^^^^ting  practices  The 
management  performar.ce  and  fiscal  policy  analyses  wia  undertake  to  unravel 


this  mixture^  operating  expenditures  increased  by  ^'^^^^^^^^  fV''^^^.'^;  J'wn 
this  was  followed  by  increases  of  over  $145  million  i  '/'^^^  ^o^/J^Vand  197^ 
years  The  extra  $400  million  of  operating  expenses  laid  out  in  1969  and  iJ<u 
at  an  operating  ratio  of  0.79  (the  approximate  1966-1967  operating  ratio*)  was 

*The  actual  revenues  multiplied  by  the  operating  ratio  c^f  0.7^^^ 
based  on  pre-merger  operating  pert orniance.  The  (^'^"^f l.^^^'^fifi'^on  the  °«?ra"  Operating  expenses 
operating  expenses  derived  in  this  fashion  approximates  HfiW  million,  lue    e.».t  f 
for  1968  through  1970. 
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enough  m  itselt  to  wipe  out  any  hope  of  net  income.  Even  the  one-year  incre- 
ments ot  about  $145  milhon  were  much  larger  than  net  railway  operating  in- 
come m  any  year  after  1956.  In  these  terms,  rising  costs  were  more  damaging 
than  so ftenmg  revenues  (Table  A-2). 

Although  uncertainty  about  the  relative  weights  of  cost  saving  and  main- 
tenance scrimpmg  remanis,  operating  expenses  are  most  meaningfully  stated 
with  reference  to  operating  revenues.  One  such  expression  is  the  operating 
ratio  (of  expenses  to  revenues)  (Table  A-2).  It  is  by  now  fully  predictable 
that  the  operating  ratio  for  the  two  companies  separately,  and  as  a  composite, 
declined  steadily  through  1966  and  then  rose  sharply.  It  is  somewhat  surprising, 
particularly  m  the  light  of  relationships  to  be  considered  later,  that  the  PRE 
enjoyed  through  the  years  a  somewhat  lower  ratio  than  its  merger  partner, 
with  the  differential  ranging  as  high  as  3.6  points  and  averaging  2.14  points 
over  the  1958-67  period.  This  margin  represents  $19  million  annually  expressed 
in  terms  of  the  PRE's  average  revenue  over  these  years,  or  a  total  of  nearly 
$200  million.  ^ 

The  ratios  maintained  by  these  companies  are  expectedly  higher  than 
those  for  the  system  as  a  whole  and  for  most  other  individual  companies  (Chart 
A-8).  The  falling  ratios  to  1966  followed  the  national  (all  Class  I)  trend,  but  at  a 
higher  rate  to  reduce  the  s:ap.  But  the  national  upturn  after  1966  was  less 
drastic  and  less  insistent,  so  the  Penn  Central  soon  lost  touch  completely  vdth 
other  companies'  measures.  While  systemwide  forces  were  pushing  operating 
ratios  up  during  the  last  half  of  the  1960's,  special  influences  shot  the  Penn 
Central's  out  of  sight  later  on.  With  minor  exceptions,  the  Penn  Central's  oper- 
ating ratio  exceeded  the  comparison  roads'  ratios  for  the  entire  decade. 


NET  RAILROAD  OPERATING  INCOME  (NROI) 

An  important  figure  in  railroad  income  statements  is  "net  revenue  from  railway 
operations",  which  also  reflects  the  relationship  between  operating  revenues  and 
operating  expenses  (Table  A-2).  As  the  revenue  and  cost  information  has 
signalled,  both  companies  enjoyed  encouraging  increases  in  net  revenues  through 
1966,  up  41  percent  over  1961  in  the  composite  series.  The  figure  dropped  off 
from  $335  miUion  in  1966  to  $267  million  in  1967,  eased  down  to  $238  million 
by  1969,  and  then  crashed  to  a  scant  $134  million  in  1970.  The  performance  of 
the  two  companies  was  remarkably  consistent  in  terms  of  this  measure,  with  the 
PEE  generally  contributing  about  60  percent  of  the  composite  revenues.  As 
previously  indicated,  the  catastrophic  emasculation  of  this  figure  is  primarily 
due  to  the  increase  in  costs. 

Equipment  and  joint  facility  rents  and  taxes  are  deducted  from  net  reve- 
nues to  produce  "net  railway  operating  income."  Since  taxes  were  quite  stable 
during  the  study  period  the  main  interest  is  in  rents — moneys  paid  for  the 
use  of  equipment,  primarily  freight  cars,  belonging  to  another  railroad  or  some 
other  lessor.  For  the  combined  companies,  this  figure  advanced  rather  modestly 
until  1966,  and  then  shot  up  in  large  annual  increments  to  a  total  of  $222 
million — almost  double  the  1960  figure  (Table  A-4).  Eentals  jumped  from 
45  percent  of  net  railway  operating  revenue  in  1964  to  61  percent  in  1967,  77 
percent  in  1968  and  to  over  160  percent  in  1970.  While  a  rising  trend  for  all 
railroads  collectively,  this  percentage  is  generally  under  30. 

The  roots  of  this  cost  behavior  are  also  somewhat  ambiguous.  Changes  can 
reflect  the  levels  of  use  and  detention  of  "foreign"  cars  and  the  associated 
rental  payments  or  a  change  in  equipment  acquisition  policy.  Facilities  pur- 
chased appear  in  capital  accounts,  with  associated  costs  reflected  in  such 
financing  charges  as  debt  interest.  If  the  same  facilities  are  leased,  the  cor- 
responding cost  items  reside  in  the  rental  account.  These  companies  (and 
particularly  the  PEE)  turned  increasingly  to  leasing  during  the  1960's,  indicat- 
ing that  a  significant  portion  of  the  rental  increment  represents  a  substitute 
for  financing  costs  entered  under  "fixed  charges".  This  is  a  matter  for  explora- 
tion in  a  subsequent  consideration  of  fiscal  poUcy.  Eegardless  of  the  cause,  the 
immediate  effect  of  this  swelUng  account  is  to  further  overwhelm  the  already 
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flabby  revenues  and  contribute  significantly  to  the  deficits  in  "net  railway 
operating  income."  .    m  ^ 

"Net  railway  operating  income"  (NROI)  is  the  first  "termmal  figure  m 
the  income  statement,  measuring  the  portion  of  annual  revenues  remaimng 
after  pa^^ment  of  operatina:  expenses,  rents,  and  taxes.  It  is  a  sum  available  tor 
payments  to  capital  suppliers  in  the  form  of  interest  or  dividends.  Added  to 
the  sum  are  dividends  from  other  companies  and  other  miscellaneous  income. 
Thi^  critical  figure  dropped  off  drastically  for  both  companies  during  the  late 
1950's.  the  PER  settling  in  1960  and  the  Central  in  1961  (Table  A-2).  It  then 
rose  promisingly  for  both  companies  until  the  1966  break,  dropping  steadily 
and  drastically  from  then  on.  Because  of  the  rental  influence,  it  dropped  more 
and  faster  than  net  revenues,  producing  deficits  which  soared  from  $27  million 
in  1968  to  $68  million  in  1969  and  an  unbelievable  $237  million  m  19 <U. 

All  of  the  unfavorable  movements  which  have  been  recounted  come  home 
to  roost  in  this  telhng  measure  which  spiraled  do^vnward  after  1966  Operating 
revenues  first  fell  off  and  then  recovered  only  to  be  overwhelmed  by  higher 
operating  expenses  which  were  in  turn  compounded  by  the  increased  rentals.  In 
these  summarv  terms,  the  1966-67  break  divides  the  1960's  into  two  periods 
composed  of  increasingly  favorable  operatmg  results  followed  by  sharp  dechnes 
leading  to  certain  doom.  The  changing  tide  is  depicted  in  the  percentage  ot 
gross  revenue  carried  through  to  NROI,  starting  mth  1.2  percent  (pro  forma) 
in  1961  and  working  up  to  7.2  percent  before  falling  off  to  negative  values. 

AFTER  NROI 

With  debt  such  an  important  part  of  raikoad  capital  structures,  contractual 
interest  pavments  called  "fixed  charges"  constitute  an  important  reduction  of 
net  railway  operating  income  before  it  can  be  pocketed  as  "net  nicome.  Mean- 
while the' NROI  is  supplemented  by  "other  (non-operating)  income  as  an 
additional  source  of  fixed  charge  coverage  and  net  income. 

Both  companies  took  on  a  relatively  heavy  burden  of  fixed  charges  as  a 
result  of  rather  large  postwar  investment  programs.  Both  also  embarked  sub- 
sequently on  substantial  programs  of  debt  reduction  so  that  fixed  charges  were 
declining  during  the  early  part  of  the  period  of  perspective  (Table  A-6).  l he 
composite  figure  decUned  from  over  $90  miUion  m  1958  to  a  low  of  $75  million 
in  1964  then  rose  continuously  to  $85  million  in  1967  and  on  to  a  new  high 
of  $144  miUion  in  1970.  The  pattern  was  essentially  the  same  for  each  company 
although  the  specific  contours  were  quite  different,  with  the  Central  s  fagures 
dropping  more  and  rising  less.  The  Central  dropped  from  $45  imllion  to  $35 
million  and  then  advanced  to  only  $36  million  by  1967,  while  the  PRR  slid  from 
$45  million  only  to  $40  million  and  then  recovered  to  $49  million. 

This  coincidence  of  the  ballooning  of  fixed  charges,  despite  the  big  switch 
to  leasing,  ^\^th  the  collapse  of  NROI  presented  a  particularly  lethal  combina- 
tion But  this  unfavorable  balance  was  not  peculiar  to  the  immediate  pre- 
bankruptcy  period.  As  a  result  of  the  rising  NROI  and  falling  fixed  charges  m 
the  early  1960's,  a  positive  balance  was  achieved  for  both  companies  in  1965  and 
1966  (Table  A-6).  These  were  the  only  years,  however,  m  the  entire  penod 
1958-70  when  the  charges  were  covered  bv  NROI.  During  the  10  years  1958-67, 
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the  PEE  generated  about  $266  million  of  NEOI  and  $437  million  of  fixed 
charges,  while  the  Central  had  $230  million  and  $381  million.  The  PEE  was 
short  about  $171  million  and  the  Central  approximately  $149  million,  or  a  total 
of  $320  million.  For  the  industry  as  a  whole,  fixed  charges  run  about  40-50  per- 
cent of  NEOI.  A  chronic  ratio  of  over  100  percent  is  certainly  a  crisis  signal. 
The  $320  million  provides  the  dimension  of  support  required  from  sources  other 
than  operating  income  to  keep  the  companies  going. 

Over  the  years,  the  PEE  had  higher  absolute  but  lower  relative  fixed 
charges  than  the  Central.  One  indication  is  the  ratio  of  NEOI  to  fixed  charges. 
In  the  period  1956-65,  the  PEE  ratio  was  generally  higher  but  the  position 
changed  in  the  immediate  premerger  years  to  a  slight  Central  advantage.  The 
comparative  ratios  for  the  PEE  and  the  Central,  respectively,  were  1.08  and 
1.39  for  1965,  1.26  and  1.60  for  1966,  and  0.30  and  0.09  for  1967.  The  differences 
were  certainly  not  significant  and  neither  company  was  supported  by  rail  in- 
come in  the  recent  past. 

The  long-time  salvation  of  the  companies  is  found  in  the  income  statement 
item  labelled  "other  income",  contributions  from  sources  other  than  the  opera- 
tion of  the  primary  railroads  (Table  A-6).  Both  companies  were  rather  well 
loaded  in  this  respect.  The  outside  income  tends  to  be  more  stable  than  the 
railroad-generated  income  and  its  proportion  fluctuates  rather  widely.  Between 
1964  and  1970,  for  example,  it  ranged  for  Southern  district  railroads  from  20.2 
to  42.4  percent  and  for  Eastern  district  from  33.5  to  65.9  percent.  After  1958, 
NEOI  exceeded  other  income  for  the  two  companies  and  as  a  composite  only  in 
the  three  years  1964-66.  During  the  1958-67  period,  composite  NEOI  totalled 
$495.8  million  and  other  income  $684.7  million,  a  discrepancy  of  $188.9  million. 

The  two  items  together — NEOI  and  other  income — constitute  a  pot  of 
funds  available  to  cover  fixed  charges,  with  any  residual  providing  "net  income" 
(Table  A-6).  Because  of  the  strength  of  the  other  income,  this  was  a  positive 
sum  for  all  years  for  the  two  companies  and  for  all  except  1970  for  the  Penn 
Central.  It  exceeded  fixed  and  miscellaneous  charges,  however,  only  in  1963-67. 
For  the  13  years  1958-70  the  accounts  about  broke  even,  with  fixed  charges 
aggregating  $1.2  billion  and  income  available  $1.0  bilHon.  Dropping  the  1970 
deficit  produces  a  positive  balance  of  about  $170  million.  Premerger  (through 
1967),  the  composite  balance  was  plus  $258.6  million,  or  an  average  of  only 
about  $26  million  annually.  These  figures  show  that  the  strength  of  the  other  in- 
come enabled  the  companies  to  reahze  a  net  income  in  1963-66  and  1958-59. 
For  the  13  years  1958-70,  positive  net  income  totalled  $281.5  milUon  which  was 
offset  by  $434.1  milUon  in  losses,  creating  a  negative  balance  of  $152.6  million. 
Other  regional  carriers  fared  far  better  in  this  respect  (Chart  A- 9). 

Over  the  entire  1958-70  period  under  review,  the  railroads  generated  aggre- 
gate positive  NEOI  of  only  $164.5  million,  and  incurred  fixed  charges  of  $1,180.5 
million,  running  short  by  over  a  bilhon  dollars.  If  the  post  merger  experience  is 
eliminated,  the  NEOI  is  $495.8  million  against  fixed  charges  of  $817.4  million, 
cutting  the  shortage  to  $321.6  million,  mile  not  quite  so  frightful,  the  elimi- 
nation of  postmerger  experience  still  leaves  a  very  bleak  picture.  Appearances 
suggest  that  this  story  could  only  end  as  it  did — in  utter  disaster. 
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TABLE  A-3.-T0TAL  MAINTENANCE  EXPENDITURES;  SELECTED  RAILROADS;  1958-701 
[In  millions  of  dollars] 


Penn 

Central  I  Pennsylvania 


New  York 
Central 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


Southern 


1970. 
1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963. 
1962., 
1961.. 
I960.. 
1959.. 
1958.. 


551.2 

138.2 

139.5 

133.6 

473.3 

126.8 

133.4 

117.6 

427.6 

123.5 

122.1 

102.0 

421.0 

243.5 

177.5 

114.0 

118.5 

86.8 

421.8 

239.3 

182.5 

114.3 

115.4 

87.2 

416.1 

237. 1 

179.0 

108.2 

111.2 

87.8 

418.4 

239.1 

179.3 

107.2 

113.7 

87.1 

420.9 

236.0 

184.9 

112.4 

131.3 

80.9 

435.2 

247.5 

187.7 

73.6 

108.0 

79.4 

418.5 

232.7 

185.8 

114.8 

100.6 

78.0 

449.0 

246.6 

202.4 

114.5 

105.6 

75.9 

465.5 

262.6 

202.  9 

117.0 

101.4 

77.2 

437.2 

252.0 

185.2 

107.6 

97.2 

81.4 

1  Pro  forma  combination  of  Pennsylvania  and  New  York  Central;  1958-67. 
Source:  IVIoody's  Transportation  Manual. 


TABLE  A-4.— EQUIPMENT  AND  JOINT  FACILITIES  RENTS,  i  SELECTED  RAILROADS,  1958-70 
(In  millions  of  dollars] 


Year 


Penn 
Central  2 


Pennsylvania 


New  York 
Central 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


Southern 


1970. 
1969- 
1968_ 
1967.. 
1966.. 
1965.. 
1964.. 
1963.. 
1962.. 
196L. 
I960.. 
1959.. 
1958.. 


221.9 

64.0 

18.6 

20.0 

192.7 

59.9 

12.5 

19.2 

184.0 

61.1 

4.7 

29.3 

161.7 

96.9 

64.8 

58.6 

7.7 

29.0 

141.7 

89.7 

52.0 

53.3 

3.8 

34.5 

143.5 

92.5 

51.0 

47.5 

4. 1 

27.1 

132. 8 

86.0 

46.8 

47.1 

3.7 

21.3 

129.1 

82.0 

47.  I 

41.6 

3.6 

17.8 

126.0 

82.0 

44.0 

43.0 

3.7 

14.9 

114.5 

73.3 

41.2 

39.5 

3.6 

15.9 

115.8 

78.8 

37.0 

30.4 

3.7 

15.2 

103.4 

71.2 

32.2 

24.9 

3.6 

13.2 

99.3 

65.  2 

34.  1 

24.3 

3.2 

11.5 

'  Gross  outlay  for  rental  of  equipment  and  joint  facilities. 

2  Pro  forma  combination  of  Pennsylvania  and  New  York  Central,  1958-67. 

Source;  Moody's  Transportation  Manual. 


TABLE  A-5.-NET  EXPENDITURES  FOR  FREIGHT  CAR  LEASING  PENN  CENTRAL,  PENNSYLVANIA,  AND  NEW  YORK  CENTRAL,  1958-69 

[In  millions  of  dollars] 


Year 


Penn  Central ' 


1969. 
1968. 
1967. 
1966. 
1965.. 
1964.. 
1963_. 
1962.. 
1961.. 
I960.. 
1959.. 
1958.. 


Pennsylvania      New  York  Central 


32.9   

27.1   

24.6 

18.8 

5.8 

24.0 

19.7 

4.3 

30.6 

25.1 

5.5 

31.0 

26.3 

4.7 

28.4 

23.9 

4.5 

29.7 

25.  1 

4.6 

29.6 

25.7 

3.9 

27.8 

25.2 

2.6 

15.3 

12.6 

2.7 

10.6 

7.8 

2.8 

1  Pro  forma  combination  of  Pennsylvania  and  New  York  Central;  1958-67. 
Source:  ICC  Form  A,  Railroad  annual  reports. 
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Fiscal  Policy 


The  spotlight  is  now  thrown  on  fiscal  activities  to  catch  a  glimmer  of  their 
relationship  to  the  financial  fortunes  of  the  companies.  Fiscal  policy  assessment 
is  difficult  because  it  is  so  closely  intertwined  with  other  internal  activities  and 
with  outside  market  forces.  The  ultimate  purpose  is  to  weigh  the  impact  of 
decisions  in  this  policy  area  on  the  financial  decline.  While  specific  measurement 
is  beyond  reach,  achieving  perspective  is  attainable.  This  discussion  provides 
a  particularly  important  link  in  the  overall  analysis  since  constrained  fiscal 
policies  serve  in  turn  as  constraints  on  management  decisions  in  other  substan- 
tive areas. 

This  assessment  considers  first  the  constraints  that  condition  the  formation 
and  implementation  of  fiscal  policy.  In  the  light  of  these  constraints,  polic}^  in 
several  key  areas  is  examined,  including  investment  programs,  how  they  were 
financed,  the  reporting  of  earnings,  cash  management,  and  dividend  payout. 
This  selective  treatment  is  based  on  potential  contribution  to  bankruptcy, 
dealing  generally  with  aspects  of  fiscal  policy  that  have  received  public  attention". 
Diversification  is  singled  out  for  separate  attention  in  a  subsequent  discussion. 

This  does  not,  in  other  words,  purport  to  represent  the  definitive  history  of 
recent  fiscal  policies  of  the  Pennsylvania  and  New  York  Central  Railroads. 
Frequent  comparisons  between  the  PRR  and  the  Central  are  made  since  their 
somewhat  different  approaches  to  fiscal  policy,  as  well  as  other  aspects  of  busi- 
ness and  of  railroading,  permit  an  evaluation  of  the  results  of  diverse  policies. 

CONSTRAINTS 

The  constraints  which  are  important  for  this  discussion  can  be  meaningfully 
sorted  into  three  classes:  (1)  inherited,  (2)  merger  induced,  and  (3)  those 
dictated  by  outside  factors. 

Inherited  constraints  are  created  by  previous  policies  and  events  which 
themselves  are  the  results  of  constrained  managerial  choices — and  so  on  back 
to  the  beginning.  In  a  sense,  this  inherited  class  raises  the  age  old  question  of 
free  will — the  hand  that  is  dealt  and  how  it  is  played.  Since  this  is  a  fairly  open- 
ended  category,  it  must  be  closely  limited  to  the  more  explicitly  relevant  influ- 
ences— the  fixed  charges  and  debt  laden  capital  structure  resulting  from  the 
postwar  investment  program. 

The  merger  induced  constraints  ax^e  also  a  mixture  of  free  will  and  neces- 
sity but  with  less  rigid  restrictions  on  options.  Limitations  were  not  generally 
absolute,  decision  makers  could  accept  penalties  as  an  option.  One  important 
fiscal  policy  constraint  in  this  category  is  the  agreement  by  the  two  companies 
in  the  merger  terms  to  limit  the  amount  of  debt  increase  incurred  to  $100  million. 
The  limit  was  later  raised  to  $195  million,  but  it  was  still  restrictive.  Another  is 
the  agreed  ratio  for  exchanging  the  stock  of  the  two  companies  for  that  of  the 
merged  company.  Under  this  arrangement,  PRR  stockholders  were  to  receive 
one  share  and  NYC  owners  1.3  shares  of  the  new  company  for  each  of  their 
shares.  It  was  incumbent  upon  each  management  to  maintain  earnings  which 
would  not  disturb  the  ratio.  The  merger  related  constraints  deserve  special 
attention  because  of  the  long  and  totally  unexpected  delay  between  the  time  the 
merger  was  proposed  and  its  approval. 

The  constraints  dictated  by  outside  factors  that  are  of  particular  relevance 
here  are,  from  a  fiscal  policy  viewpoint,  virtually  absolute.  Of  great  importance 
is  the  severely  limited  earnings  performance  of  the  two  companies  which  re- 
stricted both  the  range  of  investments  that  could  be  undertaken  and  the  means 
of  financing  them.  Financial  market  conditions  also  exerted  a  strong  influence, 
with  money  rates  and  inflation  particularly  potent  in  the  late  1960*s  just  when 
borrowing  was  badly  needed. 


(49) 
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Less  rigorous  but  also  important  are  financial  market  assessments  of 
credit  worthiness  and  security  vSues.  These  factors  are  at  least  partly  affected 
b3  fiscal  stewardship,  but  they  are  significantly  controlled  by  outside  market 
forces.  A  related  force  is  the  effect  of  stockholder  pressure  or  financial  options. 

INVESTMENT  PROGRAMS 

The  capital  investment  programs  separate  into  two  ^^^g^f  JtSmlnt 
commitmen  s  to  the  rail  plants  and  operations  and  outlays  for  ^^sid^e  inyes  ment 
Durnoses  The  latter  category  involves  the  well  publicized  diversification  pro- 
graTof  the  Venn  Centrll  and  is  associated  widi  the  critical  non-operatmg 
fncome  examined  earlier.  This  aspect  of  fiscal  policy  is  covered  in  deUil  m  a 
later  section  This  re\'iew  focuses  on  investment  in  the  raihoad  plants,  comparing 
tt  magS^^^  and  character  of  the  plant  investments  of  the  two  companies 
and  pro^dding  a  picture  of  then- capital  budgeting  policies.  _ 

Maintenance  outlavs  are  included  in  the. investment  discussion  for  some 
purposes  because  of  special  functional  relationships.  Each     /iscret  o^^^^^^^ 
^nthin  broad  limits  and  they  serve  as  both  complements  substit^^^^^^ 
To-ether  thev  largelv  determine  the  capital  raising  tasks  of  fiscal  management 
and  thus  sharply  condition  the  main  outlines  of  fiscal  policy. 

Investment  patterns  , 
Durine  World  War  II  these  railroads,  along  ^nth  the  others,  were  used 
verv  intensivelv  with  inadequate  repair  and  replacements  and  roadway 
and  equipmentMeteriorated  badly.  It  has  been  argued  ^^^at  the  plants  ^^e^^^ 
never  restored  to  then  prewar  condition.  Comparative  evidence  indicates 
Zher  clearlv  that  these  tlo  companies  fell  behind  the  s.3-tem  as  a  whole  and 
most  individual  companies  throughout  the  country  m  rehabilitating  and 
improving  the  phvsical  plant.  .      .  ,  ntViPr 

^  Railroad  investment  patterns  fluctuate  broadly  mth  mcome  an^^ 
variables  as  a  reflection  of  their  discretionary  character.  The  result  is  a  sa^^ 
tooth  pattern  for  the  two  companies  and  for  the  system  as  ^  ^vhol^.^}^^^^^^^ 
B-1,  2,  3).  Investment  in  roadway  and  structures,  however,  ^ho^^s  far  more 
stab'ilit'v  than  in  equipment  (or  rolUng  stock).  The  two  ^^ompames  im^^^^^^^^^ 
troughs  are  noticeably  ^nder  and  deeper  than  tbe  total  system  ^as^fP™^^^^^ 
Although  the  specific  movements  are  a  little  different  the  imest^^^^^ 
patterns  are  generally  similar  for  the  two  compames.  The  similarity  inclu^^^^^^^ 
postwar  peak  followed  by  a  sharp  drop,  a  feeble  revival  m  the  ^^d  tx,  late  1950  s. 
kn  earlv  1960's  trough,  and  a  last  gasp  effort  prior  to  t  ,he  fa  1  Jhrough  it^a^^^ 
the  PRil  program  operated  at  a  higher  absolute  level  and  held  up  a  little  better 

ures  for  two  10-year  periods  1948-57  and  1958-67  /TaWe  The  PRK 

total  jumped  from  $986  million  m  the  first  period  to  fl^^^  mil  ion  m  the 
second  an  increase  of  $223  mUhon  or  of  about  23  percent.  The  Central  s  total 
on  the  Xer  hand,  dropped  from  $895  mfllion  to  $552.5 
percent.  Viewed  in  combination,  the  sharp  ^IC  drop  meant  an^^^^^^^^^^^ 
of  6.4  percent.  During  the  two  periods,  the  PRR  ^vested  $2.19  bil^^^^^^^ 
Central  $1.45  billionfa  grand  total  of  $3.6  bi  lion  and  a  difference  of  $  4  mU 
lion  between  the  two  railroads.  Most  of  the  difference  '7^^?"^J^4fg^^„,^fl/j^f 
heavier  PRR  outlays  for  equipment  m  the  second  period,  totalling  $948  million. 

¥hese  figures  Jortray\  pattern  of  relative  deficiency.  Measured  as  a  p  r- 
centage  of  operating  revenues,  the  combined  commitment  paralleled  the  Class  i 
aUrSd-s  performance,  but  was  far  below  the  achievement  of  many  other  map 
roads  (TaW  B-3).  Essentiallv  the  same  pattern  persists  when  relatue  pei- 
formance  is  measured  by  the  ratio  of  capital  expenditures  to  gross  investment 

Maintenance  figures  for  the  same  time  periods  and  plant  elements  over- 
power the  investment  levels  so  that  interdependencies  are  badly  obscured  ihe 
little  light  that  is  available  here  is  drawn  from  the  percentage  ^ela  lonship 
between  the  two  outlay  types.  The  pattern  shows  a  b^gh  <^egree  o  stab^^^^^ 
suggesting  that  maintenance  behavior  does  not  explain  the  different  investment 


51 


patterns  of  the  companies  in  the  two  time  periods.  The  Central's  maintenance 
expenditure  for  way  and  structure  was  46  percent  of  the  combined  total  in 
1948-57  and  45  percent  in  1958-67.  Central  represented  41  percent  of  the  a^^^re- 
gate  equipment  outlay  in  the  first  period  but  43  percent  in  the  second.  This  two 
point  difference  represents  $54.9  million,  or  an  annual  average  of  about  $5.5 
million,  not  a  significant  offset  to  the  Central's  lower  rate  of  investment  in  the 
second  period.^ 

The  merged  companies'  capital  investment  program,  including  leasing, 
continued  in  19C8  and  1969  at  a  level  slightly  above  the  expenditures  of  the  com- 
bined roads  in  1967  but  well  below  their  1966  figure.  The  comparative  figures  are 
as  follows: 


Year:  Investment 

1966   $216,  385,  400 

1967   137,  166,  100 

1968   147,  187,  700 

1969   151,  548,  900 


The  post-merger  outlays  were  particularly  modest  in  view  of  the  special- 
ized merger  requirements  that  were  imposed.  They  were  supplemented,  how- 
ever, by  extraordinary  maintenance  expenditures  which  increased  from  $421.0 
million  in  1967  to  $427.6  million  in  1968  and  then  on  to  $473.3  million  and 
$551.3  million  in  1970. 

Capital  expenditures  related  to  the  merger  were  a  serious  problem  for  the 
Penn  Central.  Merger  plans  estimated  merger-related  capital  expenditures  in 
the  four  years  following  the  merger  at  $74.7  million  but  $90.2  miUion  was  re- 
quired just  in  the  first  two  years.  Miscalculations  are  exemplified  by  the  $20 
million  cost  over-run  for  the  new  Alfred  E.  Perlman  Yard  at  Selkirk,  Xew 
York,  and  the  $22.4  million  required  for  a  new  classification  yard  at  Columbus, 
Ohio,  that  was  totally  unanticipated. 

Investment  policy 

The  investment  patterns  outlined  reflected  policies  adapted  to  the  financial 
conditions  facing  management.  In  the  PRR  case,  they  emerged  in  the  face  of 
conflicting  pressures  and  criteria  imposed  by  concern  for  fiscal  measures  and 
performance  to  support  high  credit  standing  and  for  operating  requirements  for 
plant  improvement.  Management  clearly  tried  for  many  years  to  compromise 
these  two  pulls. 

The  PRR's  governing  approach  to  plant  investment  was  articulated  in  an 
internal  document  as  early  as  1954  which  expressed  concern  over  unfavorable 
stockholder  reaction  to  additional  investment  commitments  following  the 
rather  large  postwar  surge : 

From  an  overall  standpoint  it  also  seems  to  us  that  we  must,  where 
possible,  adopt  a  middle-of-the-road  policy  on  capital  expenditures,  doing 
this  gradually,  because  it  is  apparent  from  the  letters  we  have  already  re- 
ceived that  the  stockholders  are  highly  critical  of  the  fact  that  we  have 
spent  such  vast  sums  of  money  on  the  railroad.  If  we  spread  out  the  pro- 
gram it  is  going  to  be  much  less  criticized.^ 

Nearly  10  years  later  top  management  was  reaffirming  this  middle-of-the- 
road  policy  regarding  capital  expenditures.  Road  expenditures  occasioned 
particular  concern  since  the  required  funds  had  to  be  generated  out  of  earnings. 
It  was  believed  that  uncertainty  about  the  railroad's  future  in  light  of  such 
developments  as  piggyback,  unit  trains,  the  St.  Lawrence  Seaway,  passenger 
deficits,  and  particularly  the  proposed  merger  and  resulting  changes  in  traffic 
patterns,  dictated  a  conservative  policy  toward  capital  expenditures  and  main- 
tenance. It  was  stated  that : 

Lack  of  earnings  and  limited  cash  flow  during  the  past  4  years,  plus 
the  necessity  for  continuing  our  debt  reduction  program  in  order  to  bring 
1965  niaturities  \vithin  manageable  proportions,  has  precluded  an\'  con- 
sideration of  major  capital  expenditures  for  roadway  projects.^ 

1  Moody's  Transportation  Manual. 
I)  g/o^<^°^<""'i°<^"™-  ^^CB  [Bevan]  to  JMS  [Symes],  January  21,  1954;  see  appendix  D,  Exhibit  47, 
3  Memorandum,  Greenough  to  Symes,  May  1963. 
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Althouah  operating  officers  recognized  the  financial  constramts,  they 
fr-prn^ntlv  complained  about  the  inadequate  maintenance  and  the  detenoratmg 
mEo  road  anTei^^^         and  urged  a  reversal  of  this  pattern.  Fm^Wym 
?%4llnds  foTa  llrg'er  capital  budget  were  granted  on  the  basis  of  a  - 
rr^um  -^0  nprrent  return  or  a  $50  million  operating  profit,  in  the  tnree  years 

^  Thk  experience  confirmed  Sevan's  conviction  that  the  railroad  could  not 
nnd  interest  charCs  by  $17.5  million,"  further  straimng  the  deficit  cash  po- 

AfZr  v's  latin-"  and  blamed  cash  deficits  on  non-rail  investments  If  the 
m  est  on  s  what  l^s  happened  to  our  cash,  there  is  no  reason  to  smgle 
Xese  fnlant  kivestments]  ,out  from  our  non-raihoad  investments  of  all  types 

'^n^^\^l^"iToSZ"  T^cont..iion.  regarding  cash  drains  are  exammed 
'"'^'in  the  financial  view,  Bevan  asserted  tliat  despite  the  desirability  of  the 

satisfactorv  return  on  capital  expenditures  already  made. '  y-.^^A 
IQeV  capi  al  programs  were  deferred  and  cash  spending  was  limited 
until  —maSon  of'thf  merger  between  New  York  Centra  and  Pe.n^^^^^^^^^ 
T?a^lT-n«rk  On  the  eve  of  the  merger,  the  Pennsylvania  had  no  road  capiT^ai 

a  50  percent  return  on  investment  unless  required  for  safety  or  for  industrial 
TT^Srofficer's  anguish  shows  clearly  in  this  statement  of  ultimate 

disillusionment^  financial  situation  is  very  serious.  Over  a  long  Period  of 

years  it  can  bHasily  demonstrated  that  the  F.U.U.  spent  (jj^e  ^er  wisely 
or  not  more  monev  on  its  equipment  than  any  other  railroad  m  the  United 
States.  As  a  result^  we  are.aVroaching  a  very  ^^^^-J'^^f^^f'^  Zl 
annual  equipment  maturities  jery  quickly  are  gomg  to  equal  o^ 
onlv  our  eauipment  depreciation,  but  our  total  depreciation,  ibis  is  aimosi 
Sard  oTS  the  railr'oad  mdustry  and  unless  corrected  W  do 
more  to  hurt  our  credit  than  almost  any  P^^'l^f^^^^ll^^^^^  Sect 
damaged  this,  m  turn,  will  have  a  very  serious  and  substantial  enect  on 
the  value  of  our  stock.^ 

Investment  policy  evaluation 

Evaluation  of  some  aspects  of  investment  pohcy  ^^^l^j;;^^,  ^^'^^^^^^^^^ 
other  factors.  In  some  respects  defimtive  evalua  ion  Central  nuesttn 

onlv  limited  observations  are  advanced  at  this  f      ,  ^he  c^nt^^^^^^^ 
whether  additional  investment  funds  could  and  should  haAe  been  proMded  lo 

3  E°fr^m  B^e?r fo  laVnTerr8??ober  22.  1965;  see  Appendix  D.  Exhibit  48.  p.  612. 
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the  rail  operations.  Along  with  the  foregoing  policy  statements,  this  summary 
is  confined  to  the  PRR,  although  the  underlying  financial  stringency  and  the 
low  returns  were  prevalent  in  the  Central  as  well. 

Unquestionably,  financial  stringency  severely  limited  the  availability  of 
funds  for  plant  upkeep  and  improvement.  In  reviewing  investment  activity,  it 
requires  emphasis  that  the  avowed  policy  was  "middle-of-the-road"  and  not 
geared  to  financial  starvation.  During  the  years  1959-1967,  over  $1.5  billion 
was  put  back  into  two  companies  that  were  able  to  generate  only  $472.5  million 
of  Net  Railway  Operating  Income  (NROI).  This  investment  was  neai-ly  10 
times  the  amount  put  into  diversification  during  the  period  1963-70. 

Aside  from  recognizing  that  replacement  funds,  restricted  by  low  earnings, 
were  negligible  by  most  standards,  the  fundamental  question  of  the  economic 
rationale  for  additional  investment  requires  consideration  even  though  it  can- 
not be  answered  satisfactorily.  Investigation  does  not  reveal  a  comforting  capi- 
tal budgeting  process,  but  rather  an  ad  hoc  system  of  compromising  conflict. 

There  is  no  apparent  firm  and  rational  basis  for  either  project  justification 
or  evaluation.  Bevan  declared  himself  displeased  with  proposals,  indicating  on 
one  occasion  that  "there  are  so  many  discrepancies  in  the  proposed  program 
that  it  appears  that  figures  have  almost  literally  been  picked  out  of  the  air."  ® 
Nor  can  his  position  be  contested  that,  in  later  years  particularly,  projects 
did  not  earn  justifiable  returns.  But  while  there  is  no  evidence  that  projects  with 
promising  returns  were  passed  up,  the  record  still  leaves  some  puzzling  questions 
centering  around  the  capital  budgeting  rules.  It  has  been  said  that  PRR's  equip- 
ment investment  decisions  were  controlled  by  narrow  cost  cutting  criteria  with 
inadequate  regard  for  other  benefi.t  sources.  Particularly  fascinating  were 
projects  permitting  personnel  reductions,  a  laudable  aim  perhaps  but  hardly 
acceptable  as  an  exclusive  investment  project  criterion. 

The  1964-66  program  was  considered  a  failure  by  Bevan  since  it  did  not 
immediately  produce  such  delights  as  a  $50  million  profit  contribution  or  a 
30  percent  return.  One  can  only  wonder  about  the  rationale  for  the  criteria  and 
the  stringent  payoff  period  expected. 

On  the  other  hand,  meeting  fiscal  goals  was  critical.  Excessive  debt  and 
other  unfavorable  indications  meant  a  credit  weakening  and  higher  capital 
costs.  Given  the  financial  stringency,  the  insatiable  appetite  of  the  plant,  and  the 
legacy  of  past  obligations,  steering  a  safe  course  between  the  fiscal  and  opera- 
tional shoals  by  these  large  Eastern  railroads  during  the  1960's  was  a  fierce  and 
perhaps  impossible  challenge. 

CAPITAL  STRUCTUEE  AND  FINANCING  METHODS 

Financing  policies  are  mirrored  in  capital  structures  which  reflect  the 
relationship  between  debt  and  shareholders'  equity.  The  long-term  debt  of  both 
companies  advanced  rather  substantially  during  the  early  postwar  years.  The 
Central  jumped  from  $632  million  in  1948  to  $835  million  in  1953,  an  advance 
of  $203  million  or  32  percent.  The  PRR  increased  to  its  1952  maximum  of  $831 
million  by  a  more  modest  $154  million  or  23  percent.  After  remaining  rather 
steady  at  the  new  level  for  several  years,  the  Central's  debt  dropped  23  percent 
after  1957  to  a  new  low  of  $633  million  in  1964.  The  PRR,  on  the  other  hand, 
turned  downward  immediately  after  the  1952  high,  dropping  every  year  to 
reach  a  new  postwar  low  of  $563  million  in  1964,  off  $248  million  or  31  percent 
from  the  1952  high.  During  these  postwar  years,  the  PRR  debt  rose  less  and 
dropped  more  and  faster  than  was  true  for  the  NYC  (Table  B-4). 

After  the  1964  lows  experienced  by  each  companj^,  however,  the  behavior 
patterns  were  completely  reversed.  The  NYC  debt  advanced  rather  mildly 
from  $633  million  to  $666  million,  while  the  PRR  jumped  from  $563  million 
to  $721  million;  up  $158  million  or  28  percent.  These  upward  movements 
estabhshed  patterns  that  were  continued  and  enhanced  after  the  merger.  The 
result  was  a  whopping  59  percent  increase  to  1970,  staged  as  follows: 


Memo  from  Bevan  to  Saunders,  October  22,  1965  ;  see  Appendix  D,  Exhibit  48,  p.  612. 
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(In  millions  of  dollars) 

Long-term  debt       Annual  increase 

Year  

...  1,196.0  -  

1S64     1,301.1  105.1 

1965    -  -  - 1  3«6.7  45.6 

1966   -  -  - ---- 1,387.2  40.5 

1967  -  -    -  - - - 1  606.9  219.7 

1968  -  ---    1  8S9.4  252.5 

1969.  _  ----  -   ;  - 1,901.8  42.4 

1970..      -  [  

The  equity  portion  of  the  capitalization  is  somewhat  more  stable  than  the 
debt  element.  This  is  demonstrated  in  the  following  5-year  summaries: 

CAPITAL  STRUCTURES 
5-YEAR  AVERAGES 
PENNSYLVANIA,  NEW  YORK  CENTRAL:  1948-67 

Pennsylvania  New  York  Central  

 Current  ,.Cu."ent 

tSB  ^"nSl       E,uitv  ^''^^^  ^""^S  ^  .E.u,t,  ^-^{  ^ 

Period       (rinilons)    (millions)    (miMions)       (ratio)       (ratio)    (millions)    (millions)    (m,ll,ons)       (ratio)  (rat,o) 

K?-'-  fiSi   Its  'HK^  °|   f  1   ll   lis    °l  "1 

953^7  888.0        749.9      1,387.6  .64  .59        953.5         825.3         945.0  .Sb  • »/ 

1948-53::::    8%:  5    738.9  1,306.0      .69      .56    835.6    703.3    873.9      .95  .su 

Source:  Moody's  Transportation  Manual. 

Equity  increased  modestly  for  each  company  between  the  1948-52  and 
1953-57  periods  (6  percent  for  PRR  and  8  percent  for  NYC),  with  a  high  degree 
of  stability  thereafter.  As  a  result  the  significant  debt/equity  ratio  is  largely 
sensitiye  t"o  debt  fluctuations  and  thus  follows  the  contours  laid  out  above. 
Including  current  liabilities  in  the  debt  component  raises  the  ratios  by  roughly 
10-15  points,  but  does  not  appreciably  effect  the  contours  (Table  15-4).  ihe 
ratios  generally  increased  to  1952  and  then  fell  back  in  response  to  the  debt 

"^^"^""Sty  gfmvTh,'  however,  continued  to  bring  the  Central's  long-term  debt/ 
equity  ratio  down  even  after  the  debt  upturn  in  1964,  reaching  a  low  of  .67  m 
1966  before  bounding  up  to  .80  m  1967  in  response  to  a  small  increase  m  debt 
Jouplecr'Tth  a  sharp  drop  in  equity  (oft  $145  mUlion).  The  PRR  ratio  turned 
upward  after  the  1964  debt  trough,  jumping  from  .40  m  that  year  to  .o7  m  1967 
Building  on  the  predecessor  trends,  the  Penn  Central  started  life  with  a  lust> 
.79  in  1968  and  then  jumped  to  .97  and  1.27.  j      ^-     ^  a 

Long-term  debt  figures  and  their  relation  to  equity  are  underestimated  m 
recent  years  because  of  the  increased  use  of  equipment  leasing.  As  elaborated 
later,  since  the  value  of  leased  equipment  is  not  capitalized,  the  real  debt  and 
debt-equity  ratios  are  larger  than  shown.  ,  ,  , 

The  historical  differences  in  the  capital  structures  of  the  two  companies 
feature  the  Central's  heavier  reliance  on  debt  fmancmg  (Table  B-4).  ihe  duier- 
ential  reached  24  points  in  the  1948-53  period,  advanced  to  33  points  m  tiie 
next  5  years,  and  fell  off  to  29  points  in  1958-63  in  response  to  he  debt  reduc^ 
tion  programs.  Movements  of  controlling  variables  m  the  1963-6  <_  period 
brought  the  differential  back  to  24  points.  Throughout  the  entire  1948-6  <  period, 
the  NYC  ratio  ranged  from  67  to  91,  while  the  PRR  stayed  wi  hin  the  40  to  62 
bounds.  Despite  a  smaller  asset  and  revenue  base,  the  Central  s  debt  actually 
exceeded  the  PRR's  throughout  the  1953-65  period.  . 

The  debt  ecuiitv  ratios  of  the  two  companies  may  be  put  m  perspectne 
by  reference  to  Ratios  for  all  Class  I  railroads  (Table  B-5).  In  general  terms, 
the  PRR  generally  stayed  below  the  system  average  and  the  >  1^  (  well  abo%e. 
The  PRR  was  only  slightly  under  in  the  1953-57  period,  with  a  o-yeai  a^ei- 
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age  ratio  of  54  compared  with  69  for  the  system.  The  spread  was  increased  to 
10  points,  however,  in  the  two  subsequent  5-year  periods.  Tlie  all  system  aver- 
age remained  very  stable  in  the  upper  50's  while  the  PRR  figure  was  dropping. 
The  NYC,  on  the  other  hand,  maintained  an  87  average  in  the  1953-57  period 
against  the  all  system  average  of  59.  Even  with  its  subsequent  drops  to  76  and 
70,  it  remained  on  the  high  side  by  15-20  points. 

DEBT  BURDEN 

Since  railroad  earnings  are  rather  volatile,  a  safety  margin  is  needed  for 
successful  debt  management  to  insure  annual  income  sufficient  to  cover  fixed 
charges  and  to  provide  a  flow  of  funds  to  meet  debt  maturities.  Not  having 
these  essentials,  debt  management  for  the  PRR  and  NYC  was  precarious. 

The  major  debt  movements  included  (a)  the  postwar  buildup,  (b)  the 
debt  reduction  program  to  1964,  and  (c)  the  PRR  buildup  in  conjunction  with 
the  NYC  plateau.  The  early  buildup  was  required  for  the  postwar  renovation 
of  the  two  plants.  The  fiscal  legacy  was  a  formidable  schedule  of  maturities  and 
a  burdensome  level  of  fixed  charges  that  practically  drove  the  Central  into 
bankruptcy  and  created  serious  concern  regarding  the  credit  standing  of  the 
PRR. 

The  burden  imposed  on  earnings  by  the  debt  load  is  most  directly  measured 
by  the  ratio  of  the  income  available  for  fixed  charges  to  fixed  charges.  In  spite 
of  debt  retirement  and  declining  fixed  charges  after  1952-1953,  the  average 
ratio  of  income  available  declined,  demonstrating  the  crucial  role  of  the  income 
factor  (Table  B-6).  Furthermore,  the  ratio  patterns  of  the  two  companies  were 
remarkably  similar  despite  quite  different  debt  policies  during  the  1960's.  Avail- 
able income  was  less  than  fixed  charges  in  1960  for  the  Central  and  1961  for  the 
PRR.  The  Central  maintained  higher  ratios  in  the  earlier  years  but  the  gap 
was  subsequently  closed  and  it  fell  behind  in  the  last  period  shown  in  this 
summary. 


Period 

New  York 
Central 

Pennsylvania 
Railroad 

1948-52  _.  

1953-57   

1958-62  

    1.56 

    1.65 

    1.01 

1.24 
1.40 
.98 

However,  the  figures  for  recent  years  must  be  carefully  interpreted  because 
of  the  increased  use  of  leasing.  Viewed  as  a  form  of  long-term  debt,  equipment 
leasing  approximates  a  serial  bond.  The  cash  outflow  in  any  given  period  would 
represent  a  payment  of  interest  plus  a  payment  for  the  current  maturity  of  the 
debt.  With  leasing,  the  periodic  lease  payment  represents  the  equivalent  of  a 
repayment  of  the  principal  (which  should  approximate  the  depreciation  charge 
that  would  have  been  incurred  if  the  equipment  were  owned  by  the  railroad) 
plus  a  payment  for  imputed  interest.  Interest  is  included  in  lease  payments  as 
a  fixed  obligation  like  any  other  type  of  debt.  Under  leasing  however,  deprecia- 
tion and  fixed  charges  are  reduced  and  rent  payments  are  increased.  Both 
income  available  for  fixed  charges  and  fixed  charges  are  thereby  reduced,  pro- 
ducing better  ratios  of  income  available  to  fixed  charges  than  with  equipment 
financing  by  conditional  sales  agreements  or  equipment  trust  certificates.'  Since 
PRR  increased  its  leasing  relatively  more  than  Central,  its  ratios  are  actually 
overstated  in  comparative  terms.  These  ratios  also  are  distorted  by  the  accounting 
practices  which  inflated  (maximized)  reported  earnings.  This  policy,  which 
will  be  dealt  with  more  extensively  later  in  this  section,  created  a  divergence 
between  reported  income  and  true  cash  flows.  The  ratio  of  income  available 
for  fixed  charges  to  fixed  charges  is  designed  to  measure  the  ability  of  the  rail- 
road to  pay  its  fixed  obligations  from  earnings.  In  the  case  of  the  PRR,  and 
later  the  Penn  Central,  the  coverage  of  fixed  charges  ratio  was  inflated  by  the 
earnings  maximization  policy. 

The  related  problems  of  meeting  debt  maturities  also  plagued  the  PRR 
in  its  last  years.  Along  with  the  increased  fixed  charge  burden  associated  with 


"  Except  when  the  ratio  Is  less  than  one  and  the  true  ratio  is  over  estimated. 
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the  196^66  capital  improvement  program,  heavy  maturities  were  coming  due 
beginning  with  a  $52.9  million  issue  of  1965  and  another  of  $84.7  million  of 
1968.  The  Central  escaped  these  debt  problems  at  this  time  by  keeping  capital 
expenditures  at  a  minimum  and  deferring  any  substantial  maturities  until  the 
1970's.  Bevan  estimated  that  in  1967  maturities  would  approximate  $57  million 
compared  with  estimated  equipment  depreciation  of  $35  million  and  road 
depreciation  of  $19  million,  all  devoured  by  the  maturities.  This  violated  the 
rule  of  thumb  limiting  maturities  to  equipment  depreciation  and  had  begun 
to  cause  adverse  comment  in  the  investment  community.  By  contrast,  the  Cen- 
tral's 1967  depreciation  was  estimated  at  about  $30  million  to  cover  only  $20 
million  of  maturities.*  •       +1,  a 

The  debt  reduction  programs  of  the  companies  reflected  expectations  that 
future  revenues  would  provide  inadequate  funds  to  meet  obligations.  The  pro- 
grams were  accomplished  bv  paring  down  debt  obligations  of  rail  operations 
and  greatlv  curtailing  maintenance.  Credit  standing  was  reestablished  m  the 
earlv  1960's  but  the  effect  was  short  term  and  bv  1968  the  Penn  Central  s  debt/ 
equity  ratio  was  the  highest  it  had  been  since  the  late  1940's  for  the  composite 
companies. 

EQUIPMENT  FINANCING 

Rolling  stock  or  "equipment"  constitutes  the  major  component  of  railroad 
plant  investment.  Aside  from  anv  production  function  dictating  relative  re- 
quirements for  equipment  and  for  roadway  capital,  investment  m  equipment  is 
encourao-ed  bv  the  greater  availability  of  funds  because  of  more  favorable 
financincr  methods.  Investments  in  roadway  plant  can  be  secured  only  by  gen- 
eral mortgages,  while  liens  on  resalable  equipment  provide  greater  protection 
for  lenders.  However,  even  this  advantage  can  be  seriously  diluted  for  com^ 
panics  with  doubtful  credit,  as  the  PRR  and  ^YC  ^h^s,  whi^^^^ 

equipment  financing  is  rather  straightforward  ^^^^^^  «rdinarv  circumsta^^^^^^^^^ 
credit    availability,   capital   costs,   and   repayment   potential   can  create 

comp^kations^^^^^  n^ethods  of  financing  new  railroad  fq^iP^^^i;.^J^J^3*Y2'l 
outright  purchase,  are  available:  (1)  sale  of  equipment  trust  certificates  (2) 
conSnal  sales  financing,  and  (3)  leasmg.  The  f  ^^^^^i^^^l.^fo'^ot  the  raU^^ 
railroads  had  been  equipment  trust  certificates,  but  m  J95^^^^^^^^^ 
roads  (especially  PRR)  began  to  rely  more  heavily  on  conditional  sales  agree 

""'^In'equip^^^^^^^^  financing,  railroads  make  a  20  to  25  percent  down 

na^Tuent  on  the  equipment  and  then  finance  the  balance  of  the  expense  by  the 
Lir?rthrpublic  of  equipment  trust  certificates.  The  certificates  are  usually 
remid  seria  U  over  15  rears  and  the  owners  have  a  hen  on  the  equipment 
^South  ?he  equipm  trust.  The  interest  rates  on  the  certificates  are  generally 
below  the  Ltererrates  o^  high  grade  utihtv  bonds.  In  railroad  accounting, 
equipment  tr^^^^^^^  as  lon|-term  debt  on  the  balance  sheet  (exxjt  f^^^^ 

theTmount  due  ^^-ithin  the  vear,  which  shows  up  just  below  current  liabihties) 
and  mterest  on  them  appears  as  fixed  chai-ges  c.i  the  ^^^^^^fh^^m^^ 

Conditional  sales  agreements  are  "^stallment  loans  backed  by  ,promi^^^^^ 
notes  usually  payable  within  10  to  15  years  and  possib  y 
navment   The  lender  retains  title  to  the  eqmpment  until  the  ^ote  is  repaia 
^vHicT makes  repossession  easier  than  with  equipment  tf-^ 
inallv  financed  by  banks,  in  recent  tight  money  ^'^^^^^^ 
contracts  have  depended  on  pension  funds,  ^^f.^^^^f^J^irnTrlcts  exactly 
institutions.  Railroad  accounting  treats  conditional  sales  contracts  exacti} 
it  does  equipment  trust  certificates.  ,  railroad 

A  cited  advantage  of  conditional  sales  agreements  foi  a  cash  shoit  laiiroau 
is  the  elimination  oi-  spreading  out  of  the  down  P^yn^ent  Howevei  l  is  ^s  a 
questionable  advantage  since  a  higher  debt  m  «'^V'TotTd  'thi  deferrhi^ 
road's  ability  to  borrow  elsewhere.  I^^'T^'^-  nn^  .  cHnteies  in  la  er Tears, 
down  pavments  caused  larger  Pay^ients  of  iMnncipal  and  111^^^^^^  ^ 
an  option  consistently  selected  by  the  PRR.  and  l^^er  b>  the  Pen^^^^^^^^^^ 
disadvantage  of  conditional  sales  contracts  is  a  somewhat  highei  interest 

s  Memo,  from  Bevan  to  Saunders.  October  25.  1966  ;  see  Appendl.  D.  Exhibit  36.  p.  554. 
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Because  of  easier  repossession,  conditional  sales  contracts  are  usually  easier  to 
obtain  than  equipment  trust  financing  in  tight  money  periods  and  for  firms 
with  unimpressive  credit  ratings,  but  at  the  expectable  cost  of  higher  interest 
rates. 

In  leasing-,  the  lessor  retains  title  to  the  equipment  and  the  railroad  contracts 
to  make  regular  payments  for  its  use  spread  over  the  economic  life  of  the 
equipment.  Like  100  percent  conditional  sales  contracts,  leasing  gives  the 
questionable  advantage  of  avoiding  a  down  payment.  Since  the  leases  were  not 
financial  leases,  accounting  practice  provides  that  their  capitalized  values  are 
not  long-term  debt  nor  are  interest  payments  listed  as  fixed  charges.  Lease 
payments  are  reported  along  with  per  diem  rental  to  other  railroads  as  "hire 
of  equipment- — debit."  A  switch  from  equipment  trust  or  conditional  sales 
financing  to  leasing  gives  the  illusion  of  a  reduction  in  the  railroad's  long-term 
debt  and  fixed  charges  while  not  improving  its  ability  to  meet  contractual  obli- 
gations. However,  if  investors  and  creditors  accept  the  illusion,  the  railroad 
credit  position  may  be  improved.  Like  a  conditional  sales  agreement,  leasing 
carries  a  higher  implicit  interest  rate  than  equipment  trust  financing,  but  is 
easier  for  a  firm  with  weak  credit  to  obtain  because  the  lessor  retains  title  to 
the  equipment. 

The  New  York  Central  relied  primarily  on  equipment  trust  financing  untiJ 
1954  when  its  credit  rating  dropped  from  A  to  Baa.  It  subsequently  resorted 
infrequently  to  equipment  trust  financing  until  the  1960's,  turning  mainly  to 
private  financing  through  conditional  sales  agreements.  The  conditional  sales 
agreements  carried  a  higher  rate  of  interest  (at  first  under  five  and  sometimes 
under  four  percent)  but  apparently  equipment  trust  financing  was  more  diffi- 
cult to  obtain  because  of  the  lowered  credit  rating.  In  1956,  the  Central 
shortened  some  conditional  sales  contracts  to  10  years  from  the  traditional 
15,  making  the  contracts  more  attractive  to  lenders  but  also  causing  larger 
cash  drains  in  the  tight  money  period  of  the  late  1960's.  The  Central  did  not  use 
leasing  until  1962. 

The  Pennsylvania  relied  primarily  on  equipment  trust  financing  until  1957 
when  it  turned  to  conditional  sales  contracts  and  leasing,  with  leasing 
particularly  favored.  Approximately  $248  million  worth  of  equipment  leases 
were  added  during  1958-60.^  An  apparent  reason  for  the  shift  was  the  large 
drop  in  income  in  1957  and  the  years  following.  This  meant,  first,  that  the  rail- 
road needed  to  conserve  cash  (and  these  two  methods  meant  smaller  or  no  down 
payments)  and  second,  that  its  weakened  credit  position  made  equipment  trust 
financing  more  difficult.  Leasing  was  also  favored  because  it  did  not  increase 
the  reported  debt  structure,  an  advantage  only  if  creditors  failed  to  evaluate 
the  effect  of  leasing  on  the  railroad's  ability  to  meet  contractual  obligations. 
After  1962,  leasing  provided  a  means  to  circumvent  the  merger  agreement  on 
debt  limitation. 

The  Central  did  not  follow  the  leasing  path  so  extensively.  The  ratio  of  lease 
payments  to  other  car  rentals  during  the  1960"s  stayed  around  0.10  for  the 
Central,  while  it  was  commonly  0.30-0.40  on  the  PER,  but  began  dropping  off' 
by  1967  (Table  B-7).  I^easing  and  conditional  sales  agreements  were  also  the 
major  means  of  financing  equipment  acquisition  after  the  merger. 

It  appears  in  retrospect  that  the  companies  were  shut  off  from  major 
reliance  on  equipment  trust  financing  by  low  earnings  and  reduced  credit 
ratings.  The  resulting  higher  interest  rates  were  beyond  their  control  given 
their  earnings  records  and  the  tight  money  market  conditions.  Even  the  Cen- 
tral's retroactively  questionable  decision  to  switch  from  15-year  to  10-year 
conditional  sales  contracts  may  have  been  forced  by  lenders  demanding  shorter 
terms  because  of  the  low  credit  rating. 

In  order  to  evaluate  the  effect  of  different  types  of  financing  on  cash  flow 
one  would  have  to  make  a  careful  study  of  the  amount  and  timing  of  the  initial 
down  and  annual  payments,  and  of  relative  contract  periods.  But  there  is  no 
reason  to  argue  a  priori  that  leasing  was  a  poor  method  of  financing  equipment. 
It  was  clearly  a  reasonable  alternative  considering  all  of  the  circumstances. 

Another  aspect  of  fiscal  policy  associated  with  equipment  financing  involved 
the  choice  of  rebuilding  old  freight  cars  instead  of  purchasing  new  ones.  By 


See  Table,  "Equipment  Lease  Agreements,"  Appendix  D,  Exhibit  49,  p.  614. 
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involve  retaild  ng,  increasing  capacity,  or  adding  specialized  equipment  In 
Z    earsllst  pri^oV  to  the  merge'r  the  PRE  began  '^-CrT^l.lTcVrZ 

:?rcri?s\t\?s".?zr::er,s 

ItlTy  ?mpr„"?r  and  the  costs  involved  should  be  xvritten  off  as  maintenance 

^^''T:;it£r,i^rsl"?rbe  iustified  i„  — .  t^^^^^^^ 

ing  a  cir  substantially  changes  the  quality  of  ^''"''f 'f;""  PXtwi"  h 

sk.sioXtrrrrTrr~^^ 

expenses  and  thus  increases  reported  net  income. 

Til  this  eauinment  rehabilitation  process,  PRK  sold  tlie  cais  lo  bLid 
partie       ua  lT Sad  employee  groups  or  financial  institutions)  designated 
as  'Innie      wlio  w(Uild  contract  ^vlth  the  railroad  to  make  the^  repa  rs.  The 
costs  werrreported^  an  "Owners  Equipment  Fund"  separate  from  the  reg- 
Xr%:roa7a:?ounts.  After  completing  repairs,  ''^^^^^p:^^^^^^^ 
eauipment  to  an  affiliate  of  the  raikoad  which  made  a  10-15  >  ^a^. '^^^f  con 
tract^th  the  railroad  that  then  would  be  assigned  to  a  bank  or  other  financial 
instituUon  ^rent  reasons  for  capitaUzing  the  equipment  repairs^ 

First  this  procedme  increased  reported  income  as  described  above.  Second  by 
leisino  the^nuii^^^^  back,  the  cash  drain  in  the  year  of  the  repair  was  reduced 
frorfhe  nZiTot  he  repair  to  the  amount  of  the  first  lease  paymen  How- 
e  the  ;  vS^^  in  cash  in^the  first  year  meant  larger  cash  drains  m  ol  o-ng 
years  Finally,  capitrdizing  the  rebuilding  expenses  permitted  use  of  the  im est 
ment  ta" «-ed  t  Since  the^Penn  Central  was  not  earning  enough  to  pav  taxes 

atrofbrMK 

such  critical  series  as  fixed  charges  ?hTn?actirSceptiW  "^creased 

While  reducing  short-run  cash  outflo^^ ,  the  practice  aecepuveij 

reported  net  income. 

POST-MERGER  FISCAL  POLICY 

Tn  the  nearly  two  and  a  half  years  between  the  merger  and  bankruptcy 
interest  rates  skyrocketed  while  the  Penn  Central  suffered  gigantic  operating 
o  sL  T^'e^^^^^^^^^^^  relied  progressiyely  more  on  fort-term  bor,ow^^^^^^^^ 
the  time  a.long-term  debt  offering  was  mitiated  fj^Xbenture  off^^^^^^^ 
financial  difficulties  had  become  too  obvious  for  the  debenture  ottermg 

^""^Tsirlltu.pirrr^tir« 

un  to  the  $100  million  limit  by  the  summer  ot  1968.  It  was  f  ™  f.>''?"r"v,,, 
$300  million  under  the  aegis  of  the  First  ^''1  Bank  of^^^^^^  but 

'™.tr.-Knsi°"rhrs^^^ 

"''■^?LlCCapprovedCominerc.l^.^^^ 

$200  million.  Commercial  paper,  favored  because  of  its  ostensibly  loyyei  m 

.interstate  Commerce  Commission.  Docket  No.  35291,  Penn  Central  Investigations  Verified  State- 
ment  36,  pp.  46-50. 
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rate,  actually  bore  rates  exceedino:  the  prime  rate  in  1969  and  1970  because  of  its 
heavy  use.  It  is  also  dan^rerous  because  of  its  extremely  short-term  status, 
with  the  real  threat  of  inability  to  roll  over  the  loans,  which  was  the  precise 
fate  of  the  Penn  Central.  Between  April  21,  1970  (the  day  preceding  the 
announcement  of  operating  results  for  the  first  quarter  of  1970)  and  May  22, 
1970,  maturities  of  commercial  paper  exceeded  sales  by  $78  million. 

The  post  merger  financing  proaram  also  included  a  new  long-term  blanket 
mortgage  of  $200  million  to  $300  million  which  was  to  become  the  major  long-term 
debt  vehicle  for  the  Penn  Central.  The  proposal  was  to  issue  an  overall  blanket 
mortgage  to  refinance  maturing  bonds  and  to  pro\dde  funds  for  further  capital 
expenditures.  The  bonds  would  also  enable  the  company  to  reduce  or  eliminate 
Its  commercial  paper  and  to  pay  back  the  revolving  loans,  and  this  credit  line 
would  then  continue  as  security  for  emergency  cash  needs.  To  avoid  tying 
nonrail^  properties  to  the  blanket  mortgage,  the  plan  was  to  pledge  all  of  the 
system  s  strong  first  mortgage  bonds  that  were  available.^'  I^iiencumbered 
properties  were  to  be  mortgaged  and  abeadv  mortgaged  holdings  would  be 
iurther  encumbered  to  the  extent  possible,  all  placed  under  the  new  blanket 
mortgage.  Legal  and  mechanical  complications  delayed  the  offering.  By  the 
spring  of  1969.  there  was  little  market  interest  in  straight  debt  of  such  magni- 
tude, and  the  Penn  Central  was  apparently  unwilling  to  issue  convertible 
bonds.12  But  it  is  doubtful  that  even  with  a  better  bond  market  the  Penn  Cen- 
tral could  have  made  a  successful  bond  offering  given  its  tremendous  operatins 
losses.  '■  *^ 

Forced  to  give  up  the  Penn  Central  mortgage  bonds,  two  issues  of  bonds 
were  made  in  1969.  Still  in  desperate  need  of  funds,  on  April  24, 1970,  the  Penn 
Central  through  the  Pennsylvania  Companv  announced  a  proposed  offerino-  of 
$100  million  in  sinking  fund  debentures  to  be  due  in  1995,  with  warrants  half 
exercisable  for  Great  Southwest  stock  and  half  for  the  new  Penn  Central  hold- 
ing company. 

The  banks  apparently  indicated  some  concern  before  the  April  announce- 
ment over  the  railroad's  continuing  poor  operations  and  questioned  its  ability 
to  pay  oft  the  bank  loans."  Nevertheless,  they  lent  the  Pennsylvania  Company 
$50  million  m  revolving  credit  on  January  27, 1970  "to  proceed  with  its  orderly 
fanancing  program."  These  funds  were  to  be  moved  "upstairs"  to  the  railroad  in 
return  for  some  "income  producing  assets."  On  May  29,  1970,  when  the  bankers 
tor  the  offering  could  not  attract  sufficient  support  for  half  that  amount  at  in- 
terest rates  of  as  much  as  11.5  percent,  the  offering  was  withdrawn.  Cessation 
ot  the  offering  caused  havoc  m  financial  circles  and  the  Penn  Central  manaf^e- 
ment  turned  unsuccessfully  to  government  officials  for  financial  assistance.  " 

A  review  of  the  post-merger  financing  policy  of  the  Penn  Central  shows 
that  short-term  financing  was  being  used  for  long-term  problems.  The  resulting 
interest  costs  to  the  railroad  and  the  problems  of  rollover  were  enormous,  given 
the  very  tight  money  market  and  the  railroad's  operating  losses.  By  the  time 
long-term  financing  was  attempted  the  railroad  was  in  such  bad  financial  shape 
that  the  offering  failed. 

With  the  gift  of  hindsight  one  can  argue  that  the  railroad  should  have  real- 
ized it  would  have  serious  operating  losses  in  the  first  few  years  and  should  have 
arranged  long-term  financing  at  the  time  of  the  merger.  The  most  appropriate 
type  of  financing  would  have  been  a  stock  offering.  Although  equity  financing 
IS  the  most  expensive  form  of  capital,  the  price-earnings  ratio  was  very  high 
at  the  time  ot  the  merger  because  of  expectations  about  merger  savings  making 
tins  financing  method  somewhat  less  expensive  than  usual.  Equity  financing  also 
would  have  given  the  railroad  a  much  needed  margin  of  safety  by  providing 

the  Penn Vpntf.^'^.i^*'r.''^°F5"*''  Pittsburgh  and  Lake  Erie  %Yhlch  were  93  percent  owned  bv 

.1  lamp.  0°Brfpn  nf  lo^i.  °*  then  mortgaged  nor  were  the  100-percent-owned  Fort  Wayne  properties 
1969:  '  of  Salomon  Brothers  wrote  about  the  long-term  bond  market  to  Jonathan  O'Herron  in  September 

markTinVt&?dtv  o^lZ'il^rijJ'^hi'  ""^  considered  opinion  that  in  the  Ught  of  the  present  condition  of  the  bond 
contemplate  an  XrinJof  SsTto  tS^l^^nn  "pp^,""™^^^  mstitutional  investors,  it  would  not  be  feasible  or  practical  to 
petitiTbasis  "      ""^  °'      ^°       '"^"'O"  PC  long-term  mortgage  bonds  at  this  time  on  either  a  negotiated  or  com- 

,         "?Ianagement  has  indicated  they  are  willing  to  pay  whatever  price  it  will  take  tn  «p11  fha  «inft 
hat  thev'nre'^.n^?  Pennsylvania  Co.  and  should  be  able'to  m^rour^ln^er  mToan^  What  botVers  us  is 
on  L  lo^g  and  sh^nk^the^r".?,r^f  ^'^.^  free  assets  to  pump  funds  into  the  railroad.  This  can  only  go 
1?^   ■     should  the  railroad  continue  its  poor  operation  for  several  more  vears  our  direct  loans 
would  be  seriously  jeopardized."  (January  11,  1970,  memo  from  Chase  Manhattan  Bank. ) 
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capital  ^yithout  increasing  fixed  charges.  Six  months  after  the  merger  equity 
tinancing  probably  would  have  been  difficult  if  not  impossible.  The  detailed  in- 
formation required  on  a  prospectus  would  have  shown  that  costs  had  skyrocketed 
and  service  had  deteriorated. 

ACCOUNTING  PRACTICE  AND  POLICY 

It  is  appropriate  at  this  point,  prior  to  discussing  "earnings  maximization," 
to  briefly  mention  ICC  accounting  policies  and  practices.^*  ^^^^^n 

The  accounting  policies  and  disclosure  requirements  of  regulated  common 
carriers  are  prescribed  by  the  Interstate  Commerce  Commission  Such  can-iers 
are  exempt  f  rom  many  of  the  provisions  governing  regulations  of  the  Securities 
and  Exchange  Commission.  In  addition,  such  carriers  are  exempt  from  some 
of  the  provisions  of  the  pronouncements  of  the  Accounting  Principles  Board 
of  the  American  Institute  of  Certified  Public  Accountants,  a  committee  respoii- 
sible  for  promulgating  "Generally  Accepted  Accountmg  Pnnciples.  The  ICO  s 
acknowledged  hegemony  in  establishing  the  regulations  and  procedures  best 
suited  for  the  needs  of  common  carriers  is  the  reason  for  such  exemption. 

Thei^  can  be  definite  advantages  to  such  regulation.  The  cmisistency  m 
reported  financial  performance  from  one  accounting  period  to  another  and  the 
nSmmitv  of  accounting  practices  among  all  regulated  common  carriers  can 
providT  excellent  financial  information  to  the  carriers  of  financial  reports. 
Crthermoi-e  the  ICC  can  prescribe  policies  and  procedures  with  greater  speci- 
S  tian  the  Accounting^  Principles  Boai^,  which  r-f^^^/^^^^^TZZ 
ments  for  a  much  broader  segment  of  the  j^^^^^'"^^']^''^''^^^^^^^ 
extant  policies  and  ijrocedures  prescribed  by  the  ICC  are  in  need  of  critica 
review  L  that  the  theoretical  advantages  of  regulated  accounting  policies  maj 

be  i-^ali^^^.  "betterment  accounting''  deferred  income 

taxes  accountiig  of  investments  in  subsidiaries,  and  financial  disclosure  require- 
ZuW  b?  amended  to  reflect  the  increased  complexity  of  the  major 
Tom  ^rcairier?  operations  and  the  need  for  more  relevant  financial  mf orma- 
Hon  bv\m  vsts  and  investors.  The  ICC's  regulations  presen  ly  lack  precise 
J-rnrLrn?s  f  or  c^^^^^  of  financial  statements  by  independent  accountants 

1  X  taXdtd'm^  requirements  for  1-ospectus-^^^^^^^ 

U.]  fn  obviate  the  sort  of  loose  accountmg  practices  e\inced  b\  tne  renn 
Cent  al  Com^^^^^^^^^  of  transactions  designed  primard^^  to  inflate 

reported  income  on  both  a  consolidated  and       "^^^^f?  ^f^^^^^^^^^^^  indus- 
The  ICC  must  respond  to  the  changing  nature  of  the  transportation  maub 

inadequacies. 

EARNINGS  MAXIMIZATION 

of  taking  income  all  at  once,  or  spreadmg  it  out.  to  P^^^  ^jiker}  ,  accou  g 
tion  of  Uiese^  along  the  pretense  scale,  earnings  maximization  as  it 

.For  a  more  thorough  discussion  of  accounting  matters  see  "Accounting  Practices  and  Policy" 
in  "Fiscal  PoUcy  inalysis"  in  Part  III  of  this  report. 
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emerged  in  this  context  of  desperation  is  a  sleazy  concept  that  deserves  the  scorn 
it  has  received. 

But  righteously  recognizing  the  shortcomings  inherent  in  this  charade 
doesn't  help  with  the  basic  problem  of  assessing  fiscal  policy.  The  ultimate  ques- 
tion is  simply  how  the  accounting  games  affected  the  longevity  of  the  enter- 
prise. Taking  all  you  can  get  today  on  the  idea  that  there  may  not  be  a  tomorrow 
may,  actually  be  a  sound  long-run  strategy.  Hiding  a  weakness  may  be  prudent 
business  if  its  exposure  enhances  vulnerability.  On  the  other  hand,  departures 
from  reality  in  these  critical  matters  may  be  dangerous.  It  takes  cash  to  run  a 
company;  the  engine  can't  be  fueled  with  paper  and  accounting  entries.  But 
this  doesn't  say  that  pretending  there's  cash  when  there  isn't  causes  the  lack. 
The  questions  to  be  asked  are  how  dismal  the  picture  would  really  have  been 
without  this  exercise  in  optimism  and  the  real  effects  of  the  flight  from  reality. 
As  with  many  of  the  aberrations  requiring  examination,  earnings  maximization 
appears  to  have  been  a  special  pursuit  of  the  PRE  and  the  PC  not  pursued  by 
the  Central. 

Earnings  maximization  has  been  partially  explained  as  resulting  from  the 
desire  of  management  to  protect  the  1.3  to  1  stock  exchange  ratio  agreed  upon 
in  1962.  Two  explanations  may  be  offered  for  the  premerger  concern  over  the 
ratio.  If  the  NYC  ratio  were  increased  the  percent  of  ownership  of  the  Penn 
Central  going  to  former  PER  shareholders  would  be  less  and  renegotiation 
caused  by  an  altered  earnings  picture  might  furtJier  delay  the  merger. 

In  order  to  avoid  pressure  to  change  this  ratio,  PRR  management  made 
adjustments  to  insure  that  Central's  earnings  and  dividends  per  share  were  not 
more  than  30  percent  above  the  Pennsylvania's.  Some  associate  the  earnings 
inflation  policy  with  the  arrival  of  Stuart  T.  Saunders  on  October  1,  1963."* 
In  any  case,  it  was  sufficientlv  formulated  to  warrant  Bevan's  description  in 
1966 : 

The  poHcy  may  be  instituted  of  maximizing  earnings  to  the  greatest 
extent  possible  mthin  the  limits  of  good  accounting  practices.  In  the  last 
several  years,  this  has  been  done  on  the  Pennsylvania  in  accordance  with 
your  expressed  desires.  It  does  mean,  however,  that  we  tend  to  create  a 
\vider  and  mder  difference  as  between  reported  income  and  cash  flow. 
Today  the  cash  flow  of  the  Pennsylvania  Railroad  is  substantially  less 
than  its  reported  income.  We  changed  the  basis  of  consolidation  and,  there- 
fore, a  substantial  amount  of  earnings  of  subsidiaries  are  now  included  in 
our  reported  income  but  are  not  actually  available  to  us  from  the  stand- 
point of  dividends.^^ 

Concern  for  the  position  relative  to  NYC  was  expressed  in  frequent  compar- 
isons of  Pennsylvania  Railroad  earnings  with  New  York  Central  earnings  and 
adjustments  to  reflect  the  exchange  ratio.  Concern  about  the  relationship  is  also 
expressed  in  observations  linking  a  subsidiary's  dividend  declaration  to  the 
PRR's  quarterly  earnings. 

Earnings  inflation  continued  after  the  merger,  even  though  the  ratio 
was  no  longer  relevant,  apparently  to  maintain  the  credit  position  of  the 
railroad.  More  conservative  reporting  of  income  might  have  made  it  more  diffi- 
cult for  the  railroad  to  raise  capital.  (As  with  leasing  to  reduce  the  apparent 
debt  structure,  this  assumes  creditors  take  the  reports  at  face  value.)  The  need 
for  increased  earnings  was  given  as  one  of  the  motives  for  the  diversification 
program. 

A  number  of  devices  were  employed  to  inflate  earnings  statements.  In 
1965  the  ownership  share  required  for  including  a  subsidiary  in  the  consolidated 
mcome  statement  was  reduced  from  100  to  50  percent.  (It  should  be  noted  that 
this  action  did  not  violate  generally  accepted  accounting  principles.)  The 
included  firms  increased  from  41  in  1964  to  100  in  1965  which  brought  in  the 

ment^e^^'^'si'^**'  Commerce  Commission,  Docket  No.  35291,  Penn  Central  Investigation.  Verified  State- 

Memo  from  Bevan  to  Saunders.  November  21,  1966  ;  see  Appendix  D  Exhibit  50  p  616. 

the  end  of  1965  Bevan  stressed  to  Saunders  that  sound  nonrail  acquisition  would  be  neces- 
*"  merger  in  order  to  maintain  an  upward  earnings  trend  : 
1      I.       yj^^^'  ^^^^  ^^'"^  ''^•^'^  ^''le  to  offset  our  failure  to  realize  adequate  operating  income 

lias  been  through  the  companies  that  we  have  recently  acquired  .  .  .  there  are  also  one  or  two  other 
companies  that  should  be  acquired  after  merger  if  we  are  going  to  iceep  the  trend  of  our  earnings 
growing  upward  on  an  adequate  basis." 
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earnin-s  of  the  real  estate  subsidiaries  (Great  Southwest  Corporation  and 
S  S  Coi-poration).  These  earnings  accounted  for  a  l^^gf,  P^^^^^Vot' 
dated  income  but  largely  consisted  of  paper  profits  and  little  cash  flow. 

As  another  -enerd  approach,  subsidiaries  ^yere  required  to  inflate 
e^rnkits  and  to  pay  large  dividends'  to  the  Penn  Central  Transportation  Co. 

swell  its  non-conrolidated  income  statement.  Forcing  an  earnings  maxi- 
SnTolicy  allowed  the  Penn  Central  -port  Inghe^^^^^^^^^^ 
■from  subsidiaries  treated  on  a  cost  basis.  After  1964  (the  nrst  tull  year  oi 
sZdeS  teniae)  here  was  a  notable  increase  in  dividends  paid  to  the  parent, 
IXdTlOennd  payments  especially  large. although  mostly  not  repre- 
Ten  ing  equival^^  cash  flows.  This  earnings  maximization  '^^^  dividends  po^^^^^^^ 
wL  dfmaffino-  to  the  subsidiaries  as  well  as  misleading  regarding  the  parent 

device  was  to  report  as  much  income  as  possible  as  ordinary 
rith^r  dial  ex  raordinarv,  which  involved  some  questionable  accounting 
macSces  The  most  obvious  example  was  the  1968  swap  of  Penn  Centrals 
Eiterest  in  \ladSon  Square  Garden  for  25  percent  of  the  outstanding  common 
Sares  of  MadisrSquare  Garden  Corporation.  In  addition  book  or  market 
values  were  alternatiA-ely  selected  on  the  basis  of  which  would  state  the  largest 


The  comoanv  also  used  a  number  of  devices  to  reduce  its  reported  expenses, 
both  bv  alt?i?S  real  flows  and  by  accounting  manipulation."  As  previously 
mentioLd  a  mfior  element  of  control  was  the  restriction  of  niamtenance  and 
raDkrexDendTure  budgets.  These  cutbacks  to  explicitly  abet  eammgs  goa  s 
started  as  eariv  as  August  1963  and  were  a  paramount  consideration  thereafter  - 
Expenses Vere  afso  understated  by  capitalizing  equipment  f-J^^^^S^^ 
nrpviouslv  described  On  some  occasions  the  company  avoided  retu-mg  non- 
Eeciate  propertv  ^  reth-ement  would  involve  recording  service  losses 

S^oprrat  ng  expenses.  Manv  expenses  were  questionably  classed  as  extraoi- 
dina?v-^  expenses  and  thus  placed  below  net  income  on  the  income  statement. 

In  an  Euld  companj ,  cash  management  would  seemingly  be  the  major 
area  of  management  co'nce'rk,  but  the  generation  of  -sh  itself  ^^^^^^^^^ 
to  ittemDts  to  maximize  reported  net  income,  formal  liquidity  analysis  trom 
pubis  fii  ai  dal  statements  is  of  little  utility  because  of  the  distortions  m 
Cse  statements  occasioned  by  the  singleminded  pursuit  of  a  -respectable  bo  - 
om  line  figure  Accounting  theory  stresses  conservatism  and  consistency,  but 
ICf oimerwas  i^iored  and  the  latter  was  followed  only  where  reported  income 

'''''%^e\Zt^uLt.on  policy  severely  hampers  analysis  of  the  transporta- 
tion conipany-s  cash  flows  because  of  its  great  and  growing  divergence  from 

"'tifcreliningrniaximization  must  be  ^newed  in  conjunction  ^vit^.  a  number 
of  oth^r  cons'derltions,  it  will  be  discussed  again.  It  is  clear  that  his  pract  ce 
posed  some  substantial  issues  affecting  an  array  of  matters  rangmg  from  operat- 
ing  effectiveness  to  cost  of  capital. 


DIVIDEND  POLICY 


The  Pennsylvania  Raihoad  enjoyed  a  proud  history  of  uninterrupted 
di^•idmds  pa^mts  The  New  York  Central's  record  was  spotty,  ^vith  recent 
skips  in  1954,  1958,  and  1961. 

 ZZT^r  instance  memo  from  William  C.  Baker  to  David  Bevan,  September  12,  1969  :  Appendix 

li^rfer^enL^'between  the  book  ^;alue  of  the  P-perty  and  tl>e  market  value      tbe^|^ock  was 

ordinary  Income  of  $22,9  million  rather  than  a  defim  million  as  an  extraordinary  item, but 

T.T.\^n%^'^TXVe7lXi^'l  ^oTno?A^l\llfl^  Commerce  Com- 

mission. Docket  No.  35291.  Penn  Centra  Investigation.  ^  erlfied  Statem^^  a 
1-  For  example,  in  July  1969    t  sold  Madison  Square  ^a^den  stock  to  the ^enn  y       ^^^^^^  ^^^^ 

X°VeSL'i^vl°viii^%.^'lt\-sfo^^rrn^'cM 

r^nVra/r.  "^tX^^  ^ll'^^n  iT^.T^^l' C%'Jr^  ^e?^?^?f  ?Se"Send  at  Its  appraised 
(but  questionable)  value  of  $13.o  million  (Id.  PP.- ^  9 )  •  "nushed  credits  and  revenues 

1^  Another  example  is  a  mid-1967  memo  stattng  that  the  PRR  had  companv  and  con- 

memo  from  Bevan  to  Saunders.  June  1,  1967.  Appendix  D  ;  Exhibit  o2,  p.  6i3. 
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In  the  period  1952  to  1959  PRR  dividends  averaged  51  percent  of  railroad 
net  income  and  38  percent  of  its  consolidated  net  income  (Tables  B-8,  and  9) 
and  by  1960-1967  these  figures  were  103  percent  and  35  percent.^"  Although 
on  a  consolidated  basis  the  Pennsylvania's  payout  ratio  did  not  increase  (it 
actually  declined  by  3  percentage  points),  these  figures  are  tleceptive.  The  con- 
solidated income  reported  from  1960  to  1967  includes  income  of  subsidiaries  at 
least  50  percent  o\vned  by  the  PRR  and,  as  indicated  in  the  earnings  maximiza- 
tion discussion,  much  of  this  income  was  merely  "paper  profits."  In  terms  of 
cash  available,  therefore,  the  payout  ratio  probably  increased  significantly 
The  Central  also  registered  an  increase  in  dividend  payout  l)etween  the  1952- 
59  period  and  the  1960-67  period,  jumping  from  33  percent  of  railroad  net  in- 
come and  27  percent  of  consolidated  net  income  to  73  percent  and  47  percent. 
It  is  important  to  note  here  that  while  this  appears  somewhat  more  liberal  than 
the  PRR's  dividend  policy,  comparison  is  nearly  impossible  because  of  the 
PRR's  earnings  maximization  policy. 

The  payout  ratio  of  dividends  to  net  income  for  Class  I  line-haul  railroads 
as  a  whole  was  51  percent  between  1952  and  1959  and  65  percent  between  1960 
and  1966.  These  figures  indicate  that  the  Pennsylvania  and  the  Central  paid 
out  somewhat  less  than  the  industry  average  in  the  first  period  and  more  in  the 
later  period.  However,  the  estimated  average  payout  ratio  for  all  Class  I  rail- 
roads is  probably  too  high."  First,  net  income  is  ordinarily  measured  after 
extraordinary  expenses  while  net  income  for  the  PRR  and  the  NYC  is  before 
extraordinary  expenses.  Second,  large  losses  by  a  few  railroads  would  reduce 
total  net  income.  (For  example,  the  payout  ratio  of  almost  six  times  net  income 
m  1970  is  largely  explained  by  the  Penn  Central  bankruptcy.)  With  the  payout 
rate  for  all  railroads  overestimated,  the  dividends  paid  by  the  PRR  and  the 
NYC  in  the  1960-67  period  seem  extraordinarily  high. 

The  high  premero-er  dividends  may  have  resulted  from  a  provision  of  the 
1962  merger  agreement  which  hmited  these  payments  to  25  cents  a  share  for 
the  PRR  and  32.5  cents  (1.3  times  25  cents)  for  the  NYC  or  if  higher,  an 
amount  derived  by  a  compHcated  formula.  In  1962,  PRR  paid  25  cents  and 
NYC  32.5  cents  a  share  and  both  increased  every  year  thereafter  (Table  B-10). 
On  the  average  the  Central  paid  1.10  times  the  dividend  payments  of  the  Penn- 
sylvania on  a  per-share  basis  (Table  B-10).  Although  no  evidence  was  discov- 
ered in  the  railroads'  records,  it  is  possible  that  each  company  was  defensively 
and  reciprocally  raising  its  dividends  to  maintain  the  1.3  ratio. 

Another  reason  for  increasing  dividends  may  have  been  to  raise  the  market 
value  of  the  stock.  A  high  stock  price  might  make  the  railroads  look  Uke  good 
investments  and  impress  their  creditors. 

The  high  PRR  dividend  of  $2.40  in  1967  set  the  stage  for  the  large  divi- 
dends issued  after  the  merger.  In  1968  the  Penn  Central  paid  $2.40  or  60  cents 
per  quarter.  The  60  cents  quarterly  dividend  was  continued  for  the  first  three 
quarters  of  1969.  Total  dividends  paid  in  1968  were  $55.4  miUion  while  the 
Penn  Central  railroad  lost  $2.8  million  ($41.9  million  after  the  prior  period's 
adjustments)  and  consolidated  income  of  $87.8  million  was  reported.  Total  1969 
dividends  were  $43.4  million  despite  a  deficit  of  $82.8  million  ($91.6  million 
after  extraordinary  items)  and  a  consolidated  income  of  $4.4  million  ($121.6 
million  loss  after  extraordinary  items). 

The  Penn  Central's  management  evidenced  a  rather  cavalier  attitude 
toward  the  declaration  of  dividends  considering  the  company's  financial  straits. 
Declarations  of  quarterly  dividends  were  based  on  overly  optimistic  earnino-s 
forecasts  and  the  1969  third  quarter  dividend  was  decided  upon  before  the  end 
of  the  second  quarter.  In  the  fourth  quarter  of  1969  losses  were  so  great  that  the 
Penn  Central  was  finally  forced  to  stop  paying  dividends.  Since  dividends  were 

=°  Adjusted  to  reflect  the  196.-)  change  in  reporting. 

Poii„     w         •'^"'"P'*'         Kol  ert  A.  Nelson  s  verified  statement  set  forth  in  Chapter  II  of  '■Specific 
Policy  Recomnienriations  and  Areument  in   Snnnort  Tlierpnf  nnH  V»rifi<>,i  af„i^i,„„/i^  ^^^^f.  „ 


(1956-1076)  was  S6  44  billion^- ^^^^                   Yf?''.    truclung  eompan  es  during  the  sample  period 

comuaTa^bL  R^^^^  °!  ^}'^^         P''^"'         *°  dividends.  For  the  airlines  the 

mi^Uon  in  dllidends  materials)  were  $15.8  billion  in  funds  generated  and  $819 

in  dividends  railroads  the  figures  are  .$16.2  billion  in  funds  generatld  and  $6.0  billion 
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greater  than  available  cash  resources  the  Penn  Central  had  to  borrow  money  to 
pay  them.  It  is  estimated  that  the  interest  costs  on  these  loans  were  5^66.  (  million 
between  1963  and  1969  and  $36.9  million  in  1968  and  1969  alone.  A  higher 
interest  cost  could  be  imputed. 

Penn  Central  management  has  argued  that  the  dividends  kept  up  the 
price  of  the  stock  and  gave  the  railroad  a  better  credit  rating.=^^  . 
as  the  railroad  paid  dividends  perhaps  creditors  would  believe  that_  the 
troubles  of  the  railroad  were  only  temporary.  The  stock  price  of  the  Penn 
Central  reached  a  high  of  $86  in  1968  and  was  over  $70  in  1969;  however, 
the  price  started  falling  before  the  announcement  that  no  dividend  would  be 
paid  in  the  fourth  quarter.  The  announcement  caused  considerable  upset  in 
financial  circles  but  the  Penn  Central  still  borrowed  $50  milhon  m  additional 

bank  loans  in  early  1970.  x  j  ^i,   •  ^,.+„r,^« 

Penn  Central's  management  most  certainly  overestimated  the  importance 
of  cUvidends  to  its  standing  in  the  financial  community.  Any  favorable  consider- 
ation it  might  have  received  as  a  result  of  its  steady  dividend  payments  could 
hardly  have  offset  the  cash  drain  of  more  than  $130  milhon  m  dmdends  and 

TABLE  B-1 
CAPITAL  EXPENDITURES 
PENNSYLVANIA  AND  NEW  YORK  CENTRAL;  1946-67  1 
[In  millions  of  dollars] 


Year 


Pennsylvania 


New  York 
Central 


Year 


Pennsylvania 


19672. 
1966.. 
1965.. 
1964.. 
1963.. 
1962.. 
1961.. 
I960.. 
1959.. 
1958.. 
1957.. 


114.7 
197.4 
244.2 
100.8 
82.4 
63.0 
60.9 
155.9 
125.2 
53.8 
97.7 


69.1 
95.9 

107.9 
81.3 
39.5 
40.2 
32.0 
39.6 
28.7 
18.2 

114.2 


1956. 
1955. 
1954. 
1953. 
1952. 
1951. 
1950. 
1949. 
1948. 
1947. 
1946. 


92.4 
69.0 
41.0 
80.5 
123.3 
215.6 
87.8 
105.8 
106.3 
52.7 
33.7 


1  Includes  leased  lines. 

>  Excludes  expenditures  on  leased  equipment. 
Source;  ICC  Form  A,  Railroad  Annual  Reports. 


New  York 
Central 


79.3 
39.6 
39.1 
88.0 
148.4 
125.7 
70.6 
100.5 
90.2 
48.4 
41.2 


TABLE  B-2 
SUMMARY  OF  CAPITAL  EXPENDITURES 
PENNSYLVANIA,  NEW  YORK  CENTRAL;  1948-67  ' 
[Millions  of  dollars] 


Road 

Equipment 

Total 

Period 

Pennsyl- 
vania 

New 
York 
Central 

Total 

Pennsyl- 
vania 2 

New 
York 
Central 

Total 

Pennsyl- 
,  vania 

New 
York 
Central 

Total 

1948  to  1957  

1958  to  1967   - 

294. 1 
260.3 

234.0 
175.8 

528.1 
436. 1 

691.9 
948.4 

661.3 
376.7 

1,  353.  2 
1,  325. 1 

986.0 
1,  208.  7 

895.3 
552.5 

1, 881. 3 
1,761.2 

554.4 

409.8 

964.2 

1,  640.  3 

1,  038.  0 

2,678.3 

2, 194.  7 

1,447.8 

3,  642.  5 

1  Includes  leased  lines. 

3  Excludes  expenditures  on  leased  equipment;  1957. 
Source;  ICC  Form  A,  Railroad  Annual  Reports. 

unbroken  dividend  record  of  the  P.R.R.  and  tliat  ?^er  a  Periou  oi  ^^^j^^ 
way  investment  analysts  regarded  it  f --o^  f„  ^lu^l     hStandpom^^^^  25  cents 

tain  this  unbroken  record  if  feasible  ''^^'J  >°  ^  ""P^"  "J.^,^^^^^^  Statement  40,  Ex. 

1  ;  Appendix  D,  Exhibit  53,  p.  62.3. 
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related  interest  payments  after  the  merger.  In  fact,  well  informed  creditors 
might  have  given  more  favorable  consideration  to  a  railroad  following  conserva- 
tive financial  policy  in  times  of  operating  difficulties.  Penn  Central's  concern 
about  maintaining  the  stock  price  is  a  curious  anomaly  since  the  stock  offering 
was  apparently  never  considered. 

TABLE  B-3.— TOTAL  CAPITAL  EXPENDITURES  AS  A  PERCENTAGE  OF  OPERATING  REVENUES,  SELECTED  RAILROADS;  1960-69 


Year 


Penn 
Central  i 


Pennsylvania 


1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963.. 
1962.. 
1961.. 
I960.. 


1  Pro  forma  1960-67. 

Source:  ICC  form  A,  railroad  annual  reports. 


New  York 
Central 


Baltimore 
and  Ohio 


Chesapeake 
and  Ohio 


9.17  . 

9.66  

9.42 

8.  22 

10.  07 

12. 70 

17.  24 

8.79 

15. 28 

20.17 

10.  79 

9.31 

9.13 

10.48 

2. 99 

2.  56 

3.85 

4.  26 

4.  59 

3.  89 

4.  57 

4.94 

4. 69 

6. 13 

7.23 

4.41 

5.  96 
16. 92 
7. 85 
4. 40 
7.74 
3.  09 
3.  93 
5.  68 
2.11 
2.85 


7. 65 
6.  26 
25. 46 
21.55 
8. 97 
21.50 
17.61 
15.35 
3.81 
3.  57 


Southern 


26.15 
25.94 
19.68 
19.31 
12. 12 

9.05 
12. 93 
17. 89 

5.  58 
13. 82 


Year 


TABLE  B-4 
CAPITAL  STRUCTURE 
PENNSYLVANIA  AND  NEW  YORK  CENTRAL;  1948-1967 


Pennsylvania 


Current 
liabilities 
plus  long 
term  debt 
(millions) 


Long  term 
debt 
(millions) 


Equity 
(millions) 


Current 
liabilities 
plus  long 
term  debt/  Long  term 
equity  debt/equity 
(ratio)  (ratio) 


1967   $930. 9 

1966   858.6 

1965   811.9 

1964   736. 3 

1963   715. 9 

1962   752. 1 

1961   784. 7 

1960   777. 8 

1959   805. 6 

1958   822.3 

1957   839.  9 

1956   874.  8 

1955   885.  3 

1954   889.  4 

1953   950.  4 

1952   977.  8 

1951   840.  9 

1950   863.  5 

1949   830.  6 

1948   869.  8 


$721. 3 
688.4 
646.3 
562.7 
568.7 
609.9 
626.1 
630.7 
674.9 
692.5 
706.5 
724. 1 
740.2 
768.4 
810.2 
830.6 
786.3 
707.2 
694.5 
676.3 


$1,255.6 
1,  422.  2 
1,407.6 
1,402.6 
1,  386.  1 
1,  385.  4 
1,  388.  0 
1,  392.  9 
1,  387.  4 
1,  385.  6 
1,387.1 
1,  392.  7 
1,403.0 
1,392.5 
1,  362.  8 
1,343.9 
1,321.9 
1,305.0 
1,281.6 
1,277.8 


0.  74 
.60 
.58 
.52 
.52 
.54 
.57 
.56 
.58 
.59 
.61 
.63 
.63 
.64 
.70 
.73 
.71 
.66 
.65 
.68 


New  York  Central 


Current 
liabilities 
plus  long 
term  debt 
(millions) 


Long  term 
debt 
(millions) 


Equity 
(millions) 


Current 
liabilities 
plus  long 
term  debt/ 
equity 
(ratio) 


Source:  Moody's  Transportation  Manual. 


0.  57 

$803. 6 

$665. 9 

$835.  2 

.48 

792.6 

658.3 

980.4 

.46 

775.7 

654.8 

956.9 

.40 

765.4 

633.3 

938.2 

.41 

773.6 

647.4 

923.6 

.44 

794.4 

674.0 

926.0 

.45 

829.0 

703.6 

933.6 

.45 

821.  9 

714.6 

956.  5 

.49 

847.4 

736.  5 

956.  1 

.50 

877.6 

767.  5 

962.9 

.51 

942.2 

827.7 

960.3 

.52 

938.8 

813.7 

972.6 

.53 

970.5 

827.4 

949.  1 

.55 

947.4 

822.7 

909.9 

.59 

968.  5 

834.8 

933.  1 

.62 

953.9 

819.8 

904.3 

.59 

864.  1 

721.4 

884.  7 

.54 

826.5 

675.0 

872.5 

.54 

776.0 

668.  1 

859.0 

.53 

757.7 

632.  1 

848.9 

Long  term 
debt/equity 
(ratio) 


0.96 
.81 
.81 
.82 
.84 
.86 
.89 
.86 
.89 
.91 
.98 
.86 
1.02 
1.04 
1.04 
1.05 
.98 
.95 
.90 
.89 


0.80 
.67 
.68 
.68 
.70 
.73 
.75 
.75 
.77 
.80 
.86 
.84 

87 
.90 
.89 

91 
.82 
.77 
.78 
.74 


TABLE  B-5.-L0NG  TERM  DEBT/EQUITY  RATIO:  PENNSYLVANIA,  NEW  YORK  CENTRAL,  AND  CLASS  I  RAILROADS,  1948-67 


Year 


Pennsylvania 


1967. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961. 
1960. 


0. 57 
.48 
.46 
.40 
.41 
.44 
.45 
.45 


New  York 
Central 


0. 80 
.67 
.68 
.68 
.70 
.73 
.75 
.75 


Class  I 
railroads 


0.59 
.57 
.56 
.55 
.54 
.55 
.56 
.57 


Year 


1959. 
1958. 
1957. 
1956. 
1955. 
1954. 
1953. 
1952. 


New  York 

Class  1 

Pennsylvania 

Central 

railroads 

0.49 

0.  77 

0.58 

.50 

.80 

.59 

.51 

.86 

.58 

.52 

.84 

.59 

.53 

.87 

.59 

.55 

.90 

.69 

.59 

.89 

.50 

.62 

.91 

.63 

Source:  Moody's  Transportation  Manual. 
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TABLE  B-6.-RATI0  OF  INCOME  AVAILABLE  FOR  FIXED  CHARGES  TO  FIXED  CHARGES: 
PENNSYLVANIA  AND  NEW  YORK  CENTRAL,  1948-^7 
[Dollar  amounts  in  millions] 


Pennsylvania 


Year 


1967.. 
1966.. 
1965.. 
1964.. 
1963.. 
1962.. 
1961.. 
I960.. 
1959.. 
1958.. 
1957.. 
1956.. 
1955-. 
1954.. 
1953.. 
1952.. 
1951. 
1950. 
1949. 
1948. 


$37.2 
85.6 
77.8 
61.7 
42.0 
33.0 
25.7 
41.7 
50.4 
49.3 
54.2 
84.1 

100.7 
56.5 
83.2 
73.0 
61.0 
61.9 
52.4 
57.3 


$36.0 
35.5 
36.2 
34.6 
35.0 
36.9 
38.3 
40.7 
42.0 
45.2 
45.8 
45.0 
48.4 
47.3 
49.2 
48.2 
46.2 
43.6 
42.7 
42.6 


New  York  Central 


Income  avail- 
able for  fixed 

charges  Fixed  charges 


Income  avail- 
able for  fixed 
Ratio  charges  Fixed  charges 


1.04 
2.41 
2.15 
1. 78 
1.  20 
.90 
.67 
1.03 
1.  20 
1.09 
1. 18 
1.87 
2. 08 
1. 19 
1.69 
1.51 
1.32 
1.42 
1.23 
1.35 


$62.9 
89.8 
76.1 
69.5 
50.5 
39.0 
46.4 
36. 1 
52.3 
49.0 
65.2 
88.8 
88.4 
68.0 
107.3 
106.6 
94.3 
108.0 
90.9 
113.0 


$48.8 
44.7 
42.2 
40.4 
41.4 
42.2 
42.9 
43.9 
45.0 
45.4 
46.1 
47.2 
47.2 
49.4 
63.0 
62.5 
60.6 
62.8 
71.9 
72.2 


Ratio 


1. 29 
2.01 
1.80 
1.72 
1. 22 
.92 
1. 08 
.82 
1. 16 
1.08 
1. 41 
1.88 
1.87 
1. 38 
1.70 
1.71 
1.56 
1.72 
1.26 
1.57 


Source:  Moody's  Transportation  Manual. 


TABLE  B-7 
EQUIPMENT  FINANCING 
PENN  CENTRAL,  PENNSYLVANIA,  AND  NEW  YORK  CENTRAL:  1958-69 
[Dollar  amounts  in  millions! 


Penn  Central 


Pennsylvania 


New  York  Central 


Year 


Equip- 
ment 
trust 

certifi- 
cates 

issued 


Net 
leased 
equip- 
ment 
expense 


Net 
rent 
deficit 


Ratio  of 
leased 
equip- 
ment 
expense 
to  net 
rent 
deficit 
(per- 
cent) 


Equip- 
ment 
trust 

certifi- 
cates 

issued 


Net 
leased 
equip- 
ment 
expense 


Net 
rent 
deficit 


Ratio  of 
leased 
equip- 
ment 
expense 
to  net 
rent 
deficit 
(per- 
cent) 


Equip- 
ment 
trust 

certifi- 
cates 

issued 


Net 
leased 
equip- 
ment 
expense 


Ratio  of 

leased 

equip- 

ment 

expense 

to  net 

rent 

Net 

deficit 

rent 

(per- 

deficit 

cent) 

1969   0 

1968   0 

1967   21.7 

1%6   33.6 

1965   25.6 

1%4   15.7 

1963    7-9 

1962   0 

1961  -  8.0 

1960   4.6 

1959..   0 

1958   0 


32.9 
27.1 
24.6 
24.0 
30.6 
31.0 
28.4 
29.7 
29.6 
27.8 
15.3 
10.6 


183.8 
169.3 
144.0 
131.3 
126.9 
115.0 
111.8 
108.1 
95.5 
96.0 
82.3 
76.0 


17.9  . 

16.0  . 

17.1 

18.3 

24.1 

27.0 

25.4 

27.5 

31.0 

28.9 

18.6 

14.0 


0 

12.0 
10.4 

0 

0 

0 

0 

0 

0 

0 


18.9 
19.7 
25.1 
26.3 
23.9 
25.1 
25.7 
25.2 
12.6 
7.8 


88.1 
81.1 
84.9 
77.7 
74.2 
73.9 
64.8 
70.1 
61.6 
54.5 


21.3 
22.4 
29.6 
33.9 
32.2 
34.0 
39.6 
35.9 
20.5 
14.3 


21.7 
21.6 
15.2 
15.7 

7.9 

0 

8.0 
4.6 
0 
0 


56.0 
43. -2 
42.0 
37.4 
37.5 
34.2 
30.7 
25.8 
20.7 
21.6 


10.3 
9.9 
13.1 
12.6 
11.9 
13.5 
12.8 
9.9 
13.2 
13.1 


1  Pro  forma  combination  of  Pennsylvania  and  New  York  Central;  1958-67. 
Source:  ICC  Form  A,  Railroad  Annual  Reports. 
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TABLE  B-8.— RAILROAD  NET  INCOME  AND  DIVIDEND  PAYMENTS 
PENN  CENTRAL,  PENNSYLVANIA,  NEW  YORK  CENTRAL,  AND  CLASS  I  RAILROADS;  1952-70 
[Dollar  amounts  in  millions] 


Penn  Central'  Pennsylvania  New  York  Central  Class  I  railroads 


Payout 

Payout 

Payout 

Payout 

ratio  of 

ratio  of 

ratio  of 

ratio  of 

divi- 

divi- 

divi- 

divi- 

dends 

dends 

dends 

dends 

to  net 

to  net 

to  net 

to  net 

Rail- 

Divi- 

in- 

Rail- 

Divi- 

in- 

Rail- 

Divi- 

in- 

Rail- 

Divi- 

in- 

road 

dends 

come 

road 

dends 

come 

road 

dends 

come 

road 

dends 

come 

net  in- 

de- 

(per- 

net in- 

de- 

(per- 

net in- 

de- 

(per- 

net in- 

de- 

(per- 

come' 

clared 

cent) 

come' 

clared 

cent) 

come' 

clared 

cent) 

come' 

clared  < 

cent)  » 

1970   ($325.7) 

1969  _.  (82.8) 

1968   (2.  8) 

1967   15.3 

1966   95. 2 

1965   75. 4 

1964   56. 1 

1963  _  16.2 

1962   (7.  0) 

1961   (9.0) 

1960   (6. 8) 

1959   15.7 

1958   7. 6 

1957   27.  5 

1956   80. 6 

1955   93. 5 

1954   27. 8 

1953   71. 0 

1952.-..   61.7 


0     _.   $76  $439  578 

$43.4    ...     ...  ...             .  464  487  105 

55.4         565  516  91 

55.1  360.1      $14.1      $33.5  237.6  $1.2      $21.6   1,800.0  322  537  167 

53.7  56.4  45.1  32.0  71.0  50.1  21.7  43.3  904  499  55 
>45.4  60.2  33.9  '  27.7  81.7  '  41.5  17.7  42.7  815  471  58 
'  29.0  51.7  29.1  '  17.2  59.1  '  27.0  11.8  43.7  698  457  65 
'  10. 1       62. 3        9. 2      s  6. 8  73. 9  '  7. 0        3. 3       47. 1  652  379  58 

5.5                   (3.2)       3.4                   (3.8)       2.1   571  368  64 

3. 3                      3. 5         3. 3  94. 3      (12. 5)       0    382  358  94 

6. 6                   (7. 8)       3. 3    1. 0        3. 3      330. 0  445  385  87 

4.9       31.2        7.3        3.3  45.2  8.4        1.6       19.1  578  403  78 

3.3       43.4         3.5         3.3  94.3  4.1         0           0  602  372  62 

34.2  124.4  19.8  16.5  86.4  8.4  17.7  210.7  737  427  50 
38.0       47.1       41.5       20.4  48.1  39.1       17.6       4  5.0  87  9  4  32  49 

32.8  35.1  41.2  19.8  47.6  52.3  13.0  24.9  928  447  48 
9.9       35.6       18.6        9.9  53.2  9.2        0           0  683  374  55 

26.2       36.9       38.9       19.8  53.5  34.0        6.4       18.8  924  382  41 

16.4       26.6       39.3       13.2  35.7  24.7        3.2       13.0  845  338  40 


'  Pro  forma  combination  of  Pennsylvania  and  Nev*  York  Central;  1952-67. 
'  Excludes  extraordinary  items. 

•  Extra  dividends. 

*  Figures  rounded  off  to  nearest  million.  Includes  extraordinary  items. 
'  Figures  rounded  off  to  nearest  whole  percent. 

Source:  ICC  Transport  Statistics  and  Moody's  Transportation  Manual. 


TABLE  8-9  CONSOLIDATED  NET  INCOIVIE  AND  DIVIDEND  PAYMENTS  PENNSYLVANIA  AND  NEW  YORK 

CENTRAL,  1952-67 


Pennsylvania  New  York  Central 


Payout  ratio  Payout  ratio 

of  dividends  of  dividends 

of  net  of  net 

Dividends          income  Dividend  income 

Year                                         Net  income'         declared        (percent)  Net  income         declared  (percent) 


1967 

   60.3 

33.5 

55. 56 

11.0 

21.6 

196. 36 

1966 

    90.3 

32.0 

35.44 

65.5 

21.7 

33.13 

1965 

    70.1 

'  27.7 

39.51 

52.4 

2  17.7 

33.77 

1964 

    60.1 

'  17.2 

28. 62 

35.5 

2  11.8 

33.24 

1963 

  31.8 

'  6.8 

21.38 

13.8 

2  3.3 

23.91 

1962 

  20.5 

3.4 

16.59 

.2 

2.1 

1,050.  00 

1961 

   17.2 

3.3 

19.19 

(10.3) 

0 

1960 

    8.6 

3.3 

38. 37 

4.6 

3.3 

71.74 

1959 

    16.7 

3.3 

19.  76 

13.2 

1.6 

12.12 

1958 

    11.8 

3.3 

27.97 

7.0 

0 

0 

1957 

   29.4 

16.5 

56.12 

12.2 

17.7 

145.08 

1956 

   52.5 

20.4 

38.  86 

42.8 

17.6 

41.12 

1955 

   50.2 

19.8 

39.44 

57.1 

13.0 

22.77 

1954 

    28.3 

9.9 

34.98 

13.7 

0 

0 

1953 

    47.3 

19.8 

41.86 

44.8 

6.4 

14.29 

1952 

    46.4 

13.2 

28.45 

31.9 

3.2 

10.03 

'  Reported  consolidated  net  income  for  the  Pennsylvania  RR.  (1960-67)  includes  income  of  subsidiaries  at  least  50-percent  owned  by 

2  Extra  dividends. 

Source;  Moody's  Transportation  Manual. 
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TABLE  B-10  DIVIDEND  PAYMENTS  PER  SHARE"  PENNSYLVANIA,  NEW  YORK  CENTRAL,  1957-67 
(1958-1967  average  Pennsylvania  $0.97;  NYC  $1.07) 


Year 

Pennsylvania 

New  York 
Central 

Year 

Pennsylvania 

New  York 
Central 

$2. 40 
2. 00 
2.30 

$3.12 
2. 60 
2.60 

  $0. 25 

.25 
.25 

$0. 33 
0 

.50 
.25 
0 

1.25 
.50 

.75 
.50 

.25 
.25 

1  Includes  extra  dividends. 

Source:  ICC  form  A,  railroad  annual  reports. 
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Diversification 

Diversification  is  an  aspect  of  fiscal  policy  requiring  special  attention  be- 
cause it  presumably  set  a  basic  management  tone  that  permeated  the  Pennsyl- 
vania Railroad  an'd  the  Penn  Central  (but  not  the  New  York  Central)  and 
virtually  dominates  public  discussions  of  the  bankruptcy.  As  with  all  elements 
of  the  case,  this  discussion  endeavors  as  a  minimum  to  put  this  policy  manifesta- 
tion in  clear  perspective. 


THE  DIVERSIFICATION  FACTS 


Diversification  facts  are  largely  undisputed  and  need  be  reviewed  only 
briefly.  The  PRE  traditionally  enjoyed  a  broad  economic  base  of  outside  in- 
vestments, largely  in  the  securities  of  other  railroads  and  in  land  which  con- 
stituted a  major  and  stable  source  of  earnings.  The  Central  also  enjoyed  sub- 
stantial external  income,  largely  from  development  of  its  own  property.  It 
had  only  minor  outside  investments,  and  is  unimportant  for  diversification 
considerations  except  for  joint  participation  in  the  affairs  of  the  Penn  Central. 
This  discussion  focuses  on  the  PRR's  diversified  investments  after  1963  and 
their  effects  on  the  merged  company,  but  with  some  intercompany  comparisons. 

Although  all  dimensions  of  the  program  are  of  interest,  the  cash  involve- 
ment is  particularly  significant.  Acquisitions  totalled  $320,313,000,  including 
$203,203,000  in  cash  outlays.  An  additional  $20.5  million  was  paid  to  the  ac- 
quired companies  in  cash  dividends  and  interest  on  securities  granted  in  the 
purchase.  The  PRR  made  $172.1  million  of  the  cash  payments,  the  Central 
$21.4  million,  and  the  Penn  Central  $16.1  million.  Investment  transfers  con- 
tributed $69.5  million  of  the  PRR  commitment  (from  the  sale  of  the  N&W 
stock  and  of  its  interest  in  the  Long  Island  railroad)  and  $33.2  million  of  the 
Penn  Central's  (from  liquidation  of  N&W  holdings).  The  balance  was  from 
working  capital,  including  all  of  the  Central's  $24.4  million,  $21.4  million  com- 
ing m  1967  when  its  net  income  was  only  $1.2  million  (compared  with  PRR's 
$15.6  million  outflow  and  $14.1  million  net  income) . 

The  net  income  sources  of  working  capital  have  been  detailed.  (See  also 
Table  D-1) .  In  summary,  PRR  suffered  a  loss  from  railroad  operations  totalling 
$20.4  million  during  1964-67,  but  earned  $148.5  million  from  other  income,  of 
which  $64.1  million  or  about  44  percent  came  from  the  new  investments.  Central 
suffered  operating  losses  of  $7.6  million  and  earned  outside  income  of  $107.7 
million,  of  Avhich  $3.3  million,  or  3  percent,  came  from  diversification. 

ACQUISITIONS  POST  1963  ' 


  $320,313,000 

  203,  203, 000 

.-    20,479,659 

$10, 924, 302  172, 069, 000 

  -.  24,437,000 

9,555,348  16,134,000 

--   (PRR)  69. 5 

 -..  (PC)33.2 


Total  investment  (plus  dividends). 

Cash  (excluding  dividends)  

Dividend  (cash).  

Of  which  cash  from— 

PRR  (plus  dividends).... 

NYC  


PRR  

Transfer  investment  (millions): 

N.  &  W.  and  U  

N.  &W  


'  Partial  summary  of  findings.  Detailed  text  appear  at  pp.  9-20  infra- 

v%  %2^,^ 
(73) 


{"t^iniif  nnn""  '^"'"/'T'l','"!,'^??!,*?,''' 3"  °^  "YC's  $24,437,000  (versus  $15,558,759  for  PRR)  and  PRR  net  income  in  1967 
v<as  ♦ii,usi!,uuu  versus  Central  s  $1,243,000. 
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SOURCES  OF  NET  INCOME 
[In  thousands] 


PRR 

NYC 

Year 

Rail 

Other 
old 

Other 
new 

Other 
total 

Total 

Rail 

Other 
old 

New 

Total 

1963 

(12, 252) 
(1,190) 

21,710 
22, 766 

7,557 

9,158 
29, 133 

(13,  834) 
(437) 

20, 873 
27,  484 

7,039 
27,  047 
41,519 
50,111 

1,234 

1964 
1965 
1966 

3,349 
11,799 

19,012 
13,534 

11,536 
19,  722 

33,  897 
45,  055 

14, 112 
21,672 
(32,936) 

27,  407 
27,  552 
31,793 

887 
2,377 

1967 

(34,316) 

23,  094 

25,314  . 

14.  092 

Total   

(32,610) 

106, 116 

64, 129 

170,245 

137,  635 

(47, 207) 

107,  702 

3,264 

84,  406 

Diversification  earnings  totalled  $65.6  million  for  PRR,  $3.3  million  for 
NYC,  and  $94.3  million  for  Penn  Central.  . 

Overall,  the  average  annual  cash  return  ^vas  $7.5  million  against  an  invest- 
ment of  $138.4  million,  or  5.5  per  cent.  Balancing  cash  investment  payments, 
and  receipts,  the  deficit  was  $145.4  million.  Crediting  t.his  flow  with  the  pro- 
ceeds of  the  N&W  and  Long  Island  liquidations  as  a  substitute  investment  re- 
duces this  balance  by  $103.6  million  to  a  net  of  $41.8  mmion.  1^  ^hese^  erms, 
the  PRR  suffered  cash  drains  of  $47.4  million  and  the  Central  $19.1  million, 
totalling  $66.5  million.  Penn  Central  showed  a  cash  gam  of  $24.7  million,  pro- 
ducing a  final  net  outflow  of  $41.8  million. 

RATIONALE 

Virtually  all  PRR's  substantial  real  estate  holdings  in  major  cities  of  its 
ser^ace  area  prior  to  1964  were  associated  with  the  rail  operation  of  the  co^; 
panv  and  had  been  developed  to  enhance  the  revenues  of  the  physical  plant 
TheV  contributed  substantiallv  through  rental  and  capital  gam  income  to 
the  consolidated  earnings  of  the  railroad.  The  specific  "diversification  program 
dates  from  late  1962  and  earlv  1963."  The  Pennsylvania  then  owned  appioxi- 
mately  2.4  million  shares  of  Norfolk  and  Western  common  stock,  acquired  over 
many  years,  with  a  total  market  value  of  approximately  $300  milliom  These 
shares,  a  pawn  in  the  approval  of  the  N&W  merger  and  hence  of  the  PRR->;  ^ 
union,  would  have  to  be  liquidated,  shutting  off  a  substantial  source  of  dividend 
income.  It  was  necessary  to  establish  an  income  producing  investment  program 
from  the  proceeds  of  these  shares.  ,      ■    ^  ^.i,^ 

Since  these  large  holdings  were  lodged  in  the  Pennsylvania  Company  the 
liquidation  had  to  be  carefully  handled  to  protect  the  subsidiary  s  credit  standing 
because  of  its  potentially  vital  role  in  upcoming  refundmgs  of  transportation 

company  debt  in  1965  and  1968.  -,   .    ^i       -i      i    „  ^^^i;..ifl^' 

The  investment  of  the  liquidation  proceeds  m  the  railroad  ^^as  explicits 
considered,  but  was  rejected  because  of  its  inability  to  produce  savings  from 
capital  improvements.  According  to  Bevan,  4=  ,h,vo  tl.pn  thpre 

*  *  *  If  the  savings  can  be  brought  down  to  net  m  the  future,  then  there 
is  no  need  of  acquiring  these  funds  from  the  Pennsylvania  Company  and 
if  not,  there  is  no  justification  from  a  stockholder's  point  of  view  tor  doing 

On  May  14,  1968,  Chairman  Saunders  announced  a  new  $500  mij^lion  di- 
versification program  to  run  over  six  years,  still  aimed  at  finding  a  good  substi- 
tute investment  for  the  N&W  holdings.  The  objective  investment  criteria  were 
a  minimum  acceptable  profit  return,  adequate  gro^vth.  and  the  beneficial  use  ot 
tax  shelter. 

Investment  Pattern 

The  PRR's  non-rail  investments  embraced  three  basic  industries:  (1)  pe- 
troleum pipeline  distribution:  (2)  real  estate  develoi^ment :  and  (3)  air  trans- 
portation. Buckeye  Pipeline  was  acquired  in  July  1964,  primarily  for  efhcieiit 

52Becnu<=e  of  the  f«ct  that  ownership  of  siioh  holdlntrs  was  held  ina?'-,.^"''^.^„^^" 
which  were  ran  or  rail-related  operations  It  wouW  be^ 

amounts  expended  on  rail  anf^^^on^ail  waf  L  elt  cumulative  basis, 

funds  expended  on  the  combined  real  estate  holdings  was,  on  product  markets  unrelated 

^  The  calculated  acquisition  of  companies  engaged  in  operations  >°  P^o^J""  tabllltr,  increasing 
to  that  of  the  acquiring  company,  ostensibly  for  reasons  of  attaining  economic  hiauii  . 

earnings,  etc.  . ,  ^  \  ji  on  lOfiQ  sef  nut  in  full  in  text  infra,  at  p.  389. 

2*  Memorandum  by  David  C.  Bevan,  April  30,  19biJ,  set  out  m  luu  m  al. 
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railroad  right-of-way  utilization  in  a  throwback  to  tradition."  However,  at 
acquisition  time,  Buckeye  was  described  by  Saunders  in  a  press  release  as  "an 
important  step  in  a  long-range  program  of  diversification."  The  emergence  of 
this  broader  view  of  the  acquisitions  still  tempered  by  the  past  is  reflected  in  a 
May  1963,  memorandum  with  the  dictum  that,  "Logically,  diversification  should 
be  into  an  industry  which  supplements  or  complements  the  basic  operations  and 
one  which  in  concept  and  philosophy  is  readily  understood  by  the  management 
of  the  parent  company."  Land  use  and  transportation  were  the  apparent  com- 
mon denominators.^^ 

Another  major  criterion  in  investment  selection  was  rate  of  return.  The 
necessity  of  obtaining  a  high  rate  of  return  from  any  acquisition  in  order  to 
replace  the  substantial  85  percent  tax  free  cash  dividend  income  from  the  N&W 
shares  was  stated  as  a  dominant  goal  of  fiscal  management.  However,  this  con- 
sideration played  a  relatively  minor  role  in  the  Buckeye  and  (especially)  in  the 
real  estate  acquisitions. 

Initial  entry  into  real  estate  development  was  accomplished  by  the  acquisi- 
tion of  controlling  interest  in  Great  Southwest  Corporation  (GSC)  in  June 
1964.  Called  "an  important  step  in  a  long-range  program  of  diversification,"  by 
Saunders,'*  GSC  was  viewed  as  the  nucleus  of  furtlier  diversification  in  real 
estate  operations.  It  was  subsequently  employed  in  the  acquisitions  of  Macco 
Realty  Corp.  and  of  I.  C.  Deal  Corp. 

Although  a  cogent  rationale  was  not  enunciated  by  the  railroad,  some 
reasons  for  acquiring  GSC  and  entering  real  estate  development  were  contained 
m  an  mformal  memorandum  from  the  investment  adviser  to  the  railroad  for  its 
acquisitions,  Glore  Forgan,  William  R.  Staats  and  Company.  Among  the  rea- 
sons cited  were :  "*  *  *  the  experience  of  the  railroad  in  industrial  property 
managenient"  combined  with  "*  *  *  the  stability  and  growth  of  GSC  opera- 
tions which  could  help  overcome  the  cyclical  character  of  the  railroad  business : 
and  the  opportunity  to  participate  in  the  growth  of  an  area  which  is  expanding 
at  a  much  faster  rate  than  the  operating  territory  of  PRR."  The  PRR  press 
release  on  the  acquisition  also  refers  to  the  railroad's  prior  real  estate  "experi- 
ence" but  these  reasons  are  not  particularly  compelling.  The  railroad 
owned  and  managed  commercial  property  yielding  rental  income  and  had  sold 
or  leased  parcels  to  shippers  adjacent  to  the  rail  line.  This  experience  is  only 
distantly  related  to  the  industrial  district  projects  of  GSC  which  was  the  basis 
ot  the  real  estate  activities  of  Arvida,  Macco  Realty,  and  later  GSC. 

GSC's  "stability  and  growth"  is  also  shallow  in  view  of  its  short  history 
marked  by  frequent  losses.  Even  more  basically,  the  real  estate  industry  is 
Highly  volatile,  dominated  by  fluctuating  interest  rates  and  the  fortunes  of  local 
economies.  Furthermore,  the  PRR's  experience  should  have  warned  of  the  ex- 
traordinary financing  demands  normally  made  by  such  operations,  with  an 
endless  need  for  external  financing  imposed  by  funds  tied  up  in  unsold  proper- 
ties tor  future  development  and  a  high  rate  of  receivables,  principally  in  the 
form  of  second  trust  notes.  These  absorb  all  funds  generated  internally  and 
permit  little  m  dividends.  The  principal  reward  is  in  capital  gains  realized  from 
stock  appreciation. 

The  investment  in  Executive  Jet  Aviation,  Inc.  (EJA),  ostensibly  an  air 
taxi  operator,  was  the  vehicle  through  which  the  PRR  hoped  to  enter  a  third 
area  ot  business  operations,  air  cargo  transportation.^"  The  railroad  wanted  to 

^'^S°e"MemVramu/m''rt^^^^  T'^'       ^^^^  PS^P"^*^  acquisition  of  Buclceye. 

pendix  f>  Exbi^u  4  n  4V4  fni  f,,!)  vl.*''%'^^?'^  Pennsylvania  Railroad  Finance  Department,  Ap- 
advanced  In  np^rlv  tll  divn^^^^^^  ^""^  ""^  HV''  memorandum.  Of  course,  the  argument  normal  v 

In  J  frn,^  o  dlversiflcatlon  programs,  that  of  seeking  to  introduce  earnings  stablUtv  result- 

a  M^^."'"*'*!?  '■''"'i'^l  dated  July  24.  1964  :  see  Appendix  D,  Exhibit  11  p.  516 
Hodg^r^Terrn'p^n^lix'rEv^tht't^^'ils'''^'  ''''^  ^•^-«>        ^JH  (Charles  .T. 

screened'^and''propos''ed''Ejf  Vtho,i^,t^  ""'""^'^       ^-  ^^o  later  stated  "I 

f^eight^^4s  nT  doing  its  ioh'^r^Pnd^n^  ^'i?'''''  management  not  aware  of  whafs  coming  In  air 

ti^ffauttf  l^,dtng^1^*^^!l';;o'^  t^Tin\%\Z'Ttll  fo^ilnT  ^""^^^^"^  '"""'"'^ 
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become  an  integrated  transportation  company  ("a  transportation  department 
store")."  basically  to  counter  competitive  impacts  in  all  areas  and  mcluding 
certain  bulk  commodities  that  air  freight  threatened.^^ 

The  EJA  investment  was  made  despite  Fedei-al  aviation  laws  effectively 
prohibiting  control  of  transportation  operations  by  a  surface  transportation 
company.  The  railroad  attempted  to  avoid  these  "ownership"  prohibitions,  at 
least  in  form,  by  investing  principally  in  debt  securities.  Legitimatizing  this 
investment  required  a  CAB  determination  that  the  ownership  of  non-votmg 
securities  did  not  constitute  "ownership"  or  "control"  of  an  air  carrier  or  re- 
quired a  conclusion  that  ownership  of  EJA  by  the  railroad  was  in  the  "public 
interest  and  to  the  public  advantage"  and  not  in  restraint  of  competition.  When 
EJA  attempted  to  expand  from  its  original  air  taxi  activities,  what  might  con- 
ceivably have  permitted  railroad  ownership,  to  supplemental  carrier  status  with 
nationwide  passenger  and  cargo  charter  operations,  the  Civil  Aeronautics 
Board  ordered  the  railroad  to  dispose  of  its  entire  EJA  investment.^^ 

This  investment  (totalling  $21,365  million)  was  sold  by  the  railroad  in 
January,  1972,  for  $900,000— a  net  loss  of  approximately  $20.5  million.  Be- 
sides the  questionable  legality  of  the  investment,  EJA  was  just  commencing 
operations  and  needed  large  amounts  of  external  financing  in  order  to  acquire 
the  jet  aircraft  needed,  most  of  which  was  provided  by  the  railroad.  There  was 
little  hope  of  an  immediate  or  even  near-term  return  on  investment  in  either 
reportable  earnings  or,  more  certainly,  in  cash  dividends.  Like  the  real  estate 
companies  acquired,  EJA  was  an  extremely  poor  investment  in  light  of  the 
railroad  needs." 

The  Central's  sole  acquisition  of  Strick  Corporation  was  not  as  much  of 
an  abrupt  departure  from  rail  activities  into  a  totally  unrelated  product  market. 
Strick,  a  manufacturer  of  lightweight  aluminum  trailers  and  vans  and  contam- 
erized  equipment  for  the  railroad  industry,  was  a  company  whose  operations 
had  been  known  to  the  NYC  since  the  advent  of  the  latter "s  Flexi-Van  service 
in  1956.  The  combination  trailer-rail  shipping  container  used  by  the  XYC  was 
manufactured  by  Strick  and,  for  that  matter,  developed  for  this  purpose.  More- 
over, the  XYC  was  also  a  trailer  customer  of  Strick  for  other  parts  of  its  rail- 
truck  operations.  Acquisition  of  Strick  was  therefore  a  partial  integration  of 
these  operations,  as  well  as  an  attempt  to  gain  a  greater  return  on  investment. 
However,  because  of  its  own  expansionary  plans,  Strick  too  became  an  unex- 
pected drain  (in  terms  of  advances)  on  the  cash  resources  of  the  railroad.  Rath- 

31  See  list  of  "Reasons  Why  Transportation  Diversification  Should  Benefit  the  Public,"  prepared 
by  PCTC  legal  department,  appearing  as  attachment  to  memorandum  dated  3/10/69  by  Basil  Cole, 
Vice  Pres.,  Administration.  PCTC  (and  executive  assistant  to  S.  T.  Saunders)  to  all  PCTC  depart- 
ment heads,  with  accompanving  comments  by  certain  railroad  officials  ;  Appendix  D,  Exhi  )it2(,  p.  oSo. 
See  also  letter  dated  1/23/67  from  S.  T.  Saunders  to  Hon.  Alan  S.  Boyd,  Secretary  U.S.  Department 
of  Transportation.  Appendix  D,  Exhibit  29.  0.  5.''9.  ^         ^  „„ 

^  Remarks  by  S.  T,  Saunders  to  the  New  York  Traffic  Club  on  February  20,  1969  restates  these 

"Unless  railroads  are  permitted  to  diversify  Into  other  forms  of  transportation,  within  a  relatively 
short  period  of  time  air  cargo  will  have  the  same  effect  on  railroad  freight  traffic  as  passenger  air- 
lines h  ve  hid   on  long-haul  and  intermediate  range  railroad  passenger  service  since  ^orld  War  u. 

"The  impact  of  airborne  freight  could  be  the  last  straw  for  railroad  freight  services  except  certain 
bulk  commodities,  and  railroads  cannot  survive  on  this  sort  of  trnffic  alone  This  imminent  new 
threat  underscores  the  need  for  the  revision  of  laws  and  regulatory  practices  which  prohibit  railroads 
from  ownership  of  other  modes  of  transportation."  Memo  from  Bill  C  to  WAL,  attached  to  March  10, 
1969  memorandum  of  B.Tsil  Cole.  Appendix  D.  Exhib  it  2S,  p.    39^  ,      ^  ri-.(-«Ko,.  i ^ 

33  Executive  Jet  Aviation,  Inc.  Docket  No.  17657  et  al.  Order  No.  69-10-67  entered  October  14, 
1969  In  addition,  for  its  role  in  a  series  of  illegal  actions,  including  the  pursuit  of  extensive  for- 
eign supplemental  carrier  acquisition  activities  resulting  in  actual  control  over  several  carriers 
(before  obtaining  requisite  CAB  approval),  and  the  leasing  of  certain  owned  Jet  aircraft  to  th^ 
companies  without  disclosing  such  ownership  Interests  to  the  CAB  nrlor  to  rece  ving  authority  to 
lease  the  aircraft,  the  CAB  levied  a  fine  of  $65,000  on  the  railroad  (and  $5^00  on  EJA)        ^j„„„,„,.^  .„ 

3*  The  bizarre  story  of  EJA  and  PRR  (and  later  Penn  Central)  relationship  has  been  chMnjcled  in 
detail  in  numerous  instances  Including  Hearings  before  the  Senate  Commerce  Committee  Fatlmg  Rail- 
road, Part  2,  serial  No.  91-90.  91st  Congress,  2d  Session  ;  a  lengthy  staff  report  of  t^^e  U.S  House  of 
Representatives  Committee  on  Banking  and  Currency   (The  Penn  Central  the  Role  of 

Financial  Institutions.  Part  II.  -Case  Study  of  Penn  Central  Subsidiary  :  Executive  Jet  Aviation 
Staff  Report  of  the  Committee  on  Banking  and  Currency,  dated  December  21    1970.  t  S.  House 
Representatives.  91st  Cong..  2d  Sess.)  and  in  numerous  mag^ine  and  newspaper  articl^^^^ 
"Is  the  PV-'-  the  t  !,T,ft  for  the  Pennsv."  Bufh'ps'x  We'-k.  Decer"' er  ^O.  i966:    T^n-l  of  n  K   '"rp  vpu 
tuV^  Busines^  Weefc.  August  16,  1969.  beginning  at  p.  122:  "lAB :  Aviations  Big  Whodunit," 
American  Aviation.  December  23,  1968  pp.  11-13:  "CAB  Studies  Charge  That  Penn  Cental  S^^^ 
niegal  Foothold  In  Air  Transportation."  Wall  Street  Jo«rnaf  August  15  1969     Penn  Central  Told 
to  Shed  Control  of  Flying  Service.  '  Wall  Sfeet  .Journal,  October  16.  .19«9^„/f  m-^"ner  "n- 

th'=  re"o-t  to  CO  into  the=e  details  ."gain  othe--  tlmn  to  note  m  ii.issmc  th"t         'hnrirlv  m"""" 
^vhlcrEJA  was  run  bv  its  ton  management  gives  testimony  to  the  lack  of  PRR  nmnageria  g^ld^ 
Tnce  given  to  the  operations  of  companies  Invested  In  (the  special  circumstances  perhaps  In  existence 
here,  that  of  trying  to  avoid  the  appearance  of  "control,"  not  withstanding). 
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er  than  permit  continued  advances,  at  the  expense  of  rail  projects,  many  of 
which  were  being  turned  down,  the  Central  cut  off  to  further  loans  the  first  year 
after  acquisition.^s  When  Strick  profits  fell  off  the  following  year,  and  the 
merged  railroad  made  financing  arrangements  to  acquire  trailers  needed  in  its 
trucking  operations  at  more  economically  advantageous  terms  than  it  could 
obtain  by  leasing  them  from  Strick,  the  Strick  company  was  sold.^" 

The  merged  company  concentrated  its  initial  diversification  efforts  on  the 
acquisition  of  Kayser-Roth,  the  nation's  leading  apparel  manufacturer.  As  an 
entry  to  the  consumer  goods  field,  this  seemed  to  represent  a  vast  improvement 
over  the  earlier  acquisitions.  The  fundamental  investment  objectives  restated  by 
Saunders  to  the  PCTC  Board  in  connection  with  the  consideration  of  the  Kay- 
ser-Roth proposal  reflected  awareness  of  past  difficulties;  "*  *  *  a  company 
must  be  sufficiently  large  and  established  as  a  going  concern  *  *  *"  (the  three 
real  estate  development  companies  and  EJA  were  all  young  companies  with 
attendant  financing  demands  and  unstable  earnings  performances)  ;  "trans- 
portation companies  *  *  *  are  not  prime  candidates  because  of  potential  con- 
flict with  certain  anti-trust  theories  and  regulatory  policies  *  *  * ;  "moreover, 
there  are  obvious  advantages  in  using  securities,  rather  than  cash  *  *  *").37 

Had  the  other  expressed  objectives  (profitability,  growth  potential,  bene- 
ficial use  of  tax  shelter)  been  employed  with  those  set  forth  above,  a  more 
beneficial  result  from  the  diversification  program  of  the  PRR  may  well  have 
emerged.  Kayser-Roth  appeared  to  represent  a  more  reasonable  approach  to 
diversification  m  the  sense  of  cash  generation,  than  did  prior  diversification 
efforts.  However,  after  approval  by  both  companies'  board  of  directors,  but 
before  submission  to  shareholders  of  the  firms,  Kayser-Roth  officials  terminated 
discussions  in  October,  1968. 

The  PCTC's  investment  (23  percent  interest)  in  Madison  Square  Garden 
Corporation  neither  added  to  any  established  investment  pattern  (i.e.  real  es- 
tate operations)  nor  reflected  any  new  departure.  It  represented  primarily  an 
opportunity  for  the  railroad  to  exchange  its  stock  interest  in  its  Penn  Terminal 
Co.  (through  which  it  owned  Pennsylvania  Station  in  New  York  City)  for  that 
in  a  more  promising  enterprise  whose  physical  plant  had  been  erected  over  the 
site  of  the  railroad  subsidiary's  property.  It  is  also  noted,  however,  that  the 
transaction  represented  an  opportunity  for  the  Transportation  Company  to 
record  a  $21  million  gain  on  the  exchange  of  stock. 

Th-  Central  was  appropriately  wary  of  its  proposed  merger  partner's  real 
estate  diversification  activities  as  revealed  in  the  minutes  of  the  Board  of  Di- 
rectors meeting  m  May,  1966,  which  considered  a  PRR  request  to  raise  its  debt 
ceiling  to  cover  these  acquisitions.  The  Board  expressed  reservations  about  the 
wisdom  of  the  PRR  s  entrance  into  the  real  estate  development  business  but 
mllion  ceOi^g''^^''"^  '''''^^     ^^^^  million,  neariy  double  the  original  $100 

Considering  its  needs  and  objectives,  real  estate  development  was  a  pecu- 
liariy  inappropriate  choice  for  the  railroad's  diversification.  Wliile  not  offering 
the  spectacular  stock  appreciation  possibilities  of  real  estate,  many  other  chan 
nels  could  have  provided  the  growth  and  return  on  investment  objectives  with- 
out the  extraordinary  financing  demands  or  the  accompanying  sacrifice  of  cash 


mini;7;t"e"sub:SitteT tr tie-  rallroat' $9 l?""""-  ^''^'^^  ""'•^  ^^''"^^t^  totalling  $11 
Strick  was  becon^ng  mucli  nfrre  cath  dr^  ^""^  f-^'^"*^,''  before  It  became  apparent 

Grant,  V.  Pres.  Flnanc^ \YC  wrote  to  Snf  Knf^^  P^^^  J^^".  'l."f!«Pate(l.  On  May  26,  1967.  W.  R. 
longer  be  eranted  by  the  railroqrt    hP^^nM=e  hi  ^  *''at  such  requests  Avould  no 

down  in  the  Interest  of  conserving 'ca^^^^^^  °f  ^"<'  turned 

roll:  (c)  strick  had  g-ven  nTlnSfcatlon  Vh^  U        "Z^lf  f^''''  been  released  from  the  Central's  pay- 

31  1969Vro;i;  r^E.  ^Per^;r  to"p.  r^IiJ^^J^.  ?>.  ^Uit 

$2.3rnfinTon'of"nvo%&ro''f%'nn;°v^^^^  '--"^e  of  approximately 

to  have  been  cash  dividends  paid  on  thP«e  sharps  7iTn-  I  ■n,'"'''^'''"''*'''  ""^J-  ""tf"^- 

cash  dividends  received  from  the  aconiLrt  .nmni^^^^  annually)  to  be.  of  course,  offset  hv 

Appendix  D.  Exhibit  7  n  507  )         'i«^<l"'red  company.   (Memo  used  by  S.  T.  Saunders,  June  1968. 

-Mlnutes-NYC  Board  of  Directors  meeting.  May  4,  1966;  Appendix  D.  Exhibit  14.  p.  523. 


Railroad  Operations 

Assessing  the  performance  of  the  manajjements  of  the  Pennsylvania  Rail- 
road and  the  New  York  Central  Railroad  in  order  to  understand  hoAV  it  affected 
and  was  affected  by  the  financial  position  of  the  compa)iies  is  somewhat  like 
the  chicken  and  egg"  riddle.  While  it  cannot  be  definitely  answered,  it  can  be 
profitably  considered.  In  keeping  with  this  study's  pursuit  of  perspective, 
establishing  even  a  rough  balance  will  be  useful. 

A  basic  cornerstone  of  perspective  is  a  clear  assessment  of  the  constraints 
conditioning  management  decisions;  this  is,  indeed,  the  heart  of  putting  re- 
sponsibility in  perspective.  Constraints  may  be  viewed  here  as  they  were  in  the 
fiscal  policy  treatment  and  classified  roughly  on  the  basis  of  how  elastic  or  rigid 
they  were  and  whether  they  were  external  or  internal  influences.  Important 
elements  of  constraint  include  regulation,  shipper  relations,  technological  fac- 
tors, competitive  and  market  conditions,  fiscal  posture,  merger  gestation  limita- 
tions, and  connecting  railroad  relationships. 

With  fiscal  policy  separately  treated,  this  assessment  concentrates  on  man- 
agement activities  connected  particularly  with  the  operations  of  the  railroads. 
The  areas  examined  include  plant  and'  labor  management,  production  man- 
agement as  reflected  in  equipment  and  plant  utilization  and  the  pricing  and 
marketing  of  services. 

_  The  central  purpose  is  evaluation  rather  thnn  description.  In  some  situ- 
ations, evaluation  is  possible  with  absolute  indicators ;  in  others,  a  comparative 
approach  is  more  meaningful.  Comparisons  of  the  merger  partners  are  revealing 
because  their  approaches  were  sufficiently  different  to  permit  an  evaluation  of 
alternatives.  Further  comparisons  with  other  railroads  and  of  the  Penn  Central 
before  and  after  bankruptcy  offer  insights  regarding  the  company's  condition. 

The  general  setting  of  the  evaluation  is  well  known :  The  plant  is  run  down, 
service  levels  are  qualitatively  impaired,  phvsical  indicators  of  performance 
efficiency  are  out  of  line,  and  costs  are  inflated.  The  purpose  is  to  no^e  specifics 
and  search  for  reasons. 

DECISION  COlSrSTRAINTS 

The  major  set  of  constraints  may  be  considered  as  essentially  environmen- 
tal. The  unfavorable  market  environment  spells  both  financial  stringency  and  a 
traffic  volume  which  is  usually  either  inching  up  painfully  slowly  or  actually  de- 
clining The  former  restricts  the  tools  available  and  the  latter  is  a  drag  on  effi- 
cient plant  utilization  and  operating  arrangements.  The  constraints  in  this  class 
are  somewhat  internal  and  slightly  elastic ;  that  is,  managements  can  assert  some 
measure  of  control  over  market  environment  by  "making  a  better  mousetrap." 
But^the  opportunities  are  still  limited  if  there  is  little  interest  in  catching  mice 
or  if  the  mice  still  refuse  to  be  caught. 

_  Another  regulatory  constraint  prominently  mentioned  as  imposing  a  heavy 
dram  on  many  railroads  and  as  particularly  significant  for  the  Penn  Central 
and  its  components  is  the  restriction  on  the  abandonment  of  unprofitable  lines, 
(jiven  the  high  fixed  costs  characteristics  of  railroads,  traffic  density  is  an  impor- 
tant variable  m  profitability.  Light  density  lines  which  are  readily  separable 
from  profitable  segments  are  thus  prime  candidates  for  elimination.  A  prominent 
result  of  the  weakened  market  position  of  many  railroads  is  a  decline  in  density 
to  unprofitable  levels.  It  is  asserted  that  about'80  percent  of  the  Penn  Central's 
freight  revenues  are  attributable  to  just  11.000  of  its  20,000  mile  total.^^ 
Alternatively  stated,  nearly  ,50  percent  of  the  mileage  accounts  for  only  20  per- 
cent of  the  receipts.  The  inference  is  drawn  that  some  of  the  remainino-  9,000 
miles  are  prime  candidates  for  abandonment. 

The  profit  impact  of  these  relationships  is,  however,  far  from  clear  since 
it  is  much  more  difficult  to  determine  the  cost  reduction  that  would  be  associated 

D,  Exhfbrt''54  %  623  ^^"^"  Central  Trustees  on  Reorganization  Planning,  February  15,  1972.  Appendix 
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witli  the  20  percent  revenue  decline  from  dropping  the  light  density  lines.  The 
Penn  Central  is  actively  studving  the  matter,  however,  and  tentative  indications 
are  that  potential  savings  are  not  impressive  in  either  absolute  or  relative  terms. 

Accordincr  to  an  estimate  in  the  Trustees"  Report  of  February  15,  1972 
the  operation  of  the  11.000  mile  core  system  envisioned  would  transform  an 
actual  1970  operating  deficit  of  $101  million  to  a  $94  million  gam,  ff^^en  anSO 
percent  operating  ratio.  But  since  the  ratio  achieved  m  19<0  for  the  20,000  mile 
svstem  exceeded  90.  it  is  apparent  tliat  much  of  the  gain  cited  is  attributable  to 
the  much  lower  operating  ratio  which  was  postulated.  Applying  the  80  ratio  to 
actual  1970  freight  revenues  of  $1,392.1  million  and  reducing  it  by  20  percent 
produces  a  i^ositive  net  of  $222.8  million.  This  leaves  only  about  $24  million  as  a 
saving  attributable  to  cutting  the  plant  virtually  in  half.  This  figure  is  reason^ 
ably  consistent  with  an  estimate  of  the  Federal  Railroad  Admimstration  ot 
$60  million  potential  savings  for  all  railroads  in  the  country  from  justifiable 

plant  reductions."  ,  .  ,     ,  ^        -j     •  „ 

It  is  likelv  that  even  $24  million  is  too  high  when  a  system-wide  view  is 
taken.  Traffic  Vhich  is  unprofitable  on  a  light  density  route  may  contribute  to 
system  net  when  account  is  taken  of  the  lower  unit  costs  on  high  density  seg- 
ments. „        ,  ,. 

The  latest  "Interim  Report"  by  the  trustees  exposes  for  public  scrutiny  a 
studv  indicating  that  because  of  labor  protection  costs,  a  system  reduced  to 
15,000  would  produce  a  higher  Net  Railroad  Operating  Income  than  would  an 
11,000  mile  system."  Necessarily,  numerous  assumptions  are  made  m  the  report 
making  a  thorough  critical  analvsis  of  it  impractical.  ,  •    ,  i 

It  may  be  assumed  that  the  Penn  Central  has  under  its  control  certain  track 
and  roadbed  which  is  not  only  uneconomic  but  provides  no  redeeming  social, 
environmental,  or  other  virtue  and  should  therefore  be  abandoned.  But  deciding 
what  should  be  abandoned  requires  close  coordination  withm  a  railroad  s  man- 
acrement  and  demands  careful  attention  to  numerous  factors  including  property 
taxation,  changes  in  traffic  routing,  effects  on  pricing  and  marketing,  and  ca- 
pacity of  alternative  facilities.  .  .   •    ^i.   j    •  •  + 

In  some  instances  tax  savings  may  play  a  dominant  role  m  the  decision  to 
abandon.  Because  of  peculiarities  in  Maryland's  property  tax  laws,  for  example, 
a  1961  intercompanv  "personal"  memorandum  to  the  Pennsylvania  Railroad 
noting  that  J^Iarylaiid  track  "produces  a  savings  of  2  to  4  times  that  obtained 
in  any  other  state."  concluded  that  "this  statement  vigorously  demonstrates  the 
need  to  eliminate  as  much  track  as  is  possible  withm  the  State  of  Maryland. 
Tax  savings  for  the  Pennsylvania  and  the  Penn  Central  were  of  great  concern 
in  every  abandonment  proposal."  .      ,i       •  j  ^ 

Various  documents  from  the  Penn  Central  files  question  the  wisdom  ot 
certain  management  abandonment  proposals.  In  October,  1970  the  ISIarketing 
Department  officials  expressed  dismay  over  several  lines  which  had  been  added 
to  the  abandonment  list,  about  which  ^Marketing  had  not  been  consulted  and 
which  Marketing  felt  should  be  more  carefully  evaluated."  Another  document 
dated  June  3, 1970  suggested  additional  criteria  which  could  have  been  employed 
in  making  up  the  abandonment  plan.^^  The  writer  was  concerned  about  increas- 
in<T  "circuity  of  mileage"  because  "invariably"  circuitous  movements  undertaken 
as^the  result  of  abandonment  "supposedly  to  reduce  costs"  actually  increase 
our  costs  and  show  up  in  the  guise  of  lessened  profitability,  lessened  incentive 
for  investment,  inability  to  quote  competitive  rates,  etc."  He  was  concerned  that 
abandonments  also  affect  leases,  other  contracts,  and  mortgages.  In  addition  tlie 
relationship  between  total  investment  in  a  branch,  its  actual  net  salvage  value, 

^'"L'^2^^irvTl96?',?e^.llo'S^  J.P.N,  to  J.D.M.   (J.  D.  Morris.  In  1967  P.R.R.  Vlce- 

^^''^^g^rtrex!;;^;^iis^''^i'Pf^m^J^i^e'^vice 

to  be  derived  from  abandonment  of  all  unnecessary  tracks  and/or  facilities    reproaueea  in  pan 
'^''''"o:^t?be™19?0^!',^^^^^^^^^^  from  T.  B.  Graves  to  J.  R.  Sullivan  (Asst.  Vice-Pres.  Marketing). 

^'''''^n^  F'^^^o^'^^xn.  from  George  R.  Wallace  (Vice-Pres.  Coal  and  Ore)  to  J.  R.  Sullivan. 
Appendix  D,  Exhibit  59,  p.  684. 
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on  co^^reX'S?  oZTZ'u'  "'^'t'''-  ^"^""^^  n^anagement  focus  attention 
W  w-  T?  '  ,  ''^"^^  emphasize  an  examination  of  future  nrosoects 
for  business.  It  may  be  questioned  whether  a  massive  abandonment  proS 

SomTr^^  thoThtto  be  s^ 

^Sl^Se^il^  -^^^  ^iSiv?:^ 
donment.  It  cannot^be  determined  from  the  Trustees'  October  report  the  exte^^ 
to  which  some  of  the  other  factors  may  have  an  unanticipated  Tpact  on  ?ost« 
Jreatlrl  "i  .  bn^t  f''^^'' I^^^IJ^-^^  be  sufficient  tra^ffic  retailed  to  ensure 
greater  deiisit:^,  but  apparently  did  not  examine  the  very  crucial  question  of 
impact  on  the  mam  lines  as  compared  to  actual  expense  of  the  reduced  tiaffic 
revenue  generated  by  the  branch  lines.  Nor  does  it  seem  to  pav  heecl  to  possible 

?fr,S  .'1  !  ""7  ^^r"^.*^"'  '^"^^"^  ^^bich  might  be  required  'where  connecting 
hnks  are  severed.  The  Trustees  have  indicated  that  many  factors  must  be  given 
weight,  including  "practicalities  of  operation,  future  traffic  potential  and 
special  characteristics  of  the  various  lines they  further  indicate  in  the 
October  1  report  their  intention  to  plan  for  a  15,000  mile  system. 

Abandonment  questions  seem  to  be  many  and  the  projected  benefits  are 
not  as  clear  as  often  stated.  It  is  probably  not  iustifiable  therefore  to  place 
undue  emphasis  on  the  regulatory  process  as  a  restriction  on  line  abandonment 
Many  other  considerations  are  involved,  not  the  least  of  which  are  sound 
business  practices.  Changing  the  ICC  abandonment  criteria  may  not  yield 
the  benefits  claimed. 

There  are  a  host  of  other  influences  restricting  management  freedom,  many 
of  them  peculiar  to  railroads.  Rate  regulation,  a  "classic  case,  appears 
prominently  m  connection  with  the  rail  industry  and  individual  railroad  efforts 
to  ad]ust  prices.  Relations  with  other  companies  in  the  industry  are  peculiarly 
limiting  because  of  the  physical  interconnections  and  the  joint  production 
of  services,  leading  to  added  complexities  in  the  processes  of  revenue  gen- 
eration. Customers  also  exert,  a  unique  influence  in  rail  transport  markets; 
shippers  are  characteristically  conservative,  avowedly  preferring  rate  stability 
to  transport  cost  reductions.  It  is  frequently  difficult  and  risky  for  a  carrier  to 
contravene  the  desires  and  interests  of  large  customers  in  matters  in  which 
he  may  have  only  an  indirect  interest.  AVhile  this  list  could  be  expanded,  it 
adequately  demonstrates  the  broad  range  of  forces  impinging  on  railroad 
managements  in  the  form  of  decision  constraints.  Management  performance 
must  be  viewed  in  the  light  of  these  conditions. 


PLANT  INVESTMENT  AND  MAINTENANCE 

As  the  earlier  discussion  indicated,  the  composite  PRR-NYC  put  rela- 
tively small  amounts  of  money  into  tlieir  plants  in  capital  and  maintenance  as 
measured  by  other  railroads,  with  a  greater  deficiency  in  the  1958-67  period 
than  m  the  previous  10  years.  The  PRR  consistently  outspent  its  counterpart, 
both  in  maintenance  and  in  capital  investment  and  in  roadway  and  equipment 
conimitments.  Its  margin  was  even  greater  in  the  second  than  in  the  first  10-year 
period. 

In  terms  of  available  resources,  the  capital  expenditures  of  the  two  com- 
panies were  mediocre  but  not  disgraceful.  Investment  as  a  percent  of  operating 
revenues  approximates  the  national  average  in  recent  years.  During  1960-67, 
the  PRR  invested  9.26  percent  and  the  NYC  7.12  percent  (Table  C-1).  They 
exceeded  the  B  &  O  (4.68  percent)  but  fell  well  behind  the  C  &  O  (14.73  per- 
cent). PRR's  relative  commitment  is  even  greater  when  combined  maintenance 
and  capital  expenditures  are  related  to  net  railway  operating  income  (NROI). 
Over  the  years  1958-62,  the  Pennsylvania  returned  11.62  percent  of  this  net  to 
its  plant  compared  to  the  Centrafs  8.66  percent  (Table  C-3). 


"Penn  Oentrni  TnistPP';'  Plan  for  Rporran-zitfnn  April  1.  1972.  In  re:  Penn  Central  Transpor- 
tation Co.,  (E.D.  Pa.)  No.  70-347;  Appendix  D,  Exhibit  60,  p.  686. 


82 


While  the  fiscal  aspects  of  investment  and  maintenance  programs  are  sig- 
nificant, it  is  necessary  for  present  purposes  to  relate  the  outlays  to  physical 
and  operating  bases  and  to  express  the  results  in  plant  improvement  terms. 

A  basic  element  of  operating  effectiveness  closely  geared  to  investment- 
maintenance  expenditures  is  the  supply  of  freight  cars.  The  investment  by  both 
railroads  as  measured  by  freight  car  units  in  operation  declined  in  the  20 
years  prior  to  the  merger  (Tables  C-3,  C-4).  Between  1948-50  and  1964-66, 
tons  of  revenue  freight  fell  15  percent  on  the  Central  and  16  percent  on  the 
PER.  The  number  of  freight  cars  dropped  38  percent  and  total  tonnage  capacity 
declined  33  percent  for  the  NYC  and  42  and  33  percent  for  the  PRR.  In  the 
absence  of  a  great  improvement  in  freight  car  utilization,  the  ratio  of  cars  and 
capacity  to  traffic  volume  was  declining  as  reflected  in  net  rents. 

Both  companies  were  net  renters  of  equipment  after  World  War  II,  but 
the  Central's  position  deteriorated  significantly  after  1960  and  the  Pennsyl^ 
vania's  even  more  rapidly  after  1957.  Between  1948-50  and  1964-66  the  NYC 
rent  deficit  increased  109  percent  while  the  PRR  figure  leaped  367  percent. 
Although  renting  equipment  saves  capital  expenditures  m  the  short  run  and 
may  offer  flexibility  in  expenses  during,  a  recession,  it  is  probably  much  more 
expensive  in  the  long  run  and  endangers  service  quality.  .      ,     .  ,   .       ,  . 

Meaningful  interpretations  and  comparisons  associated  with  investment 
and  maintenance  expenditures  require  that  they  be  related  to  physical  units. 
Generalizations  regarding  comparative  performance  are  complicated  by  tne 
wide  annual  fluctuations  which  characterize  investment  patterns,  but  some 
eeneral  relationships  may  be  noted. 

The  Penn  Central  companies  collectively  invested  in  roadway  an  average 
of  $684  per  mile  of  track  in  1960-69  marginally  less  than  both  the  C&O  and 
the  B&O  ($800:  $826)  and  sharply  below  the  Southern  ($1,332)  (iable 
Charts  C-1,  C-2).  Starting  out  in  the  early  1960's  at  a  very  ow  level,  they 
moved  up  to  a  reasonably  representative  position  during  the  letter  half  of  the 
decade.  The  performances  of  the  separate  companies  were,  however  mixed^ 
Over  the  years  1960-67,  PRR  averaged  $393  of  road  investment  per  mile 
of  track  but  the  Central  reached  an  average  of  $690,  both  falling  well  behind 
the  C&O  ($"61)  and  the  Southern  ($1,011).  •       .      w       .v,^u  ^-f 

The  relative  deficiencv  also  holds  for  equipment  im^estment  (per  mile  of 
tracks  with  a  1960-69  average  of  $2,346  for  Penn  Central,  superior  as  usiml  to 
So  buTfar  below  C&O  ($4^079)  and  Southern  ($3,742) .  Here  again  the  Penn 
cfntra  perforZ  was  much  better  in  the  later  years,  largely  because  of 
PRrI  p?o^ ams  This  company's  1960-67  average  of  $3,244  substantially  ex- 
feeded  the  Centrals  $1,713  and  compared  favorably  ^^.^^^Sof i^^^^^^^^^ 

Roadway  maintenance  requirements  are  functionally  related  to  use  as 
measured  bv  ffross  ton  miles.  The  Penn  Central  companies  performed  surpris- 
S7well1c?orSng  to  this  test  over  the  years  1958-70.  They  averaged  $914 
superior  to  C&O  and  B&O  and  only  slightly  below  Southern  s  $945  (Table 
C-6)  The  Central  ran  ahead  of  its  partner  on  this  measure,  w  th  1958-67 
mitlaVs  per  million  gross  ton  miles  averaging  $908  to  Pennsylvania's  $855.  The 
hther  &  a^^^^^  -as  deflated  by  the  introduction  of  the  physical 

denominator  to  spell  inadequacy  relative  to  the  Central.  ..^^^  ry. 

Phvsical  replacements  expectedlv  reflect  the  monetary  patterns.  1  he  com 
positrievel  of  tl^ns  of  rail  laiJi  in  replacement  ^^.-^^-''^^^^^^^ 
the  cross  tie  replacement  rate  are  low  compared  to  the  othei  ^^^^ 
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roads  ^  '^^"'P^^^^^  ^^^^^  ''  '^^  reasonably  respectable  in  terms  of  the  comparison 

Comparisons  involving  expenditures  for  freight  car  maintenance  are  com- 
plicated by  the  PRR's  switch  to  rebuilding  cars  through  subsidiaries  and  capi- 
talizing the  outlays  and  by  the  Central  incorporation  of  the  Pittsburgh  &  Lake 
Ji.rie  car  fleet  m  1964.  The  switch  to  capitalization  understated  maintenance 
expenditures  thus  failing  to  reflect  all  of  the  resources  devoted  to  the  main- 
tenance function.  The  P&LE  incorporation  increased  the  maintenance  respon- 
sibility of  the  Centra  m  absolute  terms.  While  significant  for  some  purposes, 
these  discontinuities  should  not  seriously  influence  comparisons  of  maintenance 
expenditures  stated  m  unit  terms. 

While  PRE's  total  1968-67  expenditures  for  freight  car  maintenance  ex- 

^r^fioKcP     ""f^  T^^^""  t«  $288  million,  its  per  car  average 

ot  $252  was  tar  below  its  partner's  $305,  a  figure  comparing  favorably  with 
the  other  roads  (Table  C-7a).  Pennsylvania's  poor  showing  is  further 
reflected  m  equipment  condition.  Even  though  its  freight  cars  were  utilized  less 
intensively  (car  miles  per  car) ,  its  bad  order  ratio  was  consistently  much  higher 
than  Centrals  which  was  also  excessive  (Table  C-7b).  A  ratio  of  5  percent  is 
regarded  as  the  maximum  tolerable  limit  according  to  accepted  industry  stand- 
ards. Central  achieved  a  progressive  reduction  from  10.7  in  1960  to  6  0  in  1963 
^o^o^'V"  ^'l -^T  ^-^^^^  ^^^'  contrast,  actually  lived  at  around  15-16  until 
9  0  by^lleV  "managed  to  get  down  to  7.7  in  1965,  only  to  climb  back  to 

The  PRR's  total  locomotive  maintenance  expenditure  was  also  larger  than 
Central  s  during  the  1960's,  reaching  $458  million  compared  with  $352  million, 
J^^qP^^^V^^.^^^^''^^^^^  P^^  ^^'ere  virtually  identical  at  about  $18,000 
(iable  C-8).  Again,  Pennsylvania's  locomotives  were  utilized  slightly  less  in- 
.T!Z^^y  ^^"""^  Central's  in  terms  of  annual  mileage  per  unit  with  averages  of 
43,300  and  48,400  (1964-67).  PRR's  parity  in  average  expenditure  and  lower 
utilization  were  linked  with  a  higher  unserviceable  rate.  The  percentage  of  its 
fleet  m  unserviceable  condition  ranged  from  15.4  to  18.5  in  1961-66  before 
settling  back  to  10.8  percent  in  1967.  Over  the  same  period,  Central's  moved 
between  9.7  percent  and  13.5  percent.  In  combination  they  exceeded  the  East, 
which  dropped  from  10.1  in  1961  to  7.2  by  1969.  Penn  Central  started  Avith 
11.1  m  1968  and  was  able  to  get  down  to  7.9  in  1969  (Table  C-8). 

According  to  the  data  available  for  this  summary,  the  Penn  Central  com- 
panies were  fairly  representative  in  terms  of  their  plant  maintenance  and  invest- 
ment outlays  relative  to  net  railway  operating  income.  They  lagged  further 
behind,  however,  in  terms  of  commitments  relative  to  physical  plant  units.  As  a 
result,  their  composite  and  merged  plants  were  not  adequately  supported  as 
manifested  by  unfavorable  operating  consequences. 

In  absolute  amounts  and  in  terms  of  available  net  income,  the  Pennsylvania 
outdid  its  partner  in  plant  support,  particularly  with  respect  to  equipment, 
its  figures  compared  favorably  with  other  roads.  But  it  was  not  successful  in 
producing  results  visible  for  these  comparisons.  In  slighting  roadway  and 
favoring  equipment,  the  Pennsylvania  seems  to  have  gotten  the  worst  of  both 
ends  of  the  bargain.  It  gained  no  real  payoff  from  the  equipment  commitment 
but  suffered  directly  and  severely  from  the  roadway  neglect.  The  operating 
consequences  in  unserviceable  equipment  and  unsafe  track  hit  with  particular 
severity. 

LABOR  TTTILIZATION 

Available  indicators  point  to  relatively  inefficient  labor  utilization  by  the 
two  companies  that  got  even  further  out  of  control  after  the  merger.  Since 
wage  rates  are  largely  standardized,  high  labor  costs  are  a  symptom  of  an 
unfavorable  labor  mix  or  inefficient  utilization.  These  factors  can  be  illumi- 
nated even  though  definitive  causal  judgments  are  elusive. 

An  initial  hint  of  ineffective  labor  control  is  provided  by  the  share  of 
operating  revenues  accounted  for  by  wages  (Table  C-11,  Chart  C-9).  Although 
generally  declining  throughout  the  1960's,  the  wage  ratio  remained  high  for 
both  companies,  ending  up  in  1967  at  about  48  percent.  Their  performance  was 
quite  similar.  They  were  able  to  match  the  C&O's  record,  but  ran  significantly 
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behind  the  B&O  (and  all  Class  I)  and  far  behind  the  Southern.  This  unfavo^^ 
able  percentage  suggests  a  relatively  low  productivity  level  that  is  confirmed  by 

other  indicators.  ...  .        m   „^ 

A  significant  measure  of  physical  productivity  is  gross  ton  miles  per  em- 
ployee (Table  C-12,  Chart  C-10).  While  increasing  along  with  the  general 
industry  trend,  this  indicator  was  very  unfavorable,  with  both  conipames  fall- 
ing well  behind  the  others.  Here  too  they  switched  positions  and  observed  no 
consistent  differences.  Over  the  three  years  1965-67  the  records  JYfje  2  ^if^^; 
ally  identical,  with  an  average  of  2.170  million  gross  X^^^^f/^Vomb^ZTon 
and  2.102  million  for  the  PRR.  On  the  other  hand,  the  B&O-C^O  combination 
averaged  2.693  million-roughly  26  percent  higher  (Table  C-12)  Essentially 
the  same  picture  appears  when  productivity  is  measured  in  gross  ton  miles  per 
service  hour  (Table  C-13,  Chart  C-11).  +1.^  Ponn 

The  story  alters  slightly  when  wages  are  mtroduced,  making  the  Penn 
Central  pictuVe  even  more  dismal.  While  the  monetary  factor  served  as  a  brake 
on  physi'cal  productivity  advances,  gross  ton  miles  per  ^ol  ^r  of  compensation 
increaied  for  all  the  companies  except  the  C&O  (Table  ^-14,  Chart  C-12 
would  be  expected,  the  Penn  Central  companies  fell  far  below  the  others,  with 
the  PRR  showing  a  slight  superiority  over  the  Central.  But  that  margin,  a 
1965-67  average  Sf  270  to  266  gross  ton  miles,  was  slight  compared  to  the  28 
per  cent  bulge  of  the  C&O-B&O  represented  by  a  composite  average  of  343. 

The  hypothesis  of  wage  costs  increasing  more  rapidly  for  the  PC  com 
panies  than  ?or  the  others  i!  confirmed  by  the  data  depicting  co„^^^^^ 
employee.  Because  of  the  identity  in  compensation  patterns  the  co^^^^^ 
are  closelv  bunched  and  follow  similar  trends  (Chart  C-13).       ^  ^h^W^^^^^^ 
forma)  started  the  decade  in  a  median  position  but  wound  up  much  the  highest 
nartin^  company  with  the  others  with  a  sharp  surge  after  1967.  bmoe  wage 
?aterare  stTnTrdized,  this  behavior  indicates  an  employee  mix  that  is  relatively 
expensive  and  becoming  increasingly  so.  . 

Further  insights  regarding  this  phenomenon  are  supplied  by  the  data  tor 
compenitLn  pef ^^^^^^^^^  hour  (Table  C-15,  Chart  C-14),  Starting  out  again 
in  aCdian  p^osition,  this  indicator  for  the  companies  generally  mo^^d 
upward  along  with  the  pack  and  managed  to  hold  its  position.  Th^  P^^f  P\ 
r£r  performance  for  compensation  per  service  hour  over  compensation  per 
employee  suggests  that  the  unfavorable  elements  are  associated  with  employees 

"'^Srt  rf'rSatlon  the  unfavorable  showing  of  both  the  Peim 
Central  companies  s  found  in  the  relatively  large  number  of  employees  per 
rn^fe  of  track  operated  (Chart  C-15).  While  following  the  general  downward 
t^id  the  empW^  was  well  above  the  other  companies'  except  m 

1968  and  19T9^when  the  C&O  slid  to  the  least  favorable  position.  Notably,  the 
vr  iTTiDrovement  continued  throughout  even  after  the  merger. 

TheTrtTclearlv  confirm  low  labor  productivity  persisting  over  the  recent 
past  for  both  Penn  Central  companies.  There  is  little  to  choose  between  them 
L  this  respect  and  they  are  far  more  like  each  other  than  like  any  of  the  other 

"'"'^Fhi^ncial  results  are  significantly  influenced  by  any  leakage  in  wage  ac- 
counts bec^ui  of  the  overwhelming  importance  of  this  item,  running  around 
Hf  of  the  revenue  dollar.  Furthermore,  within  the  limits  imposed  By  union 
^olacts,  wage  cTts  are  subject  to  rather  close  managerial  control  and  can  get 
out  of  hand  without  effective  management  vigilance.  .Hprnnt^  to 

A  verified  statement  submitted  for  the  ICC  ^^T^^tigation  atte^^^^^^^^^ 
measure  the  fiscal  impact  of  the  unfavorable  wage        prodiictmty  f ac^^^^^^^ 
The  verified  statement  estimates  the  excess  labor  cost  m  1969  at ^77  ^m^^^ 
and  even  more  in  1970."  The  methodology  employed  is  questionable,  developing 
TpZllZ  Penn  Central  wage  bill  by  substituting  the  Class  I  Percentage  of 
wages  to  revenues  (45.1)  for  the  actual  Penn  Central  percentage  (57)  and  ap- 
;i,SVthe  former  lo  actiial  PC  1969  revenues.  It  is  clear  ^^^^^^^^ 
ivage  bill  is  a  real  millstone,  particularly  considering  the  addition  of  fringe 

« interstate  Commerce  Commission,  Docket  No.   35291,  Penn  Central  Investigation  Verified 


Statement  33. 
«  Id.  p.  20. 
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benefits,  estimafed  at  about  15  percent  of  -wafire  ro«fR  for  rnilroads  fan  additional 
$57  milli-'n).  OvprHme  r^onnlties  are  also  historically  severe  for  the  PC.  as  indi- 
cated in  the  following  table. 


In  thousands  Overtime  as  Number  of 

Y-,.  ~   a  percent  of  employees 

Gross  payrolls  Overtime  payments         gross  payroll     (midmonth  count) 


l^H     -  5869.132  $56,484  6.5  131,850 

2«  - 868,697  58.985  6.8  128,290 

    -   847,300  65,935  7.8  121,593 

  -    859.257  77,189  9.0  118.781 

^55-—   -   885.338  83,594  9.4  115.845 

 -   876,046  84.686  9.7  110.947 

\ffl     876,763  85.996  9.8  106.150 

}^°8  -     919.145  104.130  11.3  102.053 

-       941,674  109,346  11.6  97,679 

19^°--  ---     975,646  111,671  11.4  93  869 


PenrCenirl?lV?SsportaUofcT  ^-^^  =  1961-1967  pro  forma  NYC,  PRR,  NH  :  1969  &  1970 

Wliile  employment  dropped  from  132.000  to  93,869,  advancing  wage  rates 
upped  the  payroll  from  $870  million  to  $976  million.  Overtime  payments  rose 
even  more  rapidly,  however,  constituting  6.5  percent  of  the  total  in  1961  but  11.4 
percent  in  1970. 

Regardless  of  their  cause,  these  heavy  wage  payments  represent  a  severe 
disability.  They  were  undoubtedly  inflated  at  merger  time  by  the  labor  recall 
provided  for  in  tlie  premerger  labor  protection  agreement,  "but  the  seriously 
unfavorable  patterns  were  solidified  well  before  then.  But  a  real  question  is 
whether  this  huge  disability  is  attributable  to  exogenous  forces  beyond  manage- 
ment's control.  Since  wage  rates  are  standardized,  the  cause  is"  largely  to  be 
found  m  the  high  employment  ratio  (per  gross  ton  mile)  or  in  relatively  high 
salaries  of  supervisory  personnel.  Excessive  labor  is  an  apparent  concoinitant 
of  restricted  capital  investment.  Another  contributing  factor  is  a  relatively  and 
absolutely  high  level  of  passenger  traffic.  But  evidence  of  employment  excesses  is 
suggested  by  the  sharp  post  bankruptcy  declines  and  by  prebankruptcy  man- 
agement statements  about  anticipated  work  force  reductions  it  expected  to 
accomplish.  It  appears  that  there  was  really  inefficient  labor  utilization  pri- 
marily attributable  to  inadequate  management  control. 


PHYSICAL  PERFORMANCE 

Conventional  railroad  economic  analysis  evokes  a  set  of  "performance"  or 
"efficiency"  measures  useful  for  inter-temporal  and  intercompany  comparisons. 
While  providing  readings  which  reflect  factors  both  within  and  beyond  the 
control  of  management,  these  indicators  are  valuable  tools  if  cautiously  em- 
ployed. It  will  be  useful  to  see  how  the  Penn  Central  companies  stacked  up  in 
these  terms.  These  readings  are  interpreted  in  the  context  of  firms  Avith  generally 
debilitated  plants  and  ineffectively  controlled  labor  inputs. 

The  first  set  of  measures  concerns  the  extent  to  which  plant  and  equipment 
are  employed.  A  basic  influencing  factor  focuses  on  the  utilization  of  roadway 
to  measure  traffic  density.  This  is  expressed  by  the  ratio  of  net  ton  miles  per 
mile  of  road.  This  relationship  is  subject  to  managerial  control  only  within 
the  broad  limits  of  traffic  development  and  is  more  a  function  of  market  condi- 
tions than  salesmanship  (mousetrap  requirements  rather  than  mousetrap  de- 
sign). But  since  many  costs  are  independent  of  volume,  high  traffic  density  has 
a  very  favorable  income  influence. 

The  PRR  enjoyed  higher  densities  than  its  companion  and  ranked  in  the 
middle  of  the  comparison  roads— above  the  B&O  and  E-L  but  below  the  N&W 
and  C&O.  The  Central  had  lower  traffic  density  than  any  of  the  comparison 
lines  (Table  C-16,  Chart  C-16).  Density  generally  increased  within  the  region 
until  the  1966  reversal,  continuing  downward  for  the  Penn  Central  but  subse- 
quently reviving  for  the  others. 

Efficiency  is  also  furthered  by  favorable  utilization  of  the  rolling  stock.  Be- 
cause of  some  stability  in  production  functions  relating  rolling  stock  require- 
ments to  roadway,  higher  traffic  density  favors  equipment  utilization.  But  fac- 
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tors  more  subject  to  managerial  control  are  also  at  work.  Annual  mileage  per 
unit  is  favored  by  sound  adjustment  of  equipment  supply,  expeditious  move- 
ment, and  minimum  downtime.  Despite  its  lower  traffic  density,  the  Central 
managed  more  locomotive  miles  per  unit  than  its  counterpart,  although  both  tell 
behind  the  comparison  roads  (Table  C-17,  Chart  C-17).  ^  ■, 

A  useful  measure  of  freight  car  utilization  is  car  miles  per  freight  car  day. 
It  is  sensitive  to  car  utilization,  train  speeds,  shipper  detention  and  yarding 
time  and  is  thus  substantially  subject  to  management  control.  Because  of  the 
superior  iihysical  factors  previously  reviewed,  the  Central  fared  slightly  better 
than  the  PRR  in  this  dimension.  Here  again  the  Penn  Central  companies  were 
sub  par  throughout  and  continued  to- lose  ground.  This  combination  gained  20 
percent  1960-67  against  approximately  40  percent  for  the  C&O-B&O  (iable 
C-18,  Chart  C-18).  .  .  , 

The  ratio  of  gross  ton  miles  per  freight  tram  hour  is  a  composite  ot 
various  factors  such  as  carloadings,  train  speeds,  and  tram  lengths.  Because 
of  the  diversity  of  the  underlying  influence,  it  is  a  significant  indicator.  The 
PC  partners  were  uncharacteristically  respectable  according  to  this  test,  being 
exceeded  only  by  the  C&O  and  N&W  (Table  C-19,  Chart  C-19) .  Both  improved 
faster  than  the  others  during  the  upsurge  of  the  1960*s.  J      •  . 

The  most  inclusive  set  of  measures  embraces  a  wide  range  of  the  indicators 
cited  to  produce  what  approximates  an  "efficiency"  guage  expressed  m  net  ton 
miles  per  freic^ht  car  day.  The  anatomy  of  this  inclusive  indicator  features  a 
structure  composed  of  the  following  elements:  (1)  car  miles  per  serviceable 
freic^ht  car  day  (a  function  of  turnaround),  (2)  the  ratio  of  loaded  car  miles 
to  total  car  miles,  and  (3)  net  ton-miles  per  loaded  car  mile.  Stated  otherwise, 
the  amount  of  daily  work  performed  by  a  freight  car  (representing  a  high 
fixed  cost)  is  determined  by  the  amount  of  its  movement,  the  portion  of  its 
movement  under  load,  and  the  extent  to  which  it  is  loaded.  The  car  mile  (uti- 
lization) ratio  for  the  merger  pair  is  relatively  low,  but  the  Central  s  advan- 
tages over  the  Pennsylvania  were  eliminated  by  1966  (Table  C-18)  • 

The  ratio  of  loaded  to  total  car  miles  is  highly  erratic,  but  the  PC  (pro 
forma)  occupies  a  median  position  (Table  C-20,  Chart  C-20).  PRR  s  perform- 
ance substantially  exceeded  the  Central's,  with  respective  1961-67  averages  of 
61  5  percent  and  57.3  percent.  The  average  lading  on  loaded  care  (net  ton  miles 
per  loaded  car  mile)  generally  advanced  for  all  the  comparison  roads  and  the 
PCC  partners  (Table  C-21,  Chart  C-21).  Again,  however,  the  PRR  showed 
consistent  superiority  as  reflected  in  comparative  1961-67  averages  of  40.0  and 

37.8  tons.  ^  .  J   •      X  Ji 

The  data  reviewed  now  lead  to  the  critical  efficiency  measure  designated 
"net  ton  miles  per  freight  car  day."  The  performance  of  the  PC  team  is  ex- 
pectedlv  poor,  consistently  falling  behind  both  individually  and  as  a  composite 
(Table"C-22  Chart  C-22).  They  were  well  below  the  figures  for  the  East  and 
all  Class  I  roads.  Individually,  the  Central  starts  out  slightly  ahead  of  its  part- 
ner but  falls  badly  behind  in  later  years  despite  a  shot  m  the  arm  from  the 
1964  reporting  consolidation  of  the  P&LE.  i    •  rri. 

This  performance  leads  to  a  critical  juncture  m  the  analysis,  i  he  poor- 
performance  of  the  PC  partners  in  this  vital  indicator  is  not  surprising.  But 
the  comparative  PRR-XYC  performance  contains  a  lesson.  The  Central  racked 
up  a  number  of  factors  of  advantage,  including  the  manifestations  of  plant 
condition  (train  speed)  and  car  control  (car  miles  per  freight  car  day),  but 
these  forces  were  not  strong  enough  to  carry  this  inclusive  indicator.  It  is  in- 
structive to  review  the  comparative  performances  in  the  elements  measured  by 
the  196.5-67  averages : 

Pennsylvania         New  York 

,  .  Railroad  Central 
Indicator  

40  9  39.6 

Car  miles  per  serviceable  freight  car  day      gl"^  575 

Percent  loaded  of  total  ca  r  miles  -  -   42!  4  39. 6 

Average  load  per  car    -  - j  066  952 

Net  ton  miles  per  freight  car  day     '  

It  is  apparent  that  deficiencies  in  the  average  car  loading  and  loaded  car 
percentage  outweighed  any  other  advantage  the  Central  had  for  purposes  ot 
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this  indicator,  a  significant  factor  in  the  final  assessment  of  management 
performance. 

The  true  significance  of  these  performance  factors  is  their  ultimate  trans- 
lation into  monetary  terms.  They  arc  most  intimately  reflected  in  the  set  of 
expenses  linked  to  the  "transportation  ratio"  which  measures  transportation 
expenses  as  a  percentage  of  rail  operating  revenue.  These  expenses  include 
the  costs  of  operating,  as  distinguished  from  maintaining,  the  property.  The 
largest  single  element  is  wages  for  operating  trains  as  well  as  stations,  signals, 
interlocks,  and  other  property.  The  other  major  accounts  cover  locomotive  fuel 
consumption  and  train  supplies. 

The  Penn  Central  companies  expectably  produced  higher  ratios  than  their 
neighbors  in  terms  of  both  the  total  and  freight  only  expenses  (Chart  C-23). 
Consistent  with  the  performance  on  "net  ton  miles  per  freight  car  day"  but 
contrary  to  most  previous  indications  in  this  analysis,  the  Pennsylvania  main- 
tained a  consistently  lower  ratio  than  the  (Antral.  According  to  an  intercom- 
pany comparison  of  accounts  at  intervals  over  the  12  years  1956-1967  sum- 
marized below,  the  ratios  of  wage  elements  to  total  transportation  expenses  are 
roughly  equal,  indicating  that  the  differences  arise  primarily  in  the  other 
expenses  for  train  fuel,  supplies  and  other  expenses.  While  the"  transportation 
ratios  are  clearly  a  function  of  revenues  as  well  as  expenses,  they  are  unques- 
tionably significant  for  present  comparative  purposes. 

II  n  percent! 


1956  1960  1964  1967 


Total  8  largest  accounts  ': 

New  York  Central  

Pennsylvania  Railroad... 

Total  of  wage  accounts  only: 

New  York  Central  _. 

Pennsylvania  Railroad... 


71.6 

70.8 

69.4 

68.4 

68.1 

67.3 

65.9 

64.4 

57.0 

57.3 

55.1 

55.4 

55.1 

55.6 

55.9 

54.  8 

'Station  employees,  trainmen,  yard  conductors,  and  brakemen,  train  engine-men,  train  supplies  and  expenses,  train  fuel  yard  engine- 
men,  yard  masters  and  yard  clerks.  lUCMSMO 

PRICING  AND  MARKETING 


A  review  of  transport  pricing  must  carefully  and  explicitly  consider  cue 
legacy  of  the  past  and  the  constraints  of  highly  conservative  contemporary 
institutions,  all  built  on  an  extremely  complex  base.  The  system  was  designed 
to  m.eet  the  commercial  requirements  and  economic  development  goals  of  the 
country  and  of  its  several  regions,  along  with  the  proprietary  interests  of  the 
railroads.  It  was  strongly  demand  oriented,  with  cost  serving  primarilv  as  a 
rough  test  of  competitive  price  relationships  and  of  equitable  treatment' to  lo- 
calities, commodities,  and  shippers.  This  orientation,  appropriate  for  the  mo- 
nopoly characteristics  of  rail  transportation  at  the  time,  served  the  development 
goals  and  helped  to  encourage  use  of  a  generally  under-utilized  rail  plant.  It 
was  also  comfortable  because  it  did  not  press  into  the  problems  of  cost  measure- 
ment in  an  industry  characterized  by  the  inability  to  assign  costs  to  individual 
segments  of  business. 

It  is  widely  i-ecognized  that  this  structure  has  become  less  workable  as  eco- 
nomic conditions,  transport  requirements,  and  competitive  relations  have  altered 
drastical  y  m  recent  years.  At  the  same  time,  a  number  of  foi  'ces  work  against 
change  that  are  far  broader  than  the  essentially  conservative  character  of 
railroad  management.  Shippers  themselves  tend  to  favor  the  status  quo  um- 
bilical cord,  declaring  their  preference  for  stabilitv  (and  even  rigidity )  over  re- 
ductions in  transport  costs.  Like  the  ad  valorem  tax  assessor,  the  favored  guide 
IS  last  year's  routines. 

But  aside  from  the  institutional  influences  and  behavioral  proclivities,  the 
problein  of  change  is  posed  in  particularly  burdensome  terms  in  the  railroad 
case._  Kates  are  literally  formed  into  close  knit  and  overlapping  structures  Xo 
carrier  or  set  of  carriers  controls  a  critical  collection  of  the  elements  and  a 
change  m  one  collection  inevitably  has  serious  ramifications  in  others.  How  is 
massive  reform  engineered  under  these  circumstances  I 

Even  the  tip  of  this  iceberg  clearly  signals  that  the  significant  reform 
necessary  to  modernize  railroad  rate  structures  is  a  joint  industry-government 
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problem  that  requires  for  meaningful  consideration  a  considerable  advance 
n  concepts  of  public  policy.  Effectively  addressing  tlie  problem  is  probably 
bevond  the  competence  of  an  individual  company  Evaluating  management 
policv  is  essentially  a  question  of  how  effectively  available  tools  ^vere  employed. 

One  of  the  central  issues  addressed  is  the  railroads  response  to  inflation, 
alono-  with  the  treatment  of  associated  competitive  adjustments  which  wili 
intro'duce  matters  of  basic  pricing  philosophy  including  ^^e  role  and  use  of 
costs.  Response  to  inflation  is  particularly  critical  m  a  segment  of  the  railroad 
industry,  such  as  the  Penn  Central  pair,  suffering  relative  traffic  stagnation 
since  economies  of  increasing  utilization  are  not  available  as  a  dampener.  ihis 
review  will  keep  an  eye  on  management  responsiveness  ^n^i  P^^f^.^^^J^^"^^^^^ 
philosophical  sources  of  incompatibility  between  the  two.  Sharp  differences  m 
anproach  are  characteristic.  .    ,  ,      i  •        ^  i.-u  j-^^ 

The  different  policy  approaches  are  epitomized  by  the  positions  of  the  two 
companies  in  the  general  rate  level  increase  case  of  1967  These  general  rate  level 
or  revenue  cases  pose  unusually  difficult  and  intractib  e  issues,  growing  paitl> 
out  of  forces  meiiLned  previoitsly.  Railroads,  along  with  other  indu^^^^^^^^^^ 
at  times  and  in  some  degree  attempt  to  recoup  the  additional  J^?o^^etary  cos  s  im 
Dosed  by  inflation.  To  be  effective  revenue  generators,  rate  increases  must  be 
Cdlvlased'which  necessarily  alters  vital  structural  relationships.  Proceeding 
on  a  commoditv-by-commodity  basis  is  time  consuming  and  may  be  self-defeat- 
ing from  the  carrier's  short  range  viewpoint  ;  ovei;-generalizmg  intensifies  the 
adverse  structural  effects  and  impairs  the  profitability  of  the  increases  b^^^^ 
nine  afoul  of  adverse  demand  circumstances.  Solutions  must  be  A^orked  out 
which  are  acceptable  from  a  revenue  standpoint  while  satisfying  the  require- 

"^'''ThereTs'no^c'learcut  answer  to  the  questions  posed.  The  railroads  the  KX^ 
and  shippers  have  struggled  with  them  throughout  the  years  since  World  War 
II  The^  issues  regarding  structural  relationships  and  revenue  requirements 
posed  in  general  rate  cases  are  now  the  subject  of  a  comprehensive  investigation 

'  The'q^Se'drfferent  approaches  the  PRR  and  the  NYC  took  toward  rates 
were  rooted  in  contrasting  philosophies  and  pricing  approaches.  It  is  note- 
worthy but  not  surprising  that  these  general  in^'eases  have  extensively  imx)  ved 
railroad  top  management  not  usually  or  heavily  involved  in  the  day  to  da>  re^ 
rate  adiiistments.  Primarily  for  this  reason  approaches  to  rate-making  ha^^ 
typically  been  even  more  divorced  from  technical  competence  than  the  other  as- 

^^""^  B^^hf  f  S'iriOeethere  was  strong  support  in  the  industry  for  applying  to 
the  ICC  for  a  rate  level  increase.  The  Central's  position  was  stated  m  a  Decem- 
ber 2nd  meeting  of  the  Eastern  Presidenfs  Traffic  Conference  Its  representa- 
tion headed  bf  President  Alfred  Perlman.  vigorously  opposed  an  across-the- 
board  increa^  the  necessity  for  a  restructuring  of  rates  and  selective 
decreases  as  well  as  increases  where  they  would  be  profitabfe 

The  PRR  led  the  fight  for  the  general  approach  and  feared  that  the  i^en- 
tral's  opposition  would  cost  the  support  of  other  companies  both  m  the  East  and 
elsewhere  and  jeopardize  an  estimated  $15  million  revenue  increase  m  1967. 
Pennsylvania  did  not  object  to  the  merits  of  Central's  view  m  principle,  recog- 
iSg'th  e  onomic  superiority  of  that  approach.  But  it  feared  that  reaching 
ndusiy  agreement  on  the  specific  changes  to  be  sought  would  delay  presenta- 
tion of  the  proposal  to  the  ICC  and  its  complexities  would  enhance  the  chances 
that  the  proposal  would  be  suspended  by  the  Commission  on  structural  grounds. 
Tl!e  general  approach  was  considered  tried  and  true,  while  Perlman  was  con- 
siderfd  to  have  an  unrealistic  view  of  the  type  of  revenue  case  that  -ould  ha  e 
any  prospect  of  prompt  approval  by  the  Commission.  Perlman  was  adamant 
but  was  unable  to  generate  a  decisive  following.  .fl-^^.f^^o  ^nm 

Although  neither  side  held  totally  to  its  extreme  position,  effect  ve  com- 
promise was  elusive.  The  Central  was  willing  to  classify  commodities  mto 
broad  groups  established  to  receive  no  change,  modest  increases  or  larger 
advances,  but  PRR  feared  regulatory  consequences  even  of  this.  On  the  other 
hand.  PRR  was  willing  to  seek  special  treatment  on  ^'^^^f^.'^^^'l?^;'^^^^^ 
Central  considered  this  inadequate.  It  was  finally  agreed  that  the  Central 
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would  go  along  with  a  modified  general  increase  request  with  the  understand- 
ing that  the  PRR  and  other  railroads  would  support  the  rate  restructuring  pro- 
gram as  a  later  separate  proceeding. 

The  PRR's  chief  traffic  officer  justified  its  strategy  with  the  explanation 
that  it  was  not  intended  to  actually  impose  the  flat  increase  on  all  traffic.  The 
uniform  request  was  designed  to  facilitate  prompt  ICC  approval  after  which 
actual  increases  could  be  selectively  applied  according  to  market  dictates  facing 
individual  carriers. 

The  PRR  did  in  fact,  however,  agree  to  some  selectivity  in  the  Ex  Parte 
256  application  in  deference  to  PRR  Chairman  Stuart  T.  Saunders'  concern 
for  relationships  with  the  merger  partner.  Wliile  both  sides  compromised,  the 
Central  gained  the  least;  the  restructuring  it  desired  was  never  effectively 
undertaken. 

The  division  between  the  two  companies  reflected  in  the  revenue  case  Avas  a 
clear  reflection  of  fundamental  differences  in  general  approaches  to  pricing  prob- 
lems and  related  matters  of  marketing.  The  Central  under  Perlman  was 
a  devotee  of  change,  and  pricing  and  marketing  practices  were  in  the  forefront 
of  this  commitment.  It  had  been  led  by  tradition  and  by  its  newer  precepts  to 
emphasize  profit  concerns  on  a  commodity-by-commodity  basis,  with  a  strong 
foundation  of  cost  measurement  and  application  underlying  its  pricing  and 
marketing  decisions.  The  cost  measurement  and  underlying  concepts  were 
predicated  on  ICC  formulas  that  have  been  subject  to  fierce  criticism  on  a  num- 
ber of  grounds.  Despite  this  shaky  foundation,  the  costs  so  derived  Avere  stand- 
ardized, computerized,  and  ground  out  on  a  grand  scale. 

The  PRR,  on  the  other  hand,  had  been  sustained  historically  by  its  orienta- 
tion to  the  steel  industry  and  thus  by  highly  profitable  bulk  commodities  (rep- 
resented primarily  by  coal)  and  steel  products.  It  had  traditionally  given  little 
emphasis  to  individual  commodity  profitability,  but  operated  on  the  tradi- 
tional economic  thesis  that  having  high  fixed  costs,  railroads  should  be  pri- 
marily concerned  with  increasing  traffic  volumes  to  reduce  unit  costs  and  thus 
assure  profitability.  In  this  context  of  all  traffic  making  some  contribution  to 
fixed  costs,  it  was  logical  to  accept  carloads  as  the  Golden  Grail. 

This  traditional  view  was  being  modified  by  the  last  half  of  the  1960's.  In 
1966,  H.  W.  Large,  Vice  President  in  charge  of  traffic,  instructed  his  newly 
formed  Market  Research  Department  to  begin  investigating  costs  on  a  disag- 
gregated basis. 

His  interests  and  concerns  were  expressed  along  these  lines : 

The  two  most  serious  problems  confronting  the  Traffic  Depart- 
ment and  its  marketing  division  today  are  accurate  cost  formulae 
to  help  in  forniulating  pricing  policies  and  to  guide  determinations 
for  the  acquisition  of  new  equipment.  I  think  you  will  agree  with  me 
that  we  are  a  long  way  today  from  achieving  those  two  goals,  as  we 
are  still  largely  dependent  on  system  averages  applied  to  specific  com- 
modities and  movements.*" 
A  related  concern  arose  from  indications  of  ICC  requirements  for  more 
sophisticated  cost  support  for  rate  applications. 

The  interest  in  sophisticated  cost  support  for  pricing  and  related  deci- 
sions was  actively  pursued  and  resulted  in  the  development  by  the  Market 
Research  Department  of  a  comprehensive  computerized  management  informa- 
tion system  which  included  timely  cost  outputs.^^  It  is  described  on  its  frontis- 
piece as  "a  railroad  management  information  system  based  on  direct  price/cost 
analysis  of  activity."  Its  accompanying  inscription  is  lofty:  "Business  is 
M;oney.  Business  Management  achieves  in  terms  of  money.  The  basic  informa- 
tion for  management  must  be  in  terms  of  Revenue/Expense/Net."' 

Its  launching  was,  of  course,  handicapped  and,  aside  from  its  merits  and 
the  climate  of  acceptance,  there  was  little  opportunity  for  the  system  to  be 
influential  before  the  bankruptcy.  Unsatisfactory  progress  in  developing  an 
effective  information  system  to  supply  cost  data  was  recognized  as  a  severe 
handicap  after  the  merger.  According  to  the  top  traffic  official  of  the  merged 
company : 


^  i?-  [Relyea]  January  30,  1967;  see  Appendix  D,  Exhibit  61,  p.  701. 
"Penn  Central  Price/Cost  Management  Information  System,  April,  1968  (mimeo)  ' 
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There  is  no  question  about  the  shortcomings  of  our  existing  cost 
data  This  is  a  severe  handicap  in  making  sound  pricing  and  equip- 
ment investment  decisions  in  the  highly  competitive  transportation 
market  The  M.I.S.  has  valuable  added  advantages  m  that  the  data 
produced  through  this  system  will  provide  operating  personnel  with 
accurate  cost  reactions  to  decisions  m  the  field/^ 
Along  with  other  information  failures,  this  probably  contributed  sub- 
stantially to  the  extreme  postmerger  managerial  meft'ectiveness. 

Both  the  PRE  and  NYC  approaches  had  merit.  While  from  a  private  com^ 
pany  viewpoint,  rates  which  do  not  contribute  more  to  casl^^^fl^^'-.^^^^^^^S 
do  to  cash  outflow  are  undesirable,  change  must  be  approached  with  caution 
for  a  niSibei  of  reasons.  Railroad  costs  are  difficult  to  allocate  to  specific  output 
cateaoi^  in  terms  relevant  for  pricing  decisions.  Routine  cost  measuremente 
uch^?as  those  produced  by  NYC  can  easily  cast  -/-^l^^ding  aura 
not  conducive  to  sound  decisions.  While  manifestly  a  powerful  tool  capable  oi 
f  acilitatintr  greater  cost  measurement  precision,  computers  also  may  only  appear 
trmcum^ent  the  harsh  realities  of  railroad  cost  behavior  Building  on  he  aver- 
age approach  of  the  ICC  cost  formulations  is  particularly  questionable. 
"  As^a  further  consideration,  the  true  role  of  cost  m  pricing  is  stiU  ques  on- 
able  Given  the  largely  indeterminate  nature  of  railroad  costs,  market  realities, 
and  problems  of  plant  utilization,  a  sensitivity  to  demand  is  required  m  the 
pricing  process.  In  the  view  of  many  disinterested  students,  costs  are  best  con- 
ceived as  a  pricing  constraint  establishing  minimum  and  maximum  levels. 

Given  the  present  state  of  regulatory  processes,  a  highly  selective  approach 
to  authorizations  for  rate  adjustments  responding  to  inflationary  forces  is  not 
an  unqualified  best  strategy.  A  substantial  portion  of  the  '^^^lliJJ''^^^^^ 
shippers  concur  in  the  PRR  view  that  expedition  and  I'O^gh/tructural  neu 
trality  dictate  a  more  generalized  approach.  The  mam  procedural  concern  is 
regulatory  authorization ;  there  is  some  strategic  advantage  m  achievmg  this  as 
expeditiously  as  possible  as  a  preface  to  effecting  specific  changes. 
^  These  considerations  support  the  view  that  the  PER  policies  and  ap- 
proaches should  not  be  judged  in  terms  of  the  NYC  as  the  normative  standard. 
DXrenceHn  clientele  and  other  circumstances  and  substantive  complexities 

P^'^^dTatei-taTthe  marketing  of  services.  As  with  pricing,  the  ap- 
proaches were  quite  different.  In  keeping  with  its  orientation  to  change,  the 
Central  had  adopted  approaches  which  were  also  conimodity  (product)  ori- 
ented and  reflected  industrial  marketing  practices.  They  were  explicitly  de- 
signed to  replace  practices  epitomized  by  the  PRR  and  characteristic  of 
virtually  all  other  railroads.  These  practices  were  generally  more  customer  and 
less  analytically  oriented.  Differences  in  organizational  arrangements  may  also 
be  noted,  the  PRR  marketing  being  a  staff  function  but  carrying  line  authority 

^s  particularly  important  for  present  purposes  to  note  that  the  differ- 
ences were  deep  seated  and  considered  critical  by  the  participants,  thus  posing 
a  primary  source  of  incompatibility  with  severe  postmerger  implications,  it  is 
not  clear^that  there  is  a  neat  black  and  white  choice  between  right  and  wrong. 
Marketing  must  be  related  to  the  approaches  that  are  appealing  to  the  custom- 
ers Although  change  is  under  way,  industrial  traffic  departments  are  still 
largely  led  by  managers  susceptible  to  traditional  approaches,  certainly  having 
short  run  significance  for  traffic  development.  The  propriety  of  commodity 
marketing  approaches  for  a  service  industry  is  also  a  matter  of  question.  \V  liUe 
the  Centrals  innovative  practices  are  commendable  and  its  marketing  pro- 
gram embraced  many  features  worthy  of  emulation,  i^  does  ^^t  necessarily  fol^ 
low  that  the  adoption  of  a  similar  approach  by  the  PRR  and  PC  would  have 

61  Memo  from  H.  W.  Large  to  Mr.  Saunders,  November  14,  1969  ;  see  Appendix  D.  Exhibit  62, 
p.  701. 
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had  a  significant  impact  on  events.  Indications  are  rather  that  the  merits  of  the 
two  approaches  are  sufficiently  mixed  and  other  forces  so  strong  that  marketing 
innovation  (at  least  to  the  extent  it  was  employed  by  the  Central)  was  not  a 
critical  determinent  of  the  financial  fate.  It  seems,  rather,  that  a  critical  need 
for  the  Penn  Central  was  a  unified  policy  approach  of  either  type  to  avoid  the 
organizational  paralysis  that  set  in. 

The  complex  range  of  variables  controlling  traffic  volume,  revenues,  and 
profits  preclude  empirical  investigation  to  effectively  assess  the  respective  fruit- 
fulness  of  the  alternative  approaches  to  pricing  and  marketing.  Gross  revenue 
results  can  be  examined,  but  they  miss  the  critical  element  of  profitability  which 
was  the  touchstone  of  the  Central's  approach.  But  revenue  performance  was  a 
virtual  standoff  during  the  early  1960's,  with  differences  frequently  explained 
by  objective  developments  in  the  industries  involved  (automobile,  steel,  chemi- 
cals, etc.)  rather  than  in  the  pricing  and  marketing  policies  of  the  two  rail- 
roads. Over  the  years  1960-65  the  Pennsylvania's  gross  freight  revenues  per  car 
increased  by  9.98  percent  and  the  Central's  by  8.55  percent.  The  Central's  show- 
ing was  helped  particularly  by  a  recovery  of  automobile  traffic  which  is  partly 
attributable  to  pricing/marketing  activity;  but  the  PRR's  traffic  increased  by 
a  higher  percentage,  an  advantage  which  was  minimized  by  the  lesser  impor- 
tance of  automobile  traffic  in  its  overall  freight  mixture. 

PRR  did  better  on  vehicle  parts  and  the  Central  better  on  iron  and  steel 
products.  It  is  interesting  that  the  PRR  did  relatively  better  in  the  1960's  com- 
parisons after  the  launching  of  the  Central's  new  look  in  pricing  and  marketing 
than  in  the  longer  sweep  from  the  niid-1950's. 

Another  question  involves  the  effectiveness  of  their  combined  strategies  in 
maintaining  their  composite  position  with  respect  to  their  neighbors  and  com- 
petitors. Rough  indications  are  provided  by  comparative  trends  in  traffic  vol- 
ume, rates  per  ton,  and  revenues  associated  with  12  major  conmiodities  for  the 
composite  Penn  Central  and  other  Eastern  carriers.  (Charts  C-'23  to  C-29.) 

Contrasting  the  patterns  for  1965-67  and  1968-69  is  interesting  to  differen- 
tiate the  experiences  of  the  companies  before  and  after  the  merger.  The  revenue 
changes  were  relatively  modest  in  each  segment,  particularly  in  terms  of  the 
changes  in  average  revenue  per  ton,  but  some  inter-period  contrasts  are  notable. 
In  the  1965-67  period,  revenues  moved  downward  in  six  cases,  were  rather 
stable  in  one,  and  increased  in  five.  In  the  1968-69  period,  however,  increases 
occurred  in  only  two  instances.  The  patterns  for  average  revenue  per  ton 
diverged  far  more  in  the  two  periods.  All  cases  showed  a  sharp  increase  in  1968- 
69  whereas  1965-67  was  characterized  by  virtual  stability  (three  cases)  or  rather 
slight  increases.  The  postmerger  is  bleaker. 

Intercompany  comparisons  reveal  some  major  contrasts.  The  Penn  Cen- 
tral's 1968-69  increases  in  average  revenue  per  ton  mile  far  outstripped  those 
of  the  other  carriers  for  eight  of  the  commodities  and  were  in  the  same  range  for 
the  others.  The  associated  tonnages  expectedly  were  less  favorable,  falling  dis- 
tinctly behind  the  other  performances  in  eight  of  the  cases.  These  losses  were 
partly  recouped  by  the  higher  rates,  however,  since  the  revenue  picture  was 
relatively  more  favorable  but  still  somewhat  deficient. 

This  discussion  of  pricing  and  marketing  identifies  serious  policy  prob- 
lems but  hardly  critical  performance  factors.  Pricing  and  marketing  strategy 
is  a  far  longer  range  phenomena  than  would  be  decisive  in  the  culmination  of 
a  financial  crisis.  Despite  their  dif^'erences  of  approach,  the  Pennsylvania-Cen- 
tral composite  functioned  reasonably  well  within  the  context  of  industry  stand- 
ards. What  is  really  needed  is  a  complete  restructuring  of  rates  with  the  intro- 
duction of  new  forms  to  meet  current  requirements.  But  this  is  an  industry 
function  that  will  require  positive  government  participation  (not  negative  reg- 
ulation) to  be  achieved  through  new  public  policy  concepts. 


52  Including  bituminous  coal ;  primary  metals ;  metallic  ores  ;  food  and  kindred  products  ■  chemi- 
cals ;  stone,  glass  and  clay  products  ;  pulp,  paper  &  applied  products  ;  field  crops  ;  lumber  &  wood 
products  ;  motor  velilcle  parts  &  accessories  ;  petroleum  ;  motor  vehicles 


74-924  O  -  73  -  8 
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SERVICE  QUALITY 


The  complete  post-merger  collapse  in  the  quality  of  service  provided  rail- 
road users  was  essentially  the  culmination  of  a  steadily  deteriorating  ability  o± 
the  individual  companies  to  provide  acceptable  service  compounded  by  conso  i- 
dation  problems.^^  This  deterioration  is  partially  reflected  m  traditional  lail- 
road  "performance"  measures  but  it  can  also  be  more  directly  viewed  m  terms 
of  customer  dissatisfaction.^**  .  ■,  n  ^i,„f  i,oe  Koot. 

Clues  of  the  first  type  are  abundantly  provided  by  the  picture  that  has  been 
drawn  of  management  performance  in  connection  with  the  railroad  operations. 
In  the  most  general  terms,  the  productivity  limitations  noted  may  be  expected 
to  affect  output  quality  as  well  as  cost.  According  to  one  survey  of  shippers  the 
deterioration  was  apparent  primarily  in  the  unavailability  of  freight  cars  as 
needed  and  unreliable  delivery  schedules.  The  first  is  a  function  of  car  owner- 
ship, condition,  and  utilization  and  the  latter  of  terminal  operations 

The  high  bad  order  ratio  which  particularly  plagued  the  PRE  was  com- 
pounded bv  a  decline  in  utilization.  1,     1    T    J  J! 

Average  daily  car  movement  on  the  Penn  Central  actually  declined  from 
42  miles  in  1968  to  38  in  1969,  while  other  Eastern  roads  were  maintaining  levels 
ranging  between  48  and  57  miles.  And  this  low  and  f  alling  utilization  was  com- 
Mned  with  a  6  percent  decline  in  the  size  of  the  freight  car  fleet.  The  upshot  was 
freight  car  availability  so  low  as  to  frequently  jeopardize  shippers'  production 
schedules,  sometimes  even  to  the  point  of  plant  shutdowns  necessitated  by 
clogged  inventory  pipelines.  The  problems  arising  from  car  supply  were  made 
mofe  acute  bv  unreliable  delivery  performance  which  made  it  impossible 
for  shippers  to  effectively  plan  for  the  receipt  of  raw  materials.  ^ 
The  operating  personnel  of  the  railroad  viewed  the  service  problems  as  stem- 
ming from  plant  inadequacies.  As  previously  explained,  capital  budgeting 
problems  and  the  associated  level  of  capital  investment  did  result  m  inadequate 
car  and  locomotive  fleets,  obsolete  yards,  and  poorly  maintained  roadbeds.  But 
personnel  problems,  which  peaked  calamitously  after  the  merger  also  played  a 
part.  Performance  was  poor  even  in  the  modern  yards.  As  an  additional  indi- 
cation, car  turnaround  time  was  high  even  on  available  cars. 

TABLE  (^1 -CAPITAL  EXPENDITURES  AS  A  PERCENT  OF  OPERATING  REVENUE,  PENN  CENTRAL,  PENNSYLVANIA  RR.,  AND 

NEW  YORK  CENTRAL  RR.,  1960-69 


Year 


Ppnn  New  York        Baltimore  Chesapeake 

Central!  Pennsylvania  Central  &  Ohio  &  Ohio  Southern 


9  17  5.96  7.65  26.15 

1969..-     I'U    16.92  6.26  25.94 

1968  -     2-55  fi'22  10  07'  7.85  25.46  19.68 

1967  -  -   9-«  8-22  "/             ^  1 

1966     12.70  1/.^*  »-^^              7„  8  97  12.12 

1965..    15.28  20.  W  u  ^                 g  21.50  9.05 

1964     9-31  III  3.93  17.61  12.93 

1963     -  -  2.S9  ^  5  gg  15  35  17.39 

1962    *-26  4.59  J.8»  1  5  58 

1961      ^'11  III  2.85  3.57  13.82 

I960    °-13 

I  Pro  forma  1960-67. 

Source;  ICC  Transport  Statistics. 


.  The  broader  context  of  ^^^^^f-^^^^^^^^^  zt^c'c  lie 

^For  more  detail  see  ILL  Froceeaings  .^^^^jij      4.i,:„  renort  •  and  Interstate  Commerce 

£;"r^^^sJil.l%X\r'^S!"'^P^'n^n  ^!iS\r^^^.^,  1e^^U1?a^mTn'^t  15. 
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TABLE  C-2.— RATIOS  OF  CUMULATIVE  CAPITAL  AND  MAINTENANCE  EXPENDITURES  TO  OPERATING  REVENUES  AND  INCOME, 
PENNSYLVANIA  RR.  AND  NEW  YORK  CENTRAL,  1958-67 


Maintenance 

Capital 

Total 

Total 

expenditures 

investment 

expenditures 

Maintenance 

Capital 

capital 

to  operating 

to  operating 

to  operating 

expenditures 

investment 

expenditures 

revenues 

revenues 

revenuss 

to  NROI 

to  NROI 

to  NROI 

Pennsylvania  RR_  

  0. 28 

0. 08 

0.36 

9.17 

2. 45 

11.62 

New  York  Central   

---   .29 

.06 

.35 

7.23 

1.43 

8.66 

Source:  ICC  Transport  Statistics  and  ICC  railroad  annual  report,  form  A. 


TABLE  C-3.-CHANGE  IN  FREIGHT  CAR  FLEET,  PENNSYLVANIA  RR.,  1948-67 


Aggregate 

capacity  Revenue  Net  rent 

Freight  cars     Freight  cars          Total  at  (thousands  of  freight  tons  deficit 

added           retired          yearend             tons)  (thousands)  (thousands) 


1967  ._  4,419  9,649  112,431 

1966   7,436  10,426  117,661 

1965   10,974  9,821  120,651 

1964   8,261  22,695  119,498 

1963   9,308  15,911  133,932 

1962   3,160  9,142  140,835 

1961   4,333  13,939  146,817 

I960   12,181  5,891  156,423 

1959   13,755  37,156  150,133 

1958   4,439  5,812  173,534 

1957   5,037  2,474  174,907 

1956  _.  5,579  3,706  172,344 

1955   5,165  20,244  170,471 

1954    541  7,001  185,550 

1953  _._  3,526  5,242  192,010 

1952   4,951  10,732  193,726 

1951    15,012  10,516  199,507 

1950   5,625  10,325  195,011 

1919    1,979  23,121  199,738 

1948    1,832  9,176  220,880 


7,646 
7,944 
7,780 
7,530 
8,262 
8,  649 
8, 935 
9,429 
8,990 
10,187 
10,251 
10, 069 
9,940 
10,381 
11,221 
11,260 
11,524 
11, 160 
11,320 
12,343 


175,758 
183,104 
177,251 
173,452 
164,  267 
161,173 
152,876 
161,315 
163,870 
154,255 
199,960 
211,493 
201,431 
169,436 
206, 196 
202,  281 
225,086 
207,103 
184,  537 
245,  535 


88, 082 
81, 129 
84, 924 
77,678 
74,  245 
73,891 
64, 783 
70, 149 
61,566 
54,  466 
39,135 
35,078 
36, 222 
29,  069 
24,763 
18,  205 
22,  706 
18,  248 
19,811 
14,172 


Source:  ICC  Transport  Statistics. 


TABLE  C-4.— CHANGES  IN  FREIGHT  CAR  FLEET,  NEW  YORK  CENTRAL,  1948-67 


Aggregate 

capacity  Revenue  Net  rent 

Freight  cars     Freight  cars          Total  at  (thousands  of  freight  tons  deficit 

added           retired          yearend             tons)  (thousands)  (thousands) 


1967. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961. 
1960. 
1959. 
1958. 
1957. 
1956. 
1955. 
1954. 
1953. 
1952. 
1951. 
1950. 
1949. 
1948. 


4, 632 

9,513 

78,172 

5, 732 

7,252 

83, 053 

6, 380 

7,378 

84,  573 

4, 582 

7,502 

85,  571 

2,502 

8,126 

88,  491 

4,106 

10, 940 

94,115 

2, 752 

9, 467 

100, 949 

2,124 

5, 075 

107,664 

2, 012 

5, 872 

110,615 

468 

5,  306 

114,475 

7, 293 

5,509 

119,313 

5, 250 

7,101 

117,529 

1,771 

10, 059 

119,  380 

1,535 

16,170 

127,  668 

4, 730 

4,  751 

142,303 

7,017 

3,  334 

142,324 

5,  237 

3,  034 

138, 641 

3, 274 

4,  426 

136, 444 

6, 300 

2, 667 

137,  596 

6,  262 

3,003 

133,963 

4, 

753 

135,  079 

4, 

,964 

139,  454 

4, 

901 

142,649 

5, 

012 

140, 054 

5, 

083 

132,900 

5, 

382 

128,  968 

5, 

746 

122,977 

6, 

088 

133,361 

6, 

225 

131,950 

6, 

419 

126,385 

6, 

692 

150, 698 

6, 

558 

166, 102 

6, 

678 

161.071 

7, 

139 

141,245 

7. 

900 

166, 865 

7, 

856 

164, 041 

7, 

608 

176,763 

7, 

445 

165,835 

7, 

548 

147,787 

7, 

234 

184,  730 

55, 954 
43,191 
41,988 
37,354 
37.  529 
34,  242 
30,  666 
25,811 
20,723 
21,575 
17,167 
21,562 
24, 382 
23,  593 
17,777 
13, 155 
18, 122 
20,  748 
17,114 
21, 135 


Source:  ICC  Transport  Statistics. 
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TABLE  C-6.-MAINTENANCE  EXPENDITURES  FOR  WAY  AND  STRUCTURE  PER  MILLION  GROSS  TON  MILES,  SELECTED  RAILROADS, 

1958-67 


Penn 
Central  i 


Pennsylvania 


1970. 
1969. 
1968. 
1967.. 
1966. 
1965.. 
1964.. 
1963.. 
1962.. 
1961.. 
I960.. 
1959.. 
1958.. 


New  York 
Central 


Baltimore 
&  Otiio 


Chesapeake 
&  Ohio 


1198 

956 
910 
916 
814 

807 
873 
692 
652 

989 

920 

830 

846 

801 

817 

776 

872 

821 

629 

811 

801 

823 

764 

616 

842 

826 

864 

849 

684 

871 

803 

965 

890 

728 

896 

840 

971 

843 

724 

882 

865 

904 

951 

750 

932 

924 

942 

779 

761 

925 

910 

945 

840 

733 

974 

960 

991 

780 

661 

Southern 


1091 
990 
901 
760 
783 
922 
963 
899 
907 
942 
950 
976 

1198 


1  Pro  forma  combination  of  Pennsylvania,  and  New  York  Central;  1958-67. 

Source:  ICC  Transport  Statistics. 

TABLE  C  7A.-FREIGHT  CAR-MAINTENANCE  SELECTED  RAILROADS;  1959-70 


Maintenance  expenditures  for  freight-train  cars 
(millions  of  dollars) 


New      Baiti-  Chesa- 
Penn  Pennsyl-       York    more&  peake  & 
Central      vania    Central       Ohio  Ohio 


South- 


1970..   86.4 

1969   70. 7 

1968   58. 9 

1967   55. 3 

1966   57.2 

1965   56.7 

1964   62.7 

1963   62.  7 

1962..   58.8 

1961.   59.4 

1960   68. 6 

1959..   80.7 

1958   65. 1 


   27.8  25.1  23.2 

   23.8  22.2  20.4 

  22.2  20.1  19.4 

31.3       23.9  19.4  18.5  16.5 

32.8       24.5  21.9  19.6  15.7 

31.1        25.7  20.9  18.0  15.1 

34.3       28.4  19.3  17.0  13.8 

35.1  27.7  23.3  16.1  14.1 

29.2  29.6  23.7  16.1  13.5 
27.8       31.6  24.5  15.9  13.5 

35.7  32.8  26.8  16.5  11.9 

43.8  36.9  27.8  15.9  13.6 
38.7       26.4  22.6  14.9  12.2 


Freight-train  car  maintenance  expenditures  per  car  owned 
(dollars) 


Penn 
Central  1 

Pennsyl- 
vania 

New 
York 
Central 

Balti- 
more & 
Ohio 

Chesa- 
peake & 
Ohio 

South- 
ern 

511 

466 

329 

469 

404 

381 

287 

425 

314 

348 

256 

432 

290 

279 

306 

305 

227 

423 

285 

279 

295 

334 

240 

363 

276 

257 

303 

302 

214 

352 

306 

287 

332 

257 

199 

335 

282 

262 

313 

322 

184 

357 

250 

207 

315 

319 

184 

338 

240 

189 

313 

277 

179 

337 

260 

228 

305 

300 

169 

291 

309 

292 

333 

292 

163 

323 

226 

223 

231 

235 

153 

284 

I  Pro  forma  combination  of  Pennsylvania  and  New  York  Central;  1958-67. 
Source:  ICC  Transport  statistics. 


TABLE  C-7B.-  FREIGHT-TRAIN  CAR  UTILIZATION  AND  BAD-ORDER  RATIO 


Freight-train  car-miles  per  car  (thousands  of  miles) 


Bad-order  ratio  2  (percent) 


Penn  Pennsyl- 
Centrah  vania 


New      BaIti-    Chesa-  New      BaIti-  Chesa- 

York    more  &  peake  &  Penn  Pennsyl-       York    more  &  peake  & 

Central       Ohio       Ohio  Southern  CentraH      vania    Central       Ohio  Ohio 


1970   20. 1 

1969...   20.2 

1968   18. 9 

1967.   19.5 

1966   18.7 

1965   18. 3 

1964..   17.8 

1963   16.0 

1962   15.3 

1961   14.2 

1960   14.2 

1959   14.5 

1958   12.9 


  19.2  15.4  19.8 

.-   19.7  14.8  19.9 

   18.4  15.3  19.0 

17.7  22.2  17.7  15.1  21.8 

17.5  20.6  17.5  15.6  19.6 

17.2  20.0  16.8  15.2  18.8 

17.3  18.6  15.0  14.2  19.4 
14.9  17.6  15.6  13.9  19.4 
14.3  17.0  13.9  12.9  18.9 
13.2  15.7  11.3  11.9  18.4 
12.9       16.1  12.4  11.5  17.0 

13.6  15.4  11.6  11.6  17.9 

11.8  14.5  11.3  12.1  16.8 


1  Pro  forma  com  bination  of  Pennsylvania  and  New  York  Central ;  1958-1967. 

2  Percent  unserviceable  of  total  freight  cars  on  line  (average  of  4  quarterly  counts). 

Source:  ICC  Transport  Statistics,  and  AAR  Operating  and  Traffic  Statistics. 


Southern 


6.2 

3.8 

2.3 

6.5 

5.6 

5.5 

3.1 

7.9 

6.3 

5.9 

3.9 

6.8 

6.5 

9.0 

3.5 

6.8 

3.6 

3.4 

6.4 

8.6 

3.8 

5.0 

4.1 

3.0 

6.3 

7.7 

4.4 

6.6 

6.1 

2.5 

7.4 

8.4 

6.0 

7.5 

4.9 

3.0 

11.9 

15.2 

7.1 

10.1 

5.6 

3.1 

12.8 

16.2 

7.7 

14.9 

5.4 

3.1 

13. 1 

15.8 

9.3 

22.4 

7.2 

3.1 

12.7 

14.1 

10.7 

18.9 

6.6 

3.7 

13.9 

17.5 

8.6 

18.0 

6.4 

4.4 

12.2 

15.9 

7.2 

16.0 

3.6 

4.8 
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TABLE  C-8 -SELECTED  LOCOMOTIVE  MAINTENANCE  AND  PERFORMANCE  MEASURES-PENN  CENTRAL,  PENNSYLVANIA  RR. 

AND  NEW  YORK  CENTRAL,  1958-70 


Maintenance  expendi- 
tures for  locomotives 
(millions) 

Maintenance  expendi- 
tures per  locomotive 
unit  (thousands) 

Mileage  per  locomotive 
unit  (thousands)  - 

Percent  unserviceable  of  locomo- 
tives assigned  to  freight  service 

Year 

Penn    Penn-  New 
Cen-       syl-  York 
tral  >     vania  Central 

Penn    Penn-  New 
Cen-       syl-  York 
tral  1     vania  Central 

Penn    Penn-  New 
Cen-       syl-  York 
tral  1     vania  Central 

Penn    Penn-  New 

Cen-       syl-      York  Eastern 

tral '     vania  Central  district 

1970. 
1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961. 
1960. 
1959 
1958 


100.5  

81.9  

71.4  

74.9      40.1  34.8 

76.7  42.6  34.1 
79.9  46.0  33.9 
79.6      44.3  35.3 

76. 8  42. 4      34. 4 

85.1  51.3  33.8 
81.8      47.2  34.6 

87.0  46.8  40.2 

89.2  51.3  37.9 

79.1  46.0  33.1 


24.1   — 

19.5   

13  3 

18^1  '""18.1  18.5 

17.8  18.0  17.6 

17.7  18.1  17.3 

17.7  17.6  17.8 

16.7  16.4  17.1 

18.2  19.3  16.7 

17.0  17.2  16.8 

18.1  17.1  19.5 
18.5  18.8  18.1 
16.4  17.0  15.6 


42.7   

41.3   

33.5  

45.5  43.7  47.5 

46.0  44.3  48.1 

45.5  42.5  49.4 

45.2  42.7  48.4 

20.7  20.8  20.7 

20.6  20.4  20.8 

19.8  19.1  20.7 

21.3  20.3  22.5 
21.5  21.1  22.1 
21.2  20.9  21.5 


8.9    

7.9  

11.1   

11.3  10.8  11.9 

13.2  16.1  9.7 
14.5  18.4  10.0 
13.7  16.2  10.6 
14.9  15.4  13.5 
16.1      18.5  11.8 

15.4  16.8  12.5 

10.7  11.1  10.1 
11.0      11.0  10.7 

12.8  14.3  7.5 


7.1 

i^ 

•2 

'■I 
10.0 

10.9 
8.1 
8.7 
8.9 


attached  to  a  train). 

Source:  ICC  Transport  Statistics;  ICC  form  A,  annual  railway  reports;  AAR,  OS  series. 


TABLE  C-9 -MAINTENANCE  OF  PHYSICAL  EMPLACEMENTS-PENN  CENTRAL,  PENNSYLVANIA  RR.,  AND  NEW  YORK  CENTRAL, 

1960-69 


Year 


Rail  replacement 


Crosstie  replacement 


Tons  laid  (thousands) 


Tons  laid  per  mile  of  track 
operated 


Crossties  laid  (thousands) 


Crossties  laid  per  mile  of 
track  operated 


Penn 
Cen- 
tral" 


Penn- 
syl- 
vania 


New 
York 
Central 


Penn 
Cen- 
tral! 


Penn- 
syl- 
vania 


New 
York 
Central 


Penn 
Cen- 
tral' 


Penn- 
syl- 
vania 


New 
York 
Central 


Penn 
Cen- 
tral 1 


Penn- 
syl- 
vania 


1969....   30.1 

1968   122.6 

1967   115.7 

1966    75.5 

1965   99. 3 

1964   89. 3 

1963   93.1 

1962   lU.l 

1961   71.5 

1960   98. 1 


65.0 
29.1 
54.3 
49.6 
40.2 
50.6 
32.4 
47.3 


50.7 
45.4 
44.9 
39.7 
52.9 
60.6 
39.1 
50.8 


71  . 
238 
287 
186 
243 
215 
220 
262 
164 
211 


1,478.3    34.6 

1,246.6    ?§■? 


297 
132 
246 
221 
176 
220 
140 
203 


275 
249 
237 
207 
270 
304 
192 
242 


1,519.9 
1,362.8 
1,477.6 
1,399.2 
1,207.9 
1,354.2 
917.6 
1,297.7 


787.4 
658.3 
791.6 
737.6 
599.4 
741.1 
525.1 
760.2 


732.6 
704.5 
686.1 
661.6 
608.5 
613.1 
392.5 
537.5 


37.7 
33.5 
36.1 
33.7 
28.5 
31.6 
21.1 
29.3 


1  Pro  forma  combination  of  Pennsylvania,  and  New  York  Central;  196W7. 
Source:  ICC  Transport  Statistics. 


36.0 
39.9 
35.8 
32.9 
26.3 
32.3 
22.6 
32.6 


New 
York 
Central 


39.7 
37.8 
35.2 
34.6 
31.1 
30.8 
19.3 
25.6 


TABLE  C-IO.-RAILROAD  ACCIDENTS  PER  MILLION  UNITS,  SELECTED  RAILROADS;  1960-€9 


Year 


Penn 

Central '  Pennsylvania 


1%9.. 
1968.. 
1967.. 
1966-. 
1965.. 
1964. 
1%3.. 
1%2. 
1961. 
1%0. 


10.8 

14.4 

9.2 

12.5 

7.9 

10.5 

5.5 

7.8 

5.1 

6.9 

5.0 

6.9 

5.0 

7.0 

4.4 

5.9 

New  York 
Central 


1  Pro  forma  combination  of  Pennsylvania,  and  New  York  Central;  1960-67. 
Source:  ICC  docket  No.  35291,  U.S.  34. 


7.0 
5.5 
5.0 
3.7 
3.8 
3.7 
3.2 
3.3 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


8.0 
6.5 
5.6 
6.0 
6.0 
7.6 
5.6 
5.0 
4.2 
3.8 


9.2 
9.7 
9.4 
7.0 
7.4 
6.3 
6.1 
4.1 
3.9 
3.0 


Southern 


7.2 
8.5 
11.5 
12.0 
9.6 
8.6 
6.8 
6.8 
5.2 
4.6 
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TABLE  C-ll— WAGES  AS  A  PERCENTAGE  OF  GROSS  OPERATING  REVENUE,  SELECTED  RAILROADS;  1960-69 


Year 


Penn 
Central ' 


Pennsylvania 


New  York 
Central 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


Southern 


1970. 
1969. 
1968. 
1967.. 
1966.. 
196b., 
1964.. 
1963. 
1962.. 
1961.. 
I960.. 


55.8 

40.3 

47.1 

(0 

51.3 

38.9 

48.0 

31.9 

49.1 

40.3 

47.5 

32.1 

47.8 

47.7 

48.0 

41.0 

45.3 

32.9 

46.5 

46.9 

46.0 

41.2 

44.1 

38.2 

48.0 

49.0 

46.8 

42.5 

42.7 

39.3 

48.9 

50.3 

46.9 

42.8 

44.4 

38.9 

49.5 

49.6 

49.  5 

43.3 

44.1 

35.8 

51.9 

50.3 

54.0 

46.0 

46.1 

37.9 

53.9 

51.4 

55.6 

51.2 

47. 1 

39.0 

53.7 

52.6 

55.0 

50. 1 

45.1 

38.5 

1  Pro  forma  combination  of  Pennsylvania,  and  New  York  Central;  1960-67. 

2  Not  Stated. 

Source:  Moody's  Transportation  Manual. 

TABLE  C-12.— GROSS  TON-MILES  PER  EMPLOYEE'  SELECTED  RAILROADS;  1960-70 
[Thousands] 


Year 


Penn 
Central  2 


Pennsylvania 


New  York 
Central 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


Southern 


1970_ 
1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961. 
1960. 


2,118.2  ... 

2,109.5  

2,079.3 

2,100.8  2,163.4  2,265.4 

2.064.0  2,136.4  2,187.2 
1,945.5  2,008.1  2,058.7 
1,825.8  1,952.0  1,834.4 

1.723.7  1,885.3  1,738.1 
1,628.2  1,726.3  1,645.8 

1.520.1  1,596.7  1,563.9 

1.442.8  1,452.7  1,532.1 


990.7 
967.7 
776.8 


,629 

,549 

,506 

,288 
2,115, 
1,913, 
1,782.6 
1,733.5 


2,727.6 
2,549.6 
2,579.4 
2,722.4 
2,  849.  4 
2.902.5 
2,731.9 
2,642.9 
2,409. 1 
2,287.6 
2,  326.  5 


3,453.4 
3,467.9 
3,198.7 
3, 140.0 
3,019. 1 
2,  625.  0 
2,481.9 
2,  063.8 
2,  005. 3 
1,882.1 
1,793.1 


1  Gross  ton-miles  of  cars,  contents  and  cabooses  (freight  and  passenger.) 

2  Pro  forma  combination  of  Pennsylvania;  New  York  Central;  and  New  York,  New  Haven  &  Hartford;  1960-67. 
Source:  AAR,  OS  series;  and  ICC  forms  A  &  B,  railroad  annual  reports. 

TABLE  C-13.— GROSS  TON-MILES  PER  SERVICE-HOUR,  SELECTED  RAILROADS;  1960-70 


Year 


Penn 
Central ' 


Pennsylvania 


New  York 
Central 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


Southern 


1970. 
1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961.. 
1960. 


852 

1,  286 

1,232 

1,509 

853 

1,277 

1, 139 

1,487 

840 

1, 182 

1,110 

1,370 

874 

905 

941 

1, 133 

1,147 

1,361 

843 

893 

871 

1,082 

1,  155 

1,  284 

795 

839 

818 

1,072 

1,  147 

1,  105 

746 

809 

741 

966 

1,043 

1,058 

712 

779 

706 

919 

1,019 

885 

683 

739 

678 

843 

943 

879 

642 

684 

652 

784 

910 

843 

616 

646 

633 

763 

926 

800 

1  Pro  forma  combination  of  Pennsylvania;  New  York  Central;  and  New  York,  New  Haven  &  Hartford;  1960-70. 
Source:  ICC  transport  statistics. 

TABLE  C-14.— GROSS  TON-MILES  PER  DOLLAR  OF  COMPENSATION,  SELECTED  RAILROADS;  1960-70 


Year 


Penn 
Central  i 


Pennsylvania 


New  York 
Central 


Baltimore  &  Chesapeake  & 
Ohio  Ohio 


1970. 
1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961. 
1960. 


204  .... 

219   

231  .. 

254  267  267 

261  275  269 

254  267  261 

252  269  254 

247  270  245 

240  259  239 

231  245  234 

227  236  233 


319 
333 
332 
345 
332 
337 
332 
319 
297 
285 
282 


291 
286 
310 
332 
351 
363 
350 
354 
333 
328 
342 


Southern 


355 
368 
361 
377 
384 
344 
353 
298 
302 
297 
289 


1  Pro  forma  combination  of  Pennsylvania;  New  York  Central;  and  New  York,  New  Haven  &  Hartford;  1960-70. 
Source:  ICC  transport  statistics,  and  ICC  wage  statistics. 
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TABLE  C-15.-C0MPENSATI0N  PER  SERVICE-HOUR.  SELECTED  RAILROADS;  1960-70 

[Dollars] 


Year 


Penn 

Central  i  Pennsylvania 


New  York 
Central 


Baltimore  &  Chesapeake  & 
Ohio  Ohio 


Southern 


1970. 
1969. 
1968. 
1967. 
1966. 
1965. 
1%4. 
1963. 
1962. 
1961. 
1960. 


4.18  ._  -  ^-03 

3. 90    3. 83 

3. 66    3. 56 

3. 43  "  "         3. 40              3. 52  3. 28 

3.23  3.24              3.24  3.26 

3.12  3.14              3.14  3.17 

2.%  3.01              2.91  2.91 

2.88  2.88              2.89  2.88 

2.85  2.86              2.84  2.84 

2.78  2.80             2.78  2.75 

2.72  2.73             2.71  2.70 


4.  23 
3. 99 
3.58 
3.45 
3. 29 
3.16 
2.98 
2. 88 
2. 84 
2.77 
2. 71 


4. 25 
4. 04 
3. 79 
3.61 
3.34 
3.  21 
3. 00 
2.97 
2.91 
2.  84 
2. 77 


I  Pro  forma  combination  of  Pennsylvania,  New  York  Central  and  New  York,  New  Haven  &  Hartford,  1960-67. 
Source:  ICC  transport  statistics,  ICC  wage  statistics. 
TABLE  C-16.-NET  TON-MILES  OF  REVENUE  FREIGHT  TRAFFIC  PER  MILE  OF  ROAD  OPERATED,  SELECTED  RAILROADS.  1960-69 

[Millions  ofton-miles) 


Year 


Penn  Central'  Pennsylvania 


New  York 
Central 


Baltimore  &  Chesapeake  & 
Ohio  Ohio 


Norfolk  & 
Western 


Erie 

Lackawanna 


1969     4.33 

1968...  --  4.38 

1967.  --  4.48 

1966   *■  50 

1965...  -  4.40 

1964    4.10 

1963  -   3.90 

1962  -  3.74 

1961  -  3.52 

1960   -  3.55 


5. 40 
5.63 
5.40 
5.05 
4.86 
4. 66 
4.35 
4.  34 


4.04 
4. 00 
3.84 
3.48 
3.30 
3.18 
3.06 
3.12 


5.22 

6.70 

7.02 

5.10 

6.75 

6.  80 

4.88 

6.  90 

6. 55 

4.94 

7.00 

6.64 

4.64 

7.00 

6.41 

4.28 

6.62 

6. 00 

3.86 

6.49 

P) 

3.94 

5.86 

(?) 

3.63 

5.38 

(') 

3.62 

5.72 

(») 

5.36 
5.15 
4.86 
4.94 
4.64 
4. 28 
3.86 
3.94 
3.62 
3.60 


1  Pro  forma  combination  of  Pennsylvania;  New  York  Central:  New  York,  New  Haven  &  Hartford:  1960-67. 

2  Not  available  prior  to  1964. 

Source:  Estimated  from  ICC,  Docket  No.  35291,  V.S.  34,  chart  E-8 

TABLE  C-17.-MILEAGE  PER  LOCOMOTIVE  UNIT,  SELECTED  RAILROADS,  1964-70 
[Thousands  of  miles 


Year 


Penn  Central'  Pennsylvania 


New  York 
Central 


Baltimore  &  Chesapeake  & 
Ohio  Ohio 


1970. 
1969. 
1968. 
1967. 
1966. 
1965. 
1964. 


42  7  .  54. 2  50. 5 

;i3  55.2  53.0 

il  l   ...  57.7  53.3 

45'.  5  43.7  47.5  54.8  51.5 

46  0  44.3  48.1  57.7  54.7 

AS  42  5  49.4  53.6  54.5 

Id  V  2  48.4  50.1  52.5 


Southern 


76.9 
69.6 
74.8 
68.0 
70.1 
65.9 
68.4 


.  Total  locomotive  unit-miles  for  freight  trains  per  locomotive  units  at  close  of  year.  Figures  not  available  prior  to  1964. 
3  Pro  forma  combination  of  Pennsylvania  and  New  York  Central;  1364-*/. 
Source;  ICC  transport  statistics. 

TABLE  C-18.-CAR-MILES  PER  SERVICEABLE  FREIGHT  CAR-DAY,  SELECTED  RAILROADS.  1958-70 


Year 


Penn 

Central'  Pennsylvania 


New  York     Baltimore  &  Chesapeake 
Central  Ohio  &Ohio 


Southern 


1970.. 
1969.. 
1968.. 
1967.. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961. 
1960. 
1959. 
1958. 


40.9  -  50.2 

39.4..  -—  ".9 

39  3    

40.3 """'40.8  40.1  52.2 

40.0  42.0  37.3  49.7 

40  4  40.0  41.3  50.5 
iO.Z  40.0  41.7  42.5 
36.7  36.3  38.6  41.8 
36.7  35.8  39.0  38  0 

36.1  33.9  37.8  37.4 

36.7  33.7  39.2  38.5 
35.5  34.4  37.7  37.3 

33.8  33.5  34.0  34.7 


44.2 
44.6 
44.7 
46.0 
50.4 
46.5 
42.6 
43.4 
39.7 
36.5 
35.6 
36.7 
35.4 


56.5 
61.6 
52.5 
42.8 
41.9 
39.2 
44.0 
43.0 
42.4 
40.8 
39.9 
43.8 
43.1 


1  Pro  forma  combination  of  Pennsylvania  and  New  York  Central;  1958-67. 
Source:  A.A.R.,  O.S.  series. 
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TABLE  C-19. -GROSS  TON-MILESi  PER  FREIGHT  TRAIN-HOUR.  SELECTED  RAILROADS,  1958-70 


Year 


Penn  New  York     Baltimore  &  Chesapeake 

Central   Pennsylvania  Central  Ohio  &  Ohio 


1970. 
1969. 
1968. 
1967. 
1966_ 
1965. 
1964.. 
1963. 
1962.. 
1961.. 
I960.. 
1959.. 
1958.. 


72, 376    76, 307 

68,883   76, 194 

72,281    66,024 

73,644           71,550           76,557  63,913 

71,222           69,441           73,795  63,457 

67,657           66,176           69,761  66  131 

64,912           64,196           65,959  65,424 

63,336           63,790           62,716  64,656 

62,112           62,413           61,647  63,956 

59,380          58,858          60,056  57,865 

57,960           56,134           59,458  56,849 

56,190           55,770          57,159  55,243 

54,903          55,967           53,554  54,751 


82, 886 

77, 522 
83, 489 
76,  452 
74, 348 
75,383 
79, 954 
76, 320 
73,576 
72, 024 
71,546 
75,  882 
78,052 


Southern 


69, 002 
67, 169 
65,230 
66, 859 
63,  794 
57,453 
60, 325 
59, 604 
61,220 
59, 490 
56, 225 
58,410 
53, 844 


>  Gross  ton-miles  of  cars,  contents,  and  cabooses  (freight  only). 

a  Pro  forma  combination  of  Pennsylvania  and  Hevt  York  Central;  1958-67. 

Source:  A.A.R.,  O.S.  series. 

TABLE  C-20.-PERCENT  LOADED  OF  TOTAL  FREIGHT  CAR-MILES,  SELECTED  RAILROADS;  1958-70 


Year 


Penn 
Central  i 


Pennsylvania 


New  York 
Central 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


1970.. 

1969.. 

1968. 

1967.. 

1966.. 

1965.. 

1964.. 

1963  . 

1962.. 

1961.. 

I960.. 

1959... 

1958.. 


1  Figures  tor  Penn  Central  are  pro  forma  prior  to  1968. 
Source:  AAR,  O.S.  series. 


TABLE  C-21.-NET  TON-MILES  PER  LOADED  CAR-MILE,  SELECTED  RAILROADS;  1958-70 


Year 


Penn 

Central '  Pennsylvania 


New  York 
Central 


Baltimore  Chesapeake 
&  Ohio  &  Ohio 


1970. 
1%9. 
1968.. 
1967.. 
1966.. 
1965.. 
1964.. 
1963.. 
1962.. 
1961.. 
I960.. 
1959.. 
1958.. 


>  Figures  for  Penn  Central  are  pro  forma  prior  to  1968. 
Source:  A.A.R.,  O.S.  series. 

TABLE  C-22.-NET  TON-MILES  PER  FREIGHT  CAR-DAYi,  SELECTED  RAILROADS;  1958-70 


Year 


Penn 

Central  2  Pennsylvania 


New  York 
Central 


Baltimore 
&  Ohio 


Chesapeake 
&  Ohio 


Southern 


58.2 

57.9 

53.8 
54.1 
54.7 
53.3 

58.5 
60.1 
59.8 
58.3 

58.8 

58.3 
58.6 
58.6 

58.7 

58.9 

60.6 

57.0 

60.1 

61.9 

58.0 

59.7 

54.2 

59.5 

59.8 

61.6 

57.6 

58.9 

54.9 

60.7 

59.6 

61.3 

57.4 

57.5 

54.3 

60.3 

59.9 

61.8 

57.6 

58.0 

54.2 

59.0 

59.6 

61.8 

56.9 

58.7 

54.1 

60.6 

59.1 

61.3 

56.6 

58.1 

54.4 

61.8 

59.1 

61.2 

56.7 

58.4 

55.2 

62.3 

60.4 

62.6 

57.8 

59.4 

55.3 

64.  2 

58.9 

61.0 

56.2 

59.7 

54.7 

62.  5 

Southern 


43.5 

44.8 

60.2 

46.7 

43.3 

43.9 

57.7 

45.2 

42.6 

45.6 

56.0 

44.3 

41.1 

43.0 

40  0 

44.4 

53.7 

43.0 

41.0 

42.8 

39.9 

44.7 

51.2 

43.1 

39.9 

41.5 

39.0 

44.5 

50.3 

42.2 

38.7 

40.3 

37.9 

43.9 

50.4 

39.4 

37.4 

38.6 

37.1 

41.8 

50.6 

37.9 

36.4 

37.5 

35.6 

40.8 

49.2 

36. 1 

35.5 

36.4 

35. 1 

41.2 

48.0 

34.8 

34.1 

35.8 

33.9 

39.6 

48.8 

33. 1 

33.5 

34.4 

33.2 

38.2 

49.0 

32.5 

33.3 

34.2 

32.9 

37.2 

49.6 

31.9 

Southern 


1970. 
1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963. 
1962.. 
1961.. 
I960.. 
1959.. 
1958.. 


1,033     1,302 

1,005  ._   1,462 

980   _   1,529 

992            1,063             3  916  1,360 

1,049             1,113             3974  1324 

997            1,021             3  966  1,325 

955              989              908  1  074 

747              734              766  910 

708              694              729  767 

655              638              680  6% 

652              635              676  722 

631              610              662  692 

566              589              582  647 


1  Serviceable  Freight  Car-Days,  only  1964-70. 

2  Pro  forma  combination  of  Pennsylvania  R.R.  and  New  York  Central;  1958-67 

3  Includes  Pittsburgh  &  Lake  Erie. 

Source:  AAR,  O.S.  Series. 


1,432 
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1, 168 
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999 
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Merger  and  the  Road  to  Ruin 


THE  INCEFnON 


The  marriage  of  the  Pennsylvania  and  the  New  York  Central  Railroads, 
like  others,  got  much  of  its  style  from  its  psychological  foundations.  It  was 
certainly  not  born  in  Heaven  and  blessed  with  Love,  but  was  strictly  a  mar- 
riage of  convenience  with  a  strong  dose  of  parental  fiat.  "Polite  cordiality" 
may  be  too  generous  a  term  to  characterize  the  resulting  relationship. 

Tlie  chronology  of  the  merger  is  extensive.  Final  and  serious  negotiations 
date  from  September,  1959,  agreement  was  reached  between  the  companies  in 
January,  1962,  and  the  application  for  approval  was  filed  Avith  the  ICC  the 
followmg  August.  After  near  recordbreaking  hearings,  tlie  merger  was  ap- 
proved by  the  Commission  in  April,  1966,  and  after  further  litigation  was  finally 
approved  by  the  Supreme  Court  on  January  15,  1968.  With  unseemly  haste, 
the  new  company  died  on  June  21. 1970. 

The  Penn  Central  combination  was  the  last  of  a  string  of  mergers  that 
had  essentially  restructured  the  railroad  system  in  the  East  in  about  five  years. 
Starting  with  Erie-Lackawanna,  the  East  saw  the  formation  of  new  combines 
embracing  the  Chesapeake  and  Ohio-Baltimore  and  Ohio,  the  Norfolk  and 
Western-AVabash  et  ah,  and  finally  the  grand  culmination— Penn  Central  itself. 
The  entire  pattern  bore  to  a  remarkable  degree  the  seal  of  the  PRR  as  em- 
blazoned by  Its  chief  executive  of  many  years,  James  W.  Symes.  The  Pennsyl- 
vania s  influence  was  exercised  in  a  general  way  by  the  vast  weight  of  its  support 
of  other  mergers,  and  by  its  courting  of  the  Central,  but  more  specifically 
through  its  veto  power  over  the  criticallv  pivotal  Norfolk  and  Western  deal 
derived  from  its  heavy  stock  ownership  in  the  N&W  and  its  control  of  the 
Wabash.  Successful  disposition  of  all  of  the  other  principal  railroads  in  the 
East  was  believed  to  be  a  condition  for  Penn  Central's  approval. 

The  long  period  between  the  1959  negotiations  and  the  1968  merger  attempt 
brought  severe  change  m  the  external  operating  environment  and  in  internal 
company  conditions.  The  economy  was  sagging,  railroads  generally  were  losing 
market  position,  and  the  Eastern  competitors  had  been  uniformly  strengthened 
by  their  mergers.  Internally,  financial  vitalitv  had  been  further  sapped. 

It  IS  customary  for  the  ICC  to  attach  conditions  to  its  approval  of  a  merger 
Ihose  arising  m  this  case  were  casually  prescribed,  having  been  previously 
agreed  upon  by  management  and  one  or  more  of  its  adversaries  in  the  proceed- 
ings. But  they  are  of  much  more  than  casual  interest  or  consequence.  In  addition 
to  some  standard  requirements  involving  relationships  with  other  railroads,  two 
stand  out  as  vital  landmarks.  The  Commission's  approval  of  tlie  merger  required 
the  Penn  Central  to  take  over  the  bankrupt  New  Haven  Railroad  at  a  fancy 
price  and  with  protection  for  labor  substantially  exceeding  standard  provisions. 
iJie  intention  of  the  governing  statute  is  to  preserve  employment  from  merger 
consequences  for  a  stipulated  period.  The  Penn  Central  agreement,  negotiated 
by  the  applicants  and  approved  by  the  Commission,  bought  labor's  support  by 
a  generous  commitment  to  also  recall  previously  furloughed  workers.  The  inclu- 
sion ot  the  W  Haven  eliminated  the  Executive  Branch  of  the  Federal  Gov- 
ernment and  New  England  from  the  list  of  opponents. 


MERGER  PLANNING 


Extensive  planning  was  carried  on  over  a  number  of  years  in  two  main 
stages.  At^the  time  of  the  first  negotiations  in  the  late  1950's,  the  companies 
jointly  and  separately  reviewed  their  operations  and  were  in  the  course  of  com- 
pleting a  basic  plan  of  merger.  Upon  resumption  of  negotiations  in  late  1961, 
tnis  work  was  refined  into  the  operational  plan  presented  to  the  ICC  and  de- 
scribed at  length  in  its  initial  report. 
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AftPr  the  Dresentation  to  the  Commission,  additional  studies  were  made 
which  resu  ted  firstTn  ™^  Plan  and  finally  in  the  detailed  Master  Oper- 
Ttincf  Pla  Plan  is  said  to  have  been  completed  after  many  months 

of  elor  ton  [he  part  of  the  best  informed  people  of  both  roads  The  compan^s 
used  a  somewhat  formalized  organization  for  plannmg  guided  by  a  system  ^^^^^^^ 
dinator  for  each  railroad  and  staffed  by  36  representatives  of  18  departments. 
The  Dlannin-  committees  were  to  identify  important  decision  areas,  describe 
fhe  approSs  of  th^^  two  companies,  and  adopt  approaches  for  the  new  system. 

In  adSn  to  developing  the  pilaster  Operating  Plan,  the  planning  or- 
ganiStifn'SiLti  conLimication  between  the  .^^^f^:^ 
companies  No  formal  record  is  readily  available  of  the  extent  to  ^j}^ 
depTZents  had  reached  agreements  or  resolved  differences  relating  to  their 
SmeTm  organizatio  policies,  and  procedures.  But  there  are  many  mdica- 
Sons  l'?lucUn|  the  abortive  merger  consummation  attempt,  that  the  planning 

Delpu/i^ltf'^^^^^^^^^^  effort,  the  planning  focus  was  primarily  on  a 

rather  narrow  consideration  of  plant  design.  The  basic  determi^^^^^^^^^^^^ 
merger  plan  was  the  design  of  traffic  routing  which  established  the  track  and 
Srmfnaf  capacity  necessa??-  to  handle  the  expected 

facility  requirements.  But  the  steps  or  processes  necessary  mo.e  from  two 
separate  roads  and  to  achieve  the  design  specifications  were  not  spelled  out. 
Xrels  Sle  indication  that  the  top  officers  took  *  V^P-^S^  de'ot^^ 
the  merger  work.  Stuart  Saunders,  PRR's  executive  officer.  aPPa/«^^tl>  ^^^^^^^ 
his  efforts  to  the  legal,  political,  and  financial  matters  required  to  secure  ap- 
proval of  the  merger,  eaving  matters  of  operational  organization  to  subordi- 
nates On  the  oThef  h^nd,  Alfred  Perlman,  his  New  York  Central  counterpart 
was  moi  e  concerned  with  building  up  his  company's  strength  as  an  independent 

""'^  Under  the  circumstances,  it  is  not  surprising  that  Pl^^^^^ltt.  divS^e 
made  only  in  the  relatively  rare  cases  where  there  was 

issues  largely  unresolved.  From  the  standpoint  of  top  officials,  too  much  public 
anention  to  the  differences  between  the  railroads  might  disturb  pubhc  opimon 

^"'KS'eS^^^^^^^  compounded  by  the  absence  of.real  decision^ 
making  authority  until  the  merger  was  formalized  Since  p  annmg  .^as  being 
cTnducid  by  two  rather  equal  partners  without  a  dominant  authority  able  to 
commit  both  railroads,  neither  could  be  forced  to  make  concessions.  Areas  of 
dragreement  had  to  a^Vait  resolution  by  the  Board  of  the  new  company. 

The  frustrations  induced  by  these  fatal  planning  problems  apP^^r  to  be 
pointedly  summarized  in  an  eloquent  memorandum  which  plaintively  conhded . 
^fam  searching  desperately  for  some  concrete  evidence  of  progress-completed 
proTctsTeS-ks.  e^tc.-but  am  finding  little."  "  Subsequent  performance  sug- 
crests  that  this  underlying  problem  persisted. 

^  Paper  planning  can  be  effectively  aided  by  the  accommodation  of  organiza- 
tions, facilities,  and  services  in  preparation  for  ultimate  consolidation^  This 
process  was  stifled  by  the  long  period  of  gestation  from  inception  of  the  merger 
to  its  final  approval,^  during  which  the  outcome  remained  quite  uncertain.  Witii 
separate  operations  continuing,  investments  must  be  g^^^^.^/^.the  require^^^^ 
of  the  individual  roads,  with  little  regard  for  ^«^ge^-^«^«^^^*|.^ 
company  could  spare  funds  for  pro  ects  with  a  payoff  condit  oned  by  merger 
approval  or  for  the  entire  cost  of  a  project  that  might  be  jointly  financed  after 

TlanTinvestment  appropriate  for  the  Penn  Central  ^^q^i^^d  ^^^ded  capacity 
of  the  New  York  Central  far  beyond  its  needs  as  a  separate  road.  For  example^ 
the  Selkirk  yard  required  only  70  classification  tracks  as  an  individual  facility 
but  90  tracks'  ^^fthXerged  company.  On  the  one  hand  ''^^r'lT^:^^  Zll 
an  investment  moratorium,  but  this  was  not  practical  On  the  othe  hand  it  was 
no  more  feasible  to  ignore  the  merger  possibility  and  proceed  f^^\l-speed  ahead 
on  independent  courses.  There  was  simply  no  satisfactory  solution  to  the 
problem. 

S5  Letter  from  B.  Cole  to  F.  L.  Kattau.  August  1965 ;  see  Appendix  D,  Exhibit  63.  p.  702. 
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Uncertainty  about  merger  approval  and  timing:  also  militated  against 
accommodation  in  other  areas  such  as  operating;  and  accounting  procedures. 
Neither  company  could  afford  the  cost  of  chan^rin^r  procedures  that  were  in- 
dividually satisfactory  in  order  to  adapt  to  an  uncertain  consolidation.  Conflict- 
ing procedures— a  reflection  of  incompatibility— are  a  common  characteristic  of 
these  two  large  and  long-time  rivals.  And  even  when  new  projects  were  adopted, 
such  as  the  introduction  of  computers,  differences  of  opinion  about  the  merits  of 
solSnr^  approaches  frequently  prevented  the  adoption  of  consistent 

of  ^lrt^  fi^i^fiiT'^Tn^Pj'''"''^^'^  requirements  passively.  In  its  initial  decision 
ot  April  b,  1966,  the  ICC  denied  a  petition  to  reopen  the  proceeding  based  on  a 
public  reference  by  PRR  Chainnan  Saunders  to  cliffWent  operating^plans  than 
those  testified  about  at  the  hearings.  The  Commission,  like  the  examiners  id 
It  dlS'nnV  ""'"^n  Pl^^\t''';^'l"^  ^^'^  ^^^^""^^^  t«  be  followed  in  any  detail. 
dL^lfin,^  r'''"%"'vf  ""^"'^  '-^PPai'ently  assuming  that  managerial 

disci  etion  governed  by  survival  instincts  and  the  profit  motive  would  insure 
appropriate  execution.  At  one  point,  the  examiners  noted  that  it  had  been 
proposed  to  reduce  the  number  of  operating  regions  from  14  to  10,  but  concluded 

Reflecting  a  host  of  unfavorable  forces,  premerger  planning  was  lar^elv  a 
paper  effort  Plans  were  produced,  but  little  was  accomplished  toilrd  resolviW 
mapr  interfaces-determining  what  was  to  be  done  ind  how,  aM  accommo^ 
thr'Zh  kT'nn  ^''"''^^  companies.  The  ICC  was  a  passive  onlooker 

others  P^^""^"g  pitfalls  than  the  managements  or 

The  siniilarities  of  the  companies  dictated  the  tvpes  of  fusion  that  would 
cal  Zn?f.  h'^'?.'^'  merger-essentially  head-on  consolidation  of  the  phys^ 
cal  p  ants  rather  than  a  linear  linkage.  The  identity  of  geographic  terHtorv 
parallel  route  structure,  and  similarity  of  size  and  traffic^paS  meant  thS 
the  benefits  of  merger  had  to  come  from  consolidation  of  duplicated  derations 
S^fthpt  If^i^'^"'^^"""-^''^  ^"^^b^  '"^''Shly  the  same  tlfii  gfto  t^me  ger 
sona?  pea£s  in'trnffi^^  '"^^''^'^^'^  -  ^--^  of  com^plementary  fe?-' 

tu?e  Vl?P  .fnanln  f  '  territory,  gateways,  or  complementary  route  struc- 
west  over  tltTpn^  opportunity  to  consolidate  much  of  their  east- 

wesr  name  ovei  the  Central's  water-level  route.  Although  sliHitlv  lontrpr  m 
some  cases  than  the  Pennsylvania's  route,  it  permitted bvpafs  ng  he^llle 
ghenies' mountainoiis  grades  and  curves.  Principally,  the  ni^g^i  wfuld 

ences^biSe??h!j'^«^^^^^  ^'^^^^^^  ^S'T^'  ^-^q^i^^^^ents,  patent  differ- 
fncomDSibibHp«  l\  P  .  '  achievement.  Such  differences  constitute  glaring 
i^f^^^ft  1  ^^"^  ^"^"^  partners  must  cooperate  to  perform  the  same  tasks 

rather  than  supplementary  or  complementary  ones. 

r.../  Central  was  expected  to  be  a  complete  consolidation  of  the  two 

rmttenrofT^  ^^'"^  ^"^^  7''         '  --^'^^^^^  ^o  achieve 

fhKl    V    1  n  T""]'  ^^^^^e^^^-ation  of  freight  for  the  greatest  distances  over 

were  tTsfe'^si^^^^^^^^^^^^^  'T\''       ^^^^^  Pennsylvania  Raflroad 

Sed  bTthe  mnt^^^^^^       /f'T  ^'^^^^      consolidation  is  in- 

aicatea  by  the  magnitude  of  traffic  rerouting,  w  th  estimates  durino-  the  merrrpr 

^^ft^V^'  ""T  ''''  P-.-.vl-nia's  routes  woTild X  rea  '  bTofe- 
nf  nt,,-  f  ■  ^V^-f-'^''^"'"^  required  substantial  additions  to  the  capacity 
of  certain  terminal  facilities;  in  fact,  the  hearing  examiners  believed  cmSS 
tion  of  a  c  assification  yard  at  Selkirk  to  be  "the'single  most  silnVficant  change 
in  terminal  operations"  and  "the  kev  to  the  merger  proo■rL^^"  S  tab!  -^a 

PaS  rn f's  "'^T''''  "^"^^      -^""^'^  ^o^handle  tl^  le    t  affic 

patterns.  Saunders  was  proud  of  the  labor  agreement  he  negotiated  particu- 
larly  because  it  permitted  the  railroad  to  relocate  employees.  ^ 

amlners"  Report  p*'Ts' Thei^nr?"'  ^'"^^''^^  ?<"='^^t  ^o.  21989,  Penn  Central  Merger  Hearln,:  Er 
^OT^Centr^^  f  clUhl^^^^^^  in  full  i„  Pen„s.v.vanlaT^^;^fI?r^'e°"^?'w 
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Effecting  the  complete  consolidation  envisioned  by  the  Penn  Central  re- 
quired a  number  of  steps.  Basic  requirements  included  the  construction  of 
physical  facilities  to  handle  the  rerouted  traffic,  and  the  full  digestion  of  a  single 
set  of  operating  procedures  by  employees.  T^niform  car  control,  billing,  and 
accounting  procedures  needed  to  be  devised  and  implemented.  Another  funda- 
mental requii-ement  was  a  new  organizational  structure  specifying  superior- 
subordinate  relationships,  a  stable  chain  of  command,  and  the  allocation  of 
decision  making  authority  among  the  appropriate  officers.^* 

It  is  evident,  at  least  upon  hindsight,  that  consolidation  is  a  complicated 
process  requiring  much  time  and  effort  to  achieve.  It  is  anomalous  that  during 
the  years  required  to  establish  the  legality  of  the  merger,  the  parties  pointed 
toward  a  "Merger-day"'  on  which  the  merger  could  be  finally  consummated  so 
that  the  Penn  Central  could  at  once  begin  to  operate  according  to  its  ultimate 
design.  Little  thought  was  apparently  given  to  the  difficult  process  of  forging 
one  company  from  the  pieces  of  its  predecessors.  Although  it  was  acknowledged 
beforehand  that  the  full  amount  of  merger  savings  would  not  be  available  for 
eight  years,  the  basis  for  this  delay  Avas  usually  attributed  to  the  costs  of  plant 
construction  and  labor  protection.  Costs  resulting  from  the  process  of  consoli- 
dation were  unexpected. 

When  final  approval  came  and  consolidation  began  in  earnest,  the  funda- 
mental decision  about  traffic  routing  had  been  made ;  the  key  terminals,  yard 
and  connection  work  had  been  identified.  It  now  remained  to  implement  those 
plans.  This  was  no  small  task  as  the  record  of  activity  for  the  following  two 
years  indicate.^^  Ten  classification  yards  were  built  or  enlarged,  35  key  ter- 
minals were  consolidated;  four  yards  were  eliminated  in  1968  and  two  in 
1969 ;  and  numerous  rail  connections  Avere  made. 

The  Pennsylvania  Railroad "s  desperately  declining  cash  position  gave  no 
time  to  pursue  a  leisurely  pace  with  the  consolidation  effort.*** 

Accordingly,  just  as  soon  as  the  Supreme  Court  decision  of  January  15, 
1968  permitted  the  merger,  the  Pennsylvania  Railroad  rushed  ahead  with 
enthusiasm,  aware  that  it  would  run  out  of  cash  if  left  on  its  own.  Although 
the  attitude  at  the  New  York  Central  is  not  set  out  as  explicitly  as  the  Pennsyl- 
vania's in  the  records,  it  was  ])robably  about  as  anxious  because  of  its  critical 
cash  needs.  Not  surprisingly,  the  two  "companies  found  themselves  no  stronger 
in  union  than  as  independents.  Immediate  action  had  to  be  taken  to  keep  the 
Penn  Central  afloat.  Since  top  management  believed  the  decade  of  rhetoric  that 
vast  savings  would  occur  upon  the  consolidation  of  the  two  railroads,  they 
undertook  a  crash  program  to  achieve  those  savings  as  soon  as  possible.  There 
is  no  evidence  that  any  serious  consideration  was  given  to  a  more  gradual 
program. 

Several  months  after  the  bankruptcy,  Alfred  Perlman  testified  to  the  Senate 
Commerce  Committee  Avith  obvious  "pride  that  physical  work  originally 
scheduled  for  completion  in  five  years  had  been  done  in  two."  Apparently, 
most  of  the  merger  startup  costs  were  expended  in  1968  and  1969  rather  than 
prorated  over  the  longer  period.  Perlman  regarded  this  as  a  tremendous 
achievement. 

Upon  merger,  Penn  Central  expedited  some  plans  and  postponed  others 
in  the  search  for  instant  economies.  By  November  1968,  PC  had  implemented 
the  basic  protective  contract  through  agreements  with  unions  representing  86 
percent  of  its  organized  employees.  Accordingly,  it  proceeded  with  the  reloca- 
tion of  personnel,  consolidated  facilities,  reduced  the  work  force,  and  termi- 
nated emjiloyment  under  the  interim  pensions  and  separation  allowances  pro- 


s' It  Is  termlnologlcallv  useful  to  use  "merger"  to  Indicate  legal  and  financial  aspects  of  the  com- 
bination of  the  railroads  a'nd  "consolidation"  to  Indicate  the  organizational  aspects  Merger  occurred 


example,  the  O&O  and  B&O  merged,  but  they  did  not  consolidate  to  any  great  extent ;  by  and  large, 
they  were  operated  as  before  the  merger.    r>„ii:„n 

58  See  p  "  testimony  bv  S  T.  Saunders.  Hearings  before  Senate  Committee  on  Commerce,  tatlmg 
RaiJron(ls,'91stCongress,"2dSesslon.  Serial  No.  91-90.  Parti,  at  pp.  310-11  (1970). 

""The  PRR's  rash  position  (expected  to  go  to  zero  within  2  months)  also  dictated  a  plan  to  sen 
about  S72  million  in  debt  securities.  To  do  this,  the  Pennsylvania  would  be  forced  to  obtain  agreement 
from  the  New  York  Central  to  raise  the  debt  limits  set  in  the  merger  agreement  for  the  third  time. 
Memorandum  from  Bevan  to  Saunders,  November  8,  1967  ;  see  Appendix  D,  Exhibit  36.  P.  o58- 

«i  Hearings  before  Senate  Committee  on  Commerce.  FaiUng  Railroads,  91st  Congress.  2d  session, 
Serial  No.  91-90,  Part  2,  at  p.  393  (1970). 
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opeilt^nf "n^attmTsLrfW  '"I""-'"*  in  view  of  tl,e  abruptly  changing 
f£3pr!  \  ^f"/"  "'"SM  day,  the  two  cliief  executive  officers 

1„™      *  D?.  selected  personnel  from  the  companies  for  the  unner 

votirie^£,sr"d'cii?  r^i"^  'V-^  'K"«"-rs:unK 

ofaccounting.^i^Sia^^'^^vX^'n:;;;^^^^^^^^^^^^^^ 

^zT.:$,:MrizTJrr^r'^  '"/''^  f™-  d'partmST,  s  .ng- 
^n  i  •  development  and  management  ijlannina  functions 

In  the  second  and  third  level  staff  positions  were  persons  from  both 
companies  about  equal  in  number  overall/but  not  eveilySXteTamon^ 

t^e'm"  i:£;t'^^i;o7tr^^^  ^P^'l^^^  department,\„.de\"{;;fe"xeS 

formo,  S.ffl^^  T^^  the  president,  were  seven  former  NYC  and  three 
tormc  FRR  officers.  In  general,  however  the  Penn  Central  attemnted  w  oro 
possible  to  intermingle  foniier  New  York  Central  and  Pem  sylv^^^^^ 

s'mroi^M;:^"-^^^^      ^'^^^  '^'^  ^'"^^^^^^^  ^-^-^  -ported  to 

No,  sir,  not  the  first  2  years  and  I  didn't  expect  them  to  occur  then 

etotr'onfc^Sd  we'  f  frl.'"-^      "^i"'  before' n,erger,  p„,      ?1  e  S 

eiectionic  yard,  we  had  to  throw  everything  over  to  the  Svracuse  vard  Tn^t 

vou  tT/        ^""'P*^^  ''''         Yo'rk  Ce^ntral  sen.ce  f^roi  il  s^^ 

orof  il^""?  ''''  indication  that  strategies  designed  to  minimize  service  deteri- 
V  '^d  a  bXf^lX^  been  considered.  This  testimor/Xrly  r" 

Irlllf  ^T!'*''  deterioration  was  a  necessarv  bv-product  of  the  con- 

tt  fa  "r  sW  conf/'r'       ''fr  Nidation  couli  be  almpLisl  e^ 

cne  raste  service  could  be  restored  to  acceptable  levels.  Speed  was  the  onlv  cr] 

a  brleVr;  I      ^'''-'^       ^^^"^^^  '''''''' railroad^o  rpre  e^eZ  for 

direction  ±?'to^ib"  """''V,  ^^"^^  important  since  the 

airecnon  given  to  the  consolidation  IS  the  same. 


THE  MERGER  AFTERMATH 


Well  documented  and  publicized,  the  service  deterioration  resultinf?  from 
ZltS wff?''  V'  expectations.  It  in^^h'ed  no^bHl^ig^^^^ 

^-^^ 

consid'eid  SstnAnorJi;*'^''  investigation,  the  ICC  s  Bureau  of  Enforcement 
ab^lTn  90i^gf  tion  at  key  terminals  and  yards,  and  the  in- 

oftmbineTt^r^l'^M  '^'"''^  '^'''''^       classification 'and  routing 

T^,o  ^  n         f  1        '^i'  communication  problems  were  also  identified. 
The  incompatibility  of  the  PRE  and  NYC  computerized  car  location  and 
Z  nS'  "^^^^^'-^^^^^^  .«>'^iems  was  not  corrected  until  June  1968  although 
the  problem  was  recognized  well  in  advance  of  the  merger.  Shortages  of  loco 


Id  at  pp.  391-2. 
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motive  powe.  seriously  delayed  t~^^ 

or  that  the  company        nnmanageab  ^ 
changes  in  the  traffic  ^^^mg  were  mfluent^^^ 

sized  because  of  their  close  identification  wi^^^^^^^  ^ 
chaos.  More  fundamentally,  l^^^^^'^/vf X/h?elwStro^^^^^^^  organizations 

zational  crisis.  The  rush  to  ^^^^^^^^^  pl^^'^^^^^^^^^^  to  |enerate  in 

of  the  predecessor  companies  and  the  P^^"^^^";^^^^^^^^  caused 

time  its'  own  new  cohesive  and  ^^^^^f^^f  ^^^g^d  b^ihe  h^  to  put  the 

by  physical  changes  m  tlie  plant  was  compounded  by  y 

pieces  of  the  companies  back  together  ^S^^^^^; ,^.^^7 ^  'o'lrovide  effective 
Ln  is  a  structure  of  management  P^^f^^^l  L  drsniphons  of  massive 

leadei-ship.  This  must  be  doubly  "^^P^^^"*^  ^^^^^^^^^^  created  at  the 

changes  are  present.  Yet  a  stable  ^^^^fj^S  L^f^  of  the 

Penn  Central.  A  revealing  account  of  the  organ^^^^^^^ 

Penn  Central  ^^'^^^^^^^  management 

ments  less  than  one  year : 

61%  of  Trainmasters;  . 

81%  of  Transportation  Superintendents;  and 

an  adverse  effect  on  operations  and  \"'LSnel  rt^^^^^  yet 

^  Changes  in  management  personnel  ended  e^en  into  tne  ex^^^^ 
By  the  en^^  of  1969  Mr.  P-lman  -s  -^-^^  ^^^^^^^^^  Opera- 
President  for  Accoun  ing,  ^i.  p.p.^hJt^  fo/  and  Personnel  Rela- 
tions. Mr.  Smucker  tlie  S^^^^^^^^^^^^^  Mr.  Kennefic,  and 
rV?ce-SeV-Co\^^^^^^^^  name  a  few  principal 
officers,  had  left  the  Penn  Central.  ^^^^  ^^^^^^i  by 

It  was  significantly  observed  ^^J^yl'^^^V 
merger  problems  than  other  ^^S^^/^^^  supervision, 
need  for  an  adequate  degree  Te.ent  assignment  for  at  least 

•;e;Canc?S  MS'S.™  sCf  S  r^ation  .af  amenaWe  in 
a  meaningful  degree  to  managerial  control. 

^^^^iJ^re^:^^'^^'^^^^  April  6%T0. 
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1  disor^ranization  the  Interim  Report  spotlighted  in- 

cluded the  lack  of  uniform  procedures  for  payroll  processing;,  car  reportin^r,  and 
management  reports;  poorly  defined  duties  and  responsibilities  in  some  super- 
visoiy  positions  and  territorial  differences  in  the  scope  of  the  activities,  and  un- 
evenness  m  promotion  and  training  programs. 

The  Interim  Report  also  noted  a  failure  to  adhere  to  the  operating  plan. 
1  his  point  was  e^arlier  made  by  the  former  Executive  Vice  President  for  Opera- 
tions who  said  that  savings  on  merger  projects  had  fallen  short  of  estimates  bv 
50  percent.  Asserting  that  neither  the  Master  Operating  Plan  nor  the  previous 

S  i  'T''}  '"^^^^^  hearings)  had  been  followed,  he 

stressed  the  need  for  effectuating  future  guidance.^" 

Other  external  factors  indicate  the  accuracy  of  the  thrust  of  the  allegations. 
Ihe  emphasis  on  speed  and  the  associated  disruptions  of  consolidation  would 
make  following  any  plan  difficult.  In  addition,  Perlman  was  noted  for  his  pro- 
pensity to  run  a  railroad  from  information  in  his  head  and  intuition  rather  than 
from  formal  plans  His  method  of  operation  on  the  New  York  Central  appar- 
ently was  to  travel  over  the  railroad  to  spot  problems  to  be  corrected.  It  is, 
S  the  r^.'Sild"^^'^^^^^  thatJie  would  have  continued  to  devise  .d  hoc  solution 
to  the  manifold  problems  of  the  Penn  Central  rather  than  follow  a  plan. 

Ihe  Jack  of  defined  responsibility  for  important  supervisory  positions  and 
lack  of  uniformity  between  re.orions  further  indicate  that  chan/es  or  reorgani- 
zations were  not  made  systematically.  According  to  the  Interim  Report,  divi- 
sional and  regional  supervisors  of  data  control  and  operating  rules,  of  yard 
procedures  of  tram  movement,  and  chief  dispatchers,  among  others,  were  forced 
^  rely  on  their  past  experience  or  differing  individual  ideas  for  job  definitions. 
Ihis  IS  astounding  m  view  of  the  vital  importance  of  information  and  efficient 
tram  operations  toward  making  a  success  of  the  Penn  Central.  The  Report  rec- 
ommended definition  of  duties  and  responsibilities  for  each  supervisory  position 
in  the  Transportation  Department  as  "a  necessary  first  step  toward  establishing 
JJ'^l?''^  T  ""^^^^".^1^  that  will  be  uniform  throughout  the  company."  Two 
sC tob:fci!mul2d.^^'''"^^  ''^^^  "  "^^'""^  ''''  ^"^^^  ™P-^-^  fi-* 
Disorganization  was  by  no  means  confined  to  the  transportation  depart- 
ment. Peat,  Marwick,  Mitchell  &  Company,  certified  public  iicountants,  Ce 
hired  to  perform  an  outside  investigation  of  the  freight  billing  system.  Their 
December  22  1969,  report  found  excessive  delays  in  billing,  inadequate  man- 
c?nf3d  """"'""^  ^""^^'-^       promptness  of  billing,^poorlv  tmined  and 

contused  personnel  and  a  management  structure  that  threatened'the  integrity 
ot  tinancial  control  by  its  very  organization.^'^ 

tl^.^'^^'S^'^^.u  P''^^^^^  c^n*^ol  system,  errors  generated  in  the  svstem  continued 
Inm2^  P  .  ir^.7<"le  until  brought  to  the  railroads  attention  by  cus- 
tomers. Peat,  Marwick  suggested  initiation  of  comprehensix^  training 
programs  for  freight  billing  personnel,  especially  those  who  dealt  with 
?™  fi  7HZ  ''^^onim^^^f^e^  a  change  in  organization  to  remove  agents 

from  the  control  of  trainmasters.  Trainmasters  are  responsible  for  moving  cars 
and  trains  while  agents  are  responsible  for  the  documentation  of  movements 
r^oT    '71  naturally  given  to  car  movement  by  trainmasters  and  agents  were 

D.  ee!' p'^  705°'*  ^^"t-^hell  &  Co.  to  C.  S.  Hill,  Dec.  22,  1969  ;  see  Appendix 
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There  are  indications  that  management  had  trouble  determmmg  what 
statistics  to  collect  for  operating  reports.  AAHien  management  did  make  up  its 
mind,  it  had  difficulty  in  obtaining  accurate  and  uniform  data. 

Disputes  as  to  marketing  philosophy  and  organization  of  the  marketing 
and  sale?  department  continued  to  the  end  of  1968.  It  is  not  clear  that  the  matte 
was  finally  resolved  at  that  time.  In  any  case,  the  result  was  dissatisfac  ion 
among  the  former  membei-s  of  the  New  York  Central  marketmg  staff  and  their 
de^^arture  from  the  Penn  Central  in  substantial  numbers.  These  events  pro- 
S  rsamprof  S  organizational  problems  that  afflicted  the  Penn  Central. 

MERGKR  EVALUATION 

Pullic  Processes  xr.  rr  „ 

The  basic  law  governing  rail  unifications  has  not  changed  since  the  Irans- 
nortation  \ct  of  1940.  made^  5(2)  to  (13)  of  the  Interstate  Commerce  Act,  m- 
du1i'^?app  kaWe  to  all  carriers  regulated  by  the  ICC.  The  law  made  it  possible 
for  PER  to  have  the  power  to  veto,  if  not  to  control  the  ultimate  revision  of  the 
structure  of  railroads  in  the  East.  Since  prior  to  1920  -h^n  imification  provi- 
sions were  first  added  to  the  Interstate  Commerce  Act,  PRR  had  a  substantial 
stock  interest  in  N&W  which  served  the  lucrative  Pocahontas  coal  fields  Evi- 
dently the  ICC  did  not  consider  the  PRR-N&W  affiliation  harmful  since  it  was 
undisturbed  until  approval  of  the  N&W-NKP-Wabash  ^stem  in  June  1964, 
wMch  was  conditioned  on  divestiture  by  the  PRR  ^t/tV^-'^r  thVclo  coS 
and  Wabash.  PRR  consented  to  the  divestiture.  By  that  time  the  C&O  control 
of  B&O  authorized  in  December  1962  had  been  consummated,  and  the  system 

''''''  'vitZuth'in  the  N^^Y  Merger  case,  the  ICC  disavowed  that  it  was  syste- 
maticallv  re'structuring  the  Eastern  system,  its  approvals  created  by  the  end  ot 
SI  two  new  svstems.  NW  and  C&O-B&O,  built  around  the  cores  of  two 
strong  railroads  over  three  years  ahead  of  the  consummation  of  the  Peun  Cen- 
tral merger.  Both  had  direct  access  to  the  important  industrial  areas  of  the 
Ea  t  aiXcean  ports  as  well  as  to  the  Pocahontas  coal  ^^^s.  Penn  Central  had 
somewhat  broader  territorial  coverage  and  in  many  respects  equalled  C&O 
B&O  and  the  new  N&W  combined.  The  1965  proposal  to  form  an  N&^VC&O- 
B&O  svstem  was  based  in  large  part  on  the  alleged  necessity  of  meeting  he 
coverage  and  competitive  strength  of  PRR  and  NYC  S^^'^t 
The  ICC  was  committed  early  to  a  case-by-case  method  of  deciding  the 
unification  proposals,  and  repeated  efforts  to  change  that  '^PP^^^^^, 
The  basic  applications  for  approval  of  the  three  new  systems  ^^l^^^^txl 
period  of  less  than  two  years  (June  1960-March  1962)  «Vl^5.tJ^^^fcc4 
Penn  Central  hearings  in  1963.  all  were  still  pending  before  the  ICC  1  he  ICC  s 
deJSionmakinc.  method  mav  have  simplified  administrative  handling  but  it 
prevented  overall  public  consideration  of  the  merits  of  the  several  unification 
plans  in  the  context  of  national  and  regional  goals  and  needs. 

Given  the  iCC's  passivity  it  is  difficult  to  say  whether  consolidation  of  the 
cases  Wd  have  vieMed  different  results.  The  ICC  is  empowered  to  con- 
ditfon  but  not  compel  a  unification  of  carriers.  Any  railroad  ^'^tisfi^^  with 
conditional  approval  can  refuse  to  proceed  with  ^.  ^l^"^^^^^ ^^'^^^'^^^ 
refusal  to  loin  in  a  C&O-B&O-NYC  system  is  said  ^f^e  forced  NYC  out  o^ 
the  C&O-B&O  case  and  into  the  proposal  to  merge  with  PRR. 
NYC  were  reco^mized  and  were  briefly  treated  m  one  paragraph  of  the  IC  C  s 
1962  decision  approving  the  C&O-B&O  affiliation.  The  Commission  realized 
that  the  Central  was  "not  well  able  to  absorb  any  substantial  loss  of  traffic  ,  but 
ctcludedThat  th;  prospective  loss  of  revenues  to  NYC  was  not  such  as  to  re- 
quire disapproval  consummated  in  February  1963,  is  often  re- 
gardld  as  tte  keystone  of  the  present  alignment  of  E/stern  railroj^l^^^^^^^^ 
time  apart  from  statutory  standards  set  out  m  the  Interstate  Co^/S^  ^^^^^ 
ai^d  the^ntitrust  laws.  Government  policy  relating  to  mergers  the  railroad 
and  airline  industries  was  being  developed.  President  Kennedy,  m  his  April  5, 
lS62!message  to  Congress,  directed  the  Departments  of  Commerce,  Justice,  and 
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Labor  and  the  Council  of  Economic  Advisers  to  form  an  intera-encv  committee 
fntere'sf  P  ^^'^^"^"^  "^^^h^^'  P-P^^^^  mergers  ar^^n^l^public 

The  message  stated  three  general  guidelines  The  first  nrnvndpri  thot  nff^^ 
tive  competition  should  be  maintainedlvmong  a  e  -iath  e  fo,^^^^^^ 
hon  and  where  traffic  volume  permits,  among  comp  inrfirlfin  he^sam^^^ 
mode  of  transportation  The  second  aimed  to  secure  economic,  efficient  and  ade 
qiuite  service  to  the  public  "by  the  realization  of  <^ennh^.  econoS the 

by  a  m^Tr^iTtl''"  makmg\ecessary  adjustments  caused 

oy  a  merger  1  he  Interagency  Committee  on  Transport  Mercers  issued  its  re 
rIo  '  ^^"^^''^1  "iteria  in  January  1963  after  ICC  approva  of  C&O- 

thtt  control        ^  '^""'^^        '  consummation  of 

nr.^  1'  1963,  the  Interagency  Committee  made  a  public  statement 

vL'tTm?uM  of  ^^^^^  ^^'"'r'  T^''-  ^^^-^^  ^"^^^^^^     ^1---^'  wUdd  el  mS:  a 

AT^w'if ^''P'"^"'''"^''^  ^^'"^^  intervened  in  both  the  Oc&O-BdO  and 

T^l.'^'''•  oppose  approval,  but  urgtd  con 

sohdation  of  the  two  cases  with  the  PRR-NYC  proceedings  In  the  sfcond  ^t 
made  a  similar  contention,  but  also  pressed  for  inclusion  of  ErV-lIckaS^^^^ 
Z'LXlZlTilw''  f  '^'^'^  ^  memo.an5um  devd^^^^^^^^^ 

S  Vs^erted  tha    ifv  T-^f  ^^^^^  before  the  examiner^ 

tJ/w  ^     •     .\^'^ching  agreements  with  various  intervening  railroads 

N&W  succeeded  m  silencmg  all  carrier  opposition  to  the  proposecl  merger  As 

min  ;iVo?  fZZuw"'  "-<^equate'to 'enable  tS^^^^^ 

mmation  ot  the  public  interest  issue  and  the  appl  cations  should  be  denied 

wt^eTonTvTp^^^^^^^  maintaineli'that  the  pr^pills  shouM t 

T?fi^n  -   \   11-^  financial  interests  m  N&W  were  elirf  inated  and  Erie- 

ideau^^TZZ^^^^^^  The  Commission  found  the  record 

duequate,  approved  the  N&W  merger  without  requiring  inclusion  of  FT  nt 

Itn^i^ota;^^^^^^^^^  -^--^  in  N&&wL!sh  ll 

ca.pf  r'^'f^'M^  ^^"^  ^i^e^ted  in  both  the  Cc&O-Bc&O  and  Nd-W  Meraer 
th  rihp  ,  KrS.^^-T-  ^''''^'^  ^^G&O-B&O  in  December,  1962,  he  crmmeXS 
that  the  public  bodies  are  not  in  a  position  to  present  public  as  distincn^isl  pH 

IXds '?o 'n  "^T"       Pi^*-4-ly  descriLd  the  o  itge Tste^ 

o'^Sf  iMere^  "'^^'"-^^       ^'^^  '''^''''-^  consequence  of  the  r 

case  S  TunP  1  Qfii  J.  dictates  a  reciprocity  of  silence."  In  the  N&^V  Merger 
P^tti      •    '  1964,  he  considered  that  a  unification  proposal  dealino-  Avith  the 

ifsomeTr^^^^  't''T'7  "--r*™ve?siaf"  recoil?  wa^s  defici  n 

by  their  application  filed  October  11  1965),  three  systems  (C&O-B&oT&W 
N&w'?SR\Sf;^?&^.^^^  ^^^^  four'sU^^^^SlgtS; 

more'^i'miSrHn["i^p*  ^-SP^^senting  the  Government,  was  party  to  the 

Tr'e    o^f  ft  Vn  f?^'"  ^'^T  ^fe  ^^^^  1960's.  It  opposed  the 

mergei  ot  tl  e  Northern  Lines  m  the  West  through  the  Supreme  Court  It 

K  "a?e'  ;'be\'nnlfpT^''^'^^^^  Z/..  merged  case  settling  h^o^The  anHtrust 
fr^m  nnn,?orVTP  ''^  ^V'""'^  mergers.  In  Penn  Central,  its  position  changed 
from  unqualified  opnosition  to  the  proposed  merger  at  the  time  of  the  ex 
ammers'  report  m  March  1965  to  agreement  that  the  proposed  merger  wasTn 
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the  public  interest  before  the  Supreme  Court  in  1968.  At  the  time  of  the  initial 
ICC  decision  in  1966,  the  Department  was  urging  a  ^^^^^-^^f    ,^,^f  ^.^^en^s 
vi-w  pTo  RQ-O  Mud  \YC    and  that  if  the  time  came  when  four  s>  stems 
?c^]I'nS^b^;u;\?ori^  t^r^RH  should  be  consolidated 
with  C&O-B&O.  matever  the  changes  m  position,  ^^f,  P^,^^" 
encountered  substantial  opposition,  that  opposition  f  ^  .^^^^^^^^^^ 

merger  nonetheless  had  thorough  consideration,  and  its  approval  cieatecl  tne 

P'Xly  5"S:Sb?:^^  anv  unification  of  carriers.  In  Penn  Central  t}.e  s^^ 
year  delay  give  the  two  railroad  applicants  ample  opportunity  to  allay  the 
sSLntial  Opposition  and  providecl  time  to  refine  their  ext^ensive  plans  for 
Xsical  merSei  However,  the  realization  of  the  anticipated  economies  was 
SZed  substantial  losses  continued,  plants  deteriorated  working  capital 
LntFnS  to  declLe,  new  rail  competitors  were  solidifying  their  positions  and 
s^themanv  pressures  induced  substantial  concessions  not  only  to  obtain  but  also 

Tfay'difnoTbiing  change  m  the  January  1962  merger  agreement  be- 
tween and  NYC  that  pfovided  for  an  exchange  of  f ock  jn  th^^^ 
of  1  3  shares  of  XYC  capital  stock  for  one  share  of  PRK  capital  stocK.  ine 
fnitial  ICC  decision  in  April  1966  approved  this  exchange.  Maintenance  of  the 

of  '^'fj'f^^-^^^^^-^^^  the  importance  of  public  overview  of  the  merger 

of  Justice,  the  Commission  on  Ma>  21,  1^68  vacateci  rne 

quired  Penn  Central  to  file  a  "Performance  and  Status  Keport 

five  calendar  years  beginning  with  1968.  reoorts  Both  reports  dis- 

savings  m  subsequent  years.  ;r,pliidpd  also  the  New  Haven 

In  the  second  performance  report,  which  included  ^'^^f'^  1969 
„lf      PoTiT.  Cpntral  the  records  were  said  to  indicate  for  the  >ear  lyoy 

Bv  that  time,  the  Commission  ,Tas  acutely  a^re  that  Penn  L«ntra^  t»'=;<^ 

^^hraSS^^a^i^tSt^^S^ 

fVio  ^nrm  nf  pomniercial  paper  m  total  amounts  noi  exceeLiiug  .p.^ 

the  use  of  short-term  financing  for  long-term  purposes.  On 
evtr  the  Penn  Central  was  found  to  be  in  a  strong  financial  ^onto^  ihen 
tirCommis^  on  concluded  that  in  view  of  the  tight  money.market  and  PRR^ 
stated  intent  to  negotiate  long-term  financing  as  soon  as  feasible,  the  application 
should  be  approved. 
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cial  oroWemJ^W  '  f ^  f  ^^''T  ^'"^^"^'^  deficiencies  and  finan- 

cial problems.  Several  informal  meetin^rs  were  held,  but,  except  for  the  Mav  1 068 

?o1malTSrf ^'^'"'1  ^"^  '''''''  'T'''^  Commi^Ln  .nd'loU  no 
tormal  oi  intoimal  action  of  overview  until  after  the  bankruptcy  in  Juno  1970 

s^fct  o"f  Tnoufrv"  f^  ''"'""^^  overview  could  have  achieved  is'^an  intereitin^^ 
Troval  is  reaure/bv  ^  Where  specific  governmental  ap^ 

i>i  J.lSr^  •  ^  i'''^  "'^^^^  corporations  and  their  properties  on-affed 
Itl  ni  t  f  '''"^^'^      "'^^^'^^  importance  such  as  Li't^Tj  o  ta  ion  fhe 

^bibtv  W  "^'"'^  must  certainly  fall  on  some  authoritative  bodv  The  rS'pon 

nr.^.I''  *f  P^^^"^^^^P\'  PPi-iod  prior  to  bankruptcy,  the  long-time  atmosphere  of 
to  nZf ir  P^^l^^e^^^l^'-^racteristic  of  the  PER  for  over  a^enTi;y  seemed  stm 
used  fo  rtir^^'"  T""  ^-^  Penn  Central.  Except  for  an  on-the-grmSnqu  ry 
used  to  produce  a  financial  analysis  for  brokerage  houses,  no  outside  Xin 
made  any  significant  investigation  of  Penn  Central  and  hT  merg^^^^ 
prior  to  the  critical  days  in  the  spring  of  1970.  "leiger  results 

Private  Processes 

inexJrablvfo^tli^1S«r'°'!^'^^  in  motion  a  train  of  events  leading  almost 
ffnlc  o  ^  }  \i  '":starred  Penn  Central  combination.  Although  mjuiy  oues- 
riJil  demise  of  this  company,  the  abortive  mergfr  wa^  in  the 

revelation  of  hmdsight,  a  clearly  predictable  failure.  The  now  sarnrisincr  b 

f^Iv^  -    71  ^V"^  ^^^"^^d  to  r^'^^lize  that  some  little  noticed 

matdv  Trrde^^anrn'^.'.?  "^''^'''^  ^PP^"^"^^  f^^^^^^d  on  tL  u  tT 

mately  irrelevant  considerations  of  power  concentration,  suppression  of  com- 

SSblf  nofthT"^'''  ^"^'^  ^^^"^^        ''''  1-^^  term  effect*  Ze 

unaesirable,  not  that  consummation  was  impossible.  It  is  now  clear  that  the 
real  question  was  simple  survival.  =         Liear  mac  tne 

The  merger  policy  lessons  from  a  case  with  bare  survival  the  over-ridino- 
concern  may  be  limited.  But  the  Penn  Central  merger  Xrs  a  shrill  warn  nf 
about  overgenerahzmg  and  expecting  the  next  to  be  like  the  fast.  Th  real Xb 
lems  were  not  assessed  because  they  had  never  been  combined  critically  We  seek 
a  judgment  about  the  processes  of  merger  conception,  preparation  and  imnfe 
mentation.  Assessing  reasons  for  the  merger  failure  is  f uSmenTaiirdiS^^^ 
fnauirie:  ThTfb'^•  bankruptcy,  although  they  are  cSly  re  ated 

^  Muc  W  tt''^   '  '"'"'P^  contributor  to  the  fiscal  crisis, 

the  pastthth  hplnpK'  t^j^:.^^''-^^  supplied  by  its  inheritance,  the  legacy  of 
tne  past  which  helped  to  condition  the  character  of  the  merger  partners  Their 

Z^yTCLiTL'  P^y^-^.-^d  fi-ncial  exlnu^ti^n  and  th^^^^^^ 

many  differences  did  not  offer  compatibi  ty.  They  were  far  apart  in  sucli 
major  and  diverse  factors  as  the  types  of  traffic  favored ;  pSlic^orientatlon 
accX^w'a'nS""^^         marketing;  views  of  non-rail  i'liLrest^s;  SgS^^^ 

tevnT^nhZr'T^^^^^  'y^'if-'  '^'^^  ^"^^  ^^^^  t^^^^ible  factors  as  in- 
ternal and  external  images  and  their  roles  in  the  community.  Major  executives 

SefcrSlv  'T'^^  approaches  to  most  business  priblems.  The^^^^ 
mKL.  ^  weakened  planning  and  were  a  serious  implementation  drag, 
matimi  ilLidTv 1^'"-'  'r'^jY'"^  ^^e  barriers  to  Successful  consuin- 
WlviliVi^  \  ^^'"^  physical  and  financial  weaknesses  of  the  companies 
While  receiving  extensive  attention,  planning  was  essentially  pro  for^  ^nd 
incomplete,  concentrating  narrowly  on  traffic  rerouting  and^orgetti'rmost 
other  requirements  But  even  more  critical  was  a  lack  of  concern  for  t l  e  mTh- 
ods  and  processes  for  achieving  the  integration.  The  incomplte  p  a  ning  re- 
flects other  characteristics  and  weaknesses.  Conflicting  philosophiL  a  d  other 

JoTns  Seerof'^T'^  subjects.  Araimron 

wprf  Z  1  ^  f  "^'^i'  no  dominant  authority,  conflicts  remaining  unresolved 
were  simply  swept  under  the  rug  to  avoid  any  signs  of  friction  which  miX 
jeopardize  the  merger's  approval.  ^uun  «nicn  mignr 

With  all  of  the  difficulties  engendered  bv  congenital  weakness  and  ineffec 
tive  planning,  a  thoroughly  abortive  implenientation  effort  L  predic  ab^^^  The 
extreme  financial  debility  led  to  a  forced  draft  and  premature  effort  to  fi!lW 
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consolidate  the  operations  of  the  two  companies  in  order  to  reach  the  pot  of  gold 
with  minimum  delay.  Financial  starvation  made  the  merger  benefits  an  urgent 
necessity  and  paradoxically  rendered  the  companies  incapable  of  pursuing  them. 
The  extreme  disruption  and  heavy  cash  demand  of  these  adjustments  were 
neither  anticipated  nor  tolerable. 

Given  a  pair  of  impoverished  and  incompatible  merger  partners  embarked 
on  a  crash  consolidation  course,  all  essential  interfaces  must  cave  in.  Integration 
failures  ran  down  the  line,  involving  management  and  personnel  at  all  levels, 
facilities,  operations,  and  communications  and  information  systems.  These  are 
the  final  failures  that  shoved  the  victim  over  the  bankruptcy  cliff.  The  new 
company  simply  did  not  have  the  vitality  to  survive  the  internal  shock  created 
bv  consolidation's  functional  disruption  as  intensified  by  the  uncongenial  rela- 
tionships. Sheer  financial  desperation  dictated  the  abortive  effort  to  short-cut 
viable  unification  processes.  Critical  financial  problems,  a  merger  heritage 
regardless  of  their  source,  not  only  encouraged  self-defeating  haste  (and 
waste),  but  also  denied  the  staying  power  required  for  recovery  from  the 
shock 

The  effects  of  the  merger  process  itself  on  the  Penn  Central  are  also  part  of 
the  accounts.  The  long  delay  before  approval  required  the  companies  to  operate 
awkwardly  as  independent"  entities  while  simultaneously  assessing  the  proba- 
bilities and  effects  of  union  in  some  indefinite  future.  This  ambivalent  situation 
had  adverse  effects  on  both  operating  and  fiscal  policies  and  therefore  on 
company  posture  at  merger  time.  As  one  critical  examjjle,  the  need  to  maximize 
short  run  earnings  to  protect  the  agreed  ratio  for  exchanging  stocks  stretched 
accounting  principles,  dictated  intercorporate  relations  with  subsidiaries,  and 
was  then  carried  forward  to  infect  investment  and  maintenance  policies.  And  to 
compound  these  ill  effects,  the  merger  took  so  long  that  the  economic  setting 
completelv  changed  during  the  gestation  period,  transforming  company  earn- 
ings from' favorable  and  rising  to  depressed  and  declining.  An  initially  friendly 
climate  for  effecting  the  merger  became  over  these  years  fatally  hostile.  _ 

The  fiscal  policy  im.plications  of  the  merger  requiring  the  PER  to  dispose 
of  its  N&W  stock,  a  prime  source  of  cash,  are  also  part  of  the  story.  The  urgent 
need  for  high  payoff  substitute  investments  partially  led  to  the  controversial 
diversification  effort.  The  concept  of  merger  conditions  imposed  by  the  Com- 
mission also  is  of  great  consequence  in  this  case.  Of  particularly  critical  fiscal 
impact  is  the  forced  adoption  of  the  hapless  Xew  Haven. 

The  Penn  Central  merger  failed  to  clear  the  integration  and  digestion 
hurdles  with  the  margin  required  for  survival.  Since  the  companies  failed  to 
meaningfully  merge  prior  to  the  bankruptcy,  few  observations  can  be  made 
regarding  the  ultimate  fruits  of  the  merger.  It  is  certainly  impossible  to  base 
evaluations  of  the  merger  on  the  consummation  failure,  particularly  con- 
clusions regarding  the  economies  of  scale.  Some  light  is  thrown  on  this  matter, 
however,  by  the  limited  post  bankruptcy  success  in  returning  service  levels  and 
costs  to  normal  limits  corresponding  to  and  in  some  cases  superior  to  pre-merger 

Establishing  the  irrelevance  for  this  evaluation  of  merger  induced  scale 
diseconomies  does  not  suggest  that  size  considerations  are  unimportant. 
Consolidation  entails  a  vast  set  of  interlocks  and  requires  continuous  seams  to 
join  the  combining  elements.  Size  undoubtedly  increases  complexity  at  an 
accelerating  rate.  Establishing  threshhold  connections  for  continuous  function- 
ing imposes  staggering  problems  when  both  components  are  very  large,  requir- 
ing extremely  effective  planning  and  ample  time  and  resources  to  support  the 
digestion  process.  The  minimal  requirements  were  luxuries  the  Penn  Central 
was  denied. 


•sThe  casual  coin  also  has  an  interesting  Inscription  on  the  other  side.  In  »  sense  money  s^^^ 

anneared  at  a  number  of  places  including  Indianapolis,  Toledo,  Buffalo,  and  Selkirk,  but  only  at  Selkirk 
was  a  Planned  cSty  increase  held  up  for  lack  of  money.  Most  of  the  class  flcatlon,  routing.  Inter- 
change and  car  t?aclne  problems  were  rooted  In  procedural  and  personnel  failures  featuring  a  super- 
Tl^forf  breakdown  rnd  compou^  an  expectable  decline  in  morale.  The  ultimate  trap,  however, 

wa^the  forcerdraff phll^^^^^^^  was  both  dictated  and  defeated  by  financial  stringency. 
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Monetary  Impacts 

^iC  tt^t^  "  ''",'=''?"P  »'  ''"'i^ipated  annual  savings  ofts^  2 


u„j    4-  \  n  —  -^vvi^eu  uiaib  iiieifrer  approacJi,  the  four  vear  canital 

budget  was  exceeded  m  the  first  two  years,  totaling  $90.2  million  Of  tMs  total 
II2  Selkirk  yard,  originally  estimated  at  $19:7  mi  lion  and 

p?anne™  '         classification  yard  at  Columbus  which  had  not 'been 

1969\oM?ij^jST  *^f!-'  °*  ^^^^^^-^  the  merger  induced  cash  outlays  through 
lyty  totalled  $250.1  million,  consisting  of  the  following: 

(1)  Capital  improvements  ii^«mo«« 

(2)  Excess  per  diem  Z___'~ 

(3)  Lost  income  ~_  ~~"   15.  0 

(4)  New  Haven  advances__ri  I    ~_  II..""" 

(5)  New  Haven  rehabilitation__I__II_~   ^ 

(6)  Labor  protection    ~~  ^l-  ^ 

(7)  Purchases  of  homes;  trai"nin~gTexceii  overtime"rrrrrir~::::::::::::::   ^'q 

Total    

250.1 

^30  0  mnnnn  ^  this  summary,  the  operational  foul-ups  cost  something  over 
$d0.0  niillion,  a  surprisingly  small  12  percent  of  the  total  About  the  same 
proportion  went  into  the  resurrection  of  the  New  Haven 
total wVy^'q^^m^  23  month  period,  company  records  claim  merger  savings 
li^n  n  =  }  ^^t^  f  ^^^^^  ^^^^^^d  ^«n"<^l  level  of  $52  mS- 
W.l^n  ^  •'''''^  y"^""-  The  total  includes  $9.6  million  attributable  to  the  New 
Maven  leaving  an  annual  balance  of  about  $42  million  on  the  basis  of  the 

^^:mT^^x^i:t,:^.  °'  "-^  ''--^        -  p>-o 

fi,.  /^^l^^^^g  New  Haven  effects,  the  net  balance  attributable  to  the  merger  in 
the  two  years  prior  to  bankruptcy  is  a  cash  cost  of  about  $176.2  million  To  put 

«Tid<S  Wi^  Pf^P^^t^^^'  it  compares  with  $98.8  million  in  cash  dividends, 
ana        million  for  passenger  service  losses. 


"S^T  ICC,  673. 
'» lUA.,  at  683. 


74-924  0-73-13 


An  Integrated  View 

approaches  to  retrospective  evaluation 

process  to  *4"r?n;,'rfrr^'^T''  "  l'^"  '^''^'''^'e  in  th/evaluation 
IJiocess  to  mainta  11  standards  of  judgment  which  are  precise  but  ahnve  ,11 

Smrfor  othp^f f„L  ?        r^^  "^^^^  ^^^^^^^      Plotting  a  road 

TLnaht  nn.  Tf  1  P-^^''^  guidance)  to  consider  whether  the  choice  was  a 
2  J,Ta     I  T    ^l^^T  acceptable  destination  on  each  path  the  man 

t^'r^X  ftestabl^  nT  '^!;"'^''  ^^^^  circumsta^nts  in  whiS 
term^  fhe  reasonnbln^^^^  circumstances  can  be  stated  in  absolute 

right  or  wrong  appropriate  than  the  absolutism  of 

ness  ^aTb?ale'lnTtK-Pr  '^i^'^^^'  ^^^^^^^^^s  '^^^  reasonable- 

S  Sin/in  acttont^l'^''''^     P^.l^^^^^^^^^l^'  ^^^'^^^^  evaluation  stand- 

orreasonabl  for  W  fprr!.  '  Y^"*^?,""  ^^"^  "^^^^^  ^^^^^  solvency 
or  reasonable  tor  long  term  survival  produces  quite  distinguishable  views 


SYNTHESIS  OF  THE  ARGUMENTS 


Oent^^.S?'^  ''""f' ^^^^^s  forces  involved  in  the  Penn 
Centra  story  are  characterized  by  complex  interrelationships,  including 

compounded  bt  intZyr-"''''*'  ""'V!'  ^^^^^  ^^^^^  ^«°n«^i<^  base  but 

compounded  by  mtensifymg  competitive  pressures,  dictated  financial  strin- 

nnH  ht\I^^  financial  stringency  induced  operating  weaknesses  both  directly 
and  by  adversely  conditioning  management  performance  airectiy 
(c)  Operating  weaknesses  and  associated  impairment  of  managerial  ner 
t— f  fh"i1;Cctc"al^„rh^s^-t»'  ^■'>>o"~-ii 

provide  resources  to  support  plant  facilities  required  fir  cfficieS  and  eKv. 

advplril  J^ff  ^rTu""^  Stringency  also  spawned  the  ill-fated  merger  which  was 
adversely  affected  by  management  performance  and  which  in  turn  fatally^n 
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hanced  the  stringency  and  established  an  inhospitable  environment  for  manage- 
ment performance. 

These  factors  and  relationships  will  be  spelled  out  as  a  step  in  the  search  for 
policy  prescriptions. 

Thronghout  the  last  decade  or  more,  the  managements  of  the  Pennsylvania 
Railroad  and  of  the  Xew  York  Central  Railroad  were  confronted  by  ex- 
tremely tough  challenges  that  were  unusual  even  for  the  hard  pressed  rail- 
road industry  and  far  exceeded  those  generally  imposed  in  other  sectors  of  the 
economy.  To  compound  matters,  the  economic  structure  of  the  railroad  industry 
makes  its  firms  peculiarly  vulnerable  to  hostile  environments.  Because  of  the 
large  fixed  investment  and  associated  fixed  costs,  growing  traffic  volume  is 
of  great  significance  not  only  for  revenue  considerations  but  also  because  of 
its  effect  on  controlling  unit  costs.  This  is  particularly  true  when  input  costs 
are  moving  up  rather  sharply  as  a  result  of  inflationary  pressures.  Under  these 
circumstances,  a  railroad  not  enjoying  fairly  marked  traffic  increases  is  pecu- 
liarly vulnerable  to  inflation  since  it  has  no  "absorption"  capacity.  In  addition, 
much  plant  investment  involves  indivisibilities  which  require  the  provision  of 
elements  of  plant  capacity  beyond  current  requirements.  It  is  therefore  ex- 
tremely important  to  maintain  fairly  regular  and  rapid  traffic  growth  to  keep 
unit  costs  under  control  and  to  provide  investment  payoff  schedules  which 
satisfy  capital  budgeting  criteria. 

The  hostile  environment  was  produced  by  several  inter-locking  forces.  Com- 
pounding a  generally  sluggish  economy  was  a  decline  in  the  role  of  transporta- 
tion relative  to  economic  activity,  indicated  by  the  failure  of  railroad  intercity 
ton-miles  and  freight  revenues  to  keep  pace  with  GNP  and  National  Income  ex- 
pansion. There  were  also  changes  in  the  composition  and  technological  mix  of 
the  economy,  characterized  by  the  substitution  of  outputs  with  reduced  trans- 
portation demands  like  lighter  weight  materials.  Modifications  in  production 
technology  and  in  public  demands  and  tastes  were  particularly  restrictive.  A 
primary  case  is  the  marked  decline  in  the  use  of  coal  for  electricity  generation, 
with  the  greatest  impact  on  the  high-sulphur  coal  that  is  principally  produced  in 
areas  served  by  the  PC.  These  and  other  forces  spelled  peryasive  loss  of  position 
of  the  railroads  compared  with  other  modes  of  transportation.  All  of  this  hit  the 
Penn  Central  companies  particularly  hard,  constraining  their  potential  and 
intensifying  the  challenge  to  management  at  a  time  when  the  demands  of  the 
merger  were  also  posing  peak  burdens. 

Railroads  under  these  circumstances  are  prey  to  many  vicissitudes,  certainly 
to  recessions  and  even  to  "acts  of  God"  and  other  events  (remembering  Erie- 
Lackawana  as  one  of  tropical  storm  Agnes'  drowning  victims) . 

Because  of  its  crucial  contribi;tion  to  the  story  it  is  desirable  to  review  m 
some  detail  the  specifics  of  the  environmental  forces.  During  the  1960's,  real 
GNP  increased  at  an  annual  average  rate  of  about  4  per  cent,  with  con- 
siderable cyclical  gvration  involving  recessions  at  the  beginning  and  end  of  the 
period  while  sandwiching  in  a  period  of  fairly  rapid  growth.  From  the  effective 
date  of  merger  in  1968  until  bankruptcv  two  years  later,  the  economy  was  m 
a  serious  slump,  with  1966-70  GXP  growth  averaging  only  2.4  percent  per  year. 

Intercity  freight  transportation  has  been  a  declining  share  of  GNP 
in  recent  vears.  Measured  phvsicallv.  transportation  ton-miles  increased  43  per- 
cent from  1960  to  1969  while  real  GNP  rose  49  percent.  In  revenue  terms  the 
contrast  is  more  marked.  GNP  (in  current  dollars)  was  up  by  85  percent  over 
1960  to  1969,  but  intercitv  freight  revenue  advanced  by  only  61  percent,  rei^Jit 
revenue  ner  dollar  of  GNP  and  per  dollar  of  National  Income  fell  by  about  1/ 
percent.  The  underiving  explanation  is  substantially  attributable  to  the  chang- 
ins  mix  of  the  economv,  with  the  services/government /finance  sectors  increasing 
at  the  expense  of  the  mining/agricultural  sectors.  The  latter  have  traditionally 
generated  substantial  transportation,  especially  for  the  railroads,  while  require- 
ments of  the  former  are  very  modest.  J     •  4. 

The  railroads  have  lost  considerable  position  among  the  modes,  m  terms  ot 
volume  and  even  more  as  measured  by  revenues.  The  rail  share  of  traffic  fell  trom 
44  to  41  percent  during  1960  to  1968,  with  the  truck  share  holding  constant  Ihe 
railroads'  share  of  freight  revenue,  however,  fell  by  six  points  (trom  2H  to  zz 
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while  rail  haulage  was  i  716  ne^^^^^^^^^  advanced  2.4  times) 

yield  and  railroad  decli  ?  reflected  L^nf/  ^^^T""^'"      ^lie  truck 

modities  from  rail  to  truck  intermodal  shift  m  higher  rated  com- 

sistii^g^'f  n?tTt"es"&rr^^^^^^^^^  "^''^            The  PC  area,  con- 

of  the  country  I  ;  s  a  e  of  '  TuP''''  ^^'^""^  rest 
1050-1969,  wh^le  -^^^1'^^^^^^ 

nounIed^^cC  ilSr^^et^^^^^^^  ^V\^  PC  haf  b^^en^'tErrst  pro- 
PC  tonnages  and  revenues  TS^^^^^^^  t^"^  railroad  and 
tonnage  aSd  42  per  cent  of  Prl  W  i  \o^*^'  P"^^^"^  of  Eastern  railroad 
The  Eastern  roads  rece  ved^O  ler  lli^^  ^  ''"^  ^^^^^  ^  movements, 
nues  from  this  source^^ich  nrod^^  PC  companies  22  per  cent  of  reve- 

from  I960  oTorm  P  f'^  ^T^."'  minehead  generation  (by  200  perceft 
^^U^^IS^s^^E^^  -^P^^  third 

2  percTnTSs^'loTO^^^^^^^  '"^^T      P^^^  ^  ^'^^^^^^^s  increased  by 

percent  Epvpnn.  V  '  ^  Eastern  roads  declmed  8  percent  and  PC's  19 

percent.  Kevenue  trends  are  even  more  dismal  during  this  period  AlthoL^ 

d  oTpedT^r  iTn'f.^/      P^^^^"^        Eastern  foads  b^y  5  per<^nt  pg!^: 

inT970  2^  Sent      1960^  '^^'^  ^^-^^^^^^^  ^^^^  '^^^^^^  (2Tpercent 

W  '  5  .P^^^^V'^  m  1960,  and  25  percent  m  1957),  but  the  East  e-enerallv 
lost  ground  m  coal  production  and  transportation.  generally 

thp  PP  Z   %  industrial  goods  areas-steel  and  autos-the  Eastern  roads  and 

Sfbl^l  W%tl96r'Jf^"'';  r^-'  Production  shares  remained 

bcaoie  aurmg  the  1960  s.  After  a  steep  traffic  loss  n  the  late  1950's  the  railroad<*' 
tonnage  share  also  remained  level.  Revenue  increased,  however  in  response  to 
rate  advances  after  1965,  with  PC's  1965-70  steel  products  revenue  S?bv 

cenrfrSl'S^'R'-f  TTI       ^"  Eastern^district  roads  and  1  5^^^^^^ 
fi!         infn,    ^^.^il^O'^d  auto  traffic  gamed  impressively  in  all  areas  dur- 
mg  the  early  1960's  when  the  introduction  of  rack  cars  coupled  with  agrressr^^^ 
Zfe  ^lZJtf^        ^^^^""^  '^^'^fP^^^-  The  PC  participated  in  thSu^ 
S'l  JS  to^l  9?9%?'''^^^^  ^T'^  '^^^       ^he  railrSads  as  a  whole. 

7  percent  for  lu  clt  J  ^^""''^^^  ^^'^  P^^^^^^       the  PC  and 

in  posiJioiTof  Th?Pr  P%f°™^"^e,  however,  that  the  relative  loss 

With  1967  ?9      100  F^f       ""^m""  5^'*'™  '^^1'     "i^st  vividly  portrayed, 
vy  itn  1957-59  as  100,  Eastern  railroad  revenue  advanced  only  to  109  bv  1969 
languishing  under  100  from  1958  through  1965,  rising  onlv  after  1967  in 
response  to  rate  increases  Truck  revenue  Soncomi  antlv  fose  o  165  as  higher 
valued  products,  especially  in  small  shipment  sizes,  shifted  f rom  rai  to  t?uck 
The  virtual  disappearance  of  less  than  car  load  traffic  (LCL)  by  mil  w4s  aSted 

afl  trSf  """^^7'  '^''^  ^'""'^'^''y  in  distribution  syst;ms  For  about 
all  the  Eastern  production  areas  m  the  Census  of  Transportation  the  railroads' 
ton^miles  dropped  during  1963-1967  while  the  truck  volume  rose'  While  traOer 

"soctdoM^^^^        ^^^I^^ '  I ''''''  -t^-t  forwarder  and  sM^^^^^^^^ 

to  offse  the  ^i^^^^  increased,  the  gams  m  these  categories  have  been  insufficient 
to  ottset  the  shift  m  smaller  shipments  of  higher  valued  goods. 

Mlch7.fn'Xorffin?  iSs':*'  ^""'^^  J*"^^.  Pennsylvania.  West  Virginia. 


176 


These  disabilities  are  crowned  by  the  legacy  of  disputed  inter-territorial 
revenue  divisions.  This  matter  has  been  swamped  by  controversy  over  ulti- 
mately irrelevant  cost  measurement  questions  and  then  virtually  drowned  under 
the  oppressive  weight  of  procedural  delays  which  favor  the  status  quo.  While 
the  controversy  has  not  been  solved  and  may  indeed  be  insoluble  under  present 
processes,  the  amounts  at  issue  are  considerable,  particularly  according  to  the 
scale  of  values  attached  to  short  term  survival.  In  its  dying  days,  in  fact,  the 
Penn  Central  was  required  to  shell  out  to  the  far  more  opulent  Southeni  roads 
$11.6  million.  Relative  cost  criteria  suggest  Penn  Central  divisions  might  be 
justified  in  receiving  nearly  an  additional  $50  million  in  amounts  representing 
undiluted  contributions  to  net  railroad  operating  income  (NROI).  At  an  80 
operating  ratio,  it  takes  $250  million  gross  revenue  to  achieve  this  net,  or  a  neat 
$2.5  billion  over  the  study  period.  In  terms  of  this  amount,  the  diversification 
program's  potential,  if  any,  is  not  of  great  significance. 

But  the  principle  is  more  important  than  the  cash  for  study  purposes.  What 
kind  of  a  system  can  leave  such  critical  amounts  so  up  in  the  air,  subject  to  pro- 
tracted delays  and  capricious  answers?  This  clearly  untenable  situation  requires 
answers  which  are  consistent  with  system  requirements  rather  than  esoteric 
cost  m.G&s\ir6mGiits 

Despite  these  unfavorable  influences  and  pressures,  the  early  1960's  through 
1966  was  a  period  of  hope  for  both  companies.  Most  financial  and  operating 
measures  were  improving  on  remarkably  similar  profiles.  The  ultimate  net  in- 
come results  of  these  favorable  trends  were  distorted,  however,  by  the  capitali- 
zation of  maintenance  expenditures,  the  switch  to  equipment  leasing,  and  the 
"earnings  maximization"  policy.  The  first  two  were  substantive  changes  which 
directly  affected  XROI.  Leasing,  in  effect,  switched  interest  payments  on  equip- 
ment to  the  rail  operating  expense  category  to  reduce  NROI.  while  maintenance 
capitalization  switched  maintenance  out  of  the  operating  expense  category  and 
increased  XROI.  Both  were  essentially  neutral  for  net  income.  Earnings  maxi- 
mization, on  the  other  hand,  was  an  accounting-reporting  maneuver  that  had 
little  effect  on  NROI  but  overstated  net  income.  In  real  terms,  therefore,  the 
post-1966  situation  was  relativelv  more  disastrous  than  appeared  on  the  surf  ace. 

The  extreme  financial  stringencv  was  the  basic  conditioner  of  fiscal  policy, 
limiting  the  amount  of  discretionary  funds  for  disposition,  shaping  capital 
budgeting  decisions,  and  dictating  financing  options.  PRR  fiscal  policy  was 
rather  consistentlv  governed  bv  a  set  of  priorities  and  criteria  built  on  main- 
taining the  credit  standing  of  the  railroad  if  possible,  but  particularly  of  the 
Pennsvlvania  Co.  (Pennco)  as  an  inviolable  line  of  credit  defense. 

Fiscal  policy  concern  centers  on  what  was  done  with  the  money  and  how  it 
was  raised.  The  main  dispositions  of  interest  are  investments  m  the  physical 
plants  and  in  outside  businesses  (diversification)  and  dividend  payments.  Money 
raising  questions  focus  on  the  uses  of  debt  and  equity  financing,  equipment 
financing,  and  postmerger  short-term  financing.  The  whole  complex  of  activities 
is  shrouded  bv  the  mvsterious  earnings  inflation  reporting  which  created  a 
growino-  gap  between  reported  earnings  and  cash  income,  a  difference  conserya- 
tivelv  estimated  at  around  $46  million  in  1968  alone.  This  practice,  which 
necessitates  careful  interpretation  of  the  usual  fiscal  indicators,  was  successful 
in  achieving  management's  purpose  of  deluding  both  private  and  governmental 
outsiders,  but  it  also  harmed  the  subsidiaries  and  sacrificed  some  cash-raising 

opportunihes^^  processes  of  both  railroads  allocated  plant  investment  funds 
rather  generously  in  terms  of  fiscal  capacity  as  measured  by  earnings,  particu- 
larly as  manifested  in  the  Pennsylvania's  contributions  to  equipment.  1  he 
allocations  for  both  investment  and  maintenance  for  roadway  and  equipment 
were  relatively  light,  however,  compared  with  neighboring  carriers  in  terms 

''^^T^S'^PRR^emblS  on  a  last  ditch  investment-maintenance  effort  in 
1964-66  which  failed  to  meet  payoff  expectations  of  the  fi^^^^^^l 
are  two  sides  to  this  important  story:  (1)  .finance  claimed  that  pro] ec^^^^^^ 
missions  by  operations  were  poorly  conceived  and  supported.  Comparative 
operations  Inalvsis  confirms  limited  capability  for  Pf if,  y^^.l^J.  PJ[^icular^^ 
uSder  the  yoke  of  damaging  traffic  trends.  There  is  also  little  indication  m  the 
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;&sCr?2Totr^  'o  cha„^4  levels  of 

with  the  li)64-e6  nroffram  f„.  „v„_2    A'  '  P">:""."P<'rtafions 

associated 

diversification  ventures.  The  recorcTdm  s  Inf  f'^''!!^  anticipated  in 

from  these  projects  or  eve    that  a    effort      ^^'""''^^'^  actual  returi/realized 
notewozthy^hat  tlie  immecHaVe  paybacrreoul.^  "^'^'Y^ 
ments  was  not  applied  to  diversiSS)^^  I        '""^"'"^  °"  '^'^  ^^^est- 
cap:tal  b.Klgeting  picture  is  unfomfn^^^^^  Accordingly,  the 

ments  tdrd^te'toXend^^^^  ^'^-^^  --t- 

sale  of  the  Norfolk  and  AYestern  Railroad  ^''^''^  ^^'""^  I^^"^^'"-  With  the 

sought  new  outside  invesSSs  f rZ  t^^^ 

needs,  the  portfolio  was  pZly  se  ecTed  sincrnf "J        ^"'-^^^^^^^'^  '^'^ 
companies  acquired  were  severelf  Sd  bT  t£l  ^^^'^^P^^^ 
But  given  managements  interest  in  nrp.P,.vTn  ""^-^^  requirements, 

financial  circles,  the  earninffrm.vim Rn^^^^  improving  its  image  in 

estate  investments  ^vas  hJlX^^e  XT  Sn^^'^  T^^^t^  '^'"'^  t^^^eal 
earnings  from  the  non-rafl  LesSts  ^P^^^sive 
having  little  relation  to  the  facis  B^whi^ X  ^  ^T^."'^-^.  corporat'e  image 
ments  was  not  imposing,  it  was  nS  LS  I  ffl ^^^"^  ^^^^^  i^^^st- 
real  estate  develoiLent^Lub  Cies^^  orded  'V^'^'^  ^^^^ 

did  dram  millions  of  dollars  from  thp  roi^.    ^  u  I>i versification 

retarded  rail  operations  enoUwn  lailroad  but  by  itself  could  not  have 
probably  prolon^ge5  Z  stnZt  obscui^n'.  /f'  i'"^  '"'^  ^^^t,  it 

own  earnings  situation  and  tef;irW  Vhl^fi^^  railroad's 
desirability  of  this  oontributitt^el^'/dSali:"'"^"  ^^"^P^^" 
had  ^ttl1t^on^l:S^^^^^^^^  company  for  its  nonrail  subsidiaries 

bankruptcy.  The  railrLd  relierl  hn=i  u  '^^"1'^  ^^^^  ^^^"^  "^^d  to  forestall 
sylvania  Compan^Se  assets  w^^^^^^^  f^'  'if'^  generation  upon  the  Penn- 
Loansto  improve  the  operating 

attempt  to  increase  tL  ?al,7e  nf^./    r'''!?f  subsidiaries  represented  an 

also  ^'clearly  ^""to^  l^-^        ^ol^-cy  must 

a  cash  drain  that  contrSuted  toThp  il^^^'^  '^-^  ^^^^^  constituted 

must  be  placed  in  perspec^^^^^  ^^"^P^^'  although  it 

over  a  period  of  ^sSTears  "^vl^^^^^^^  (about  $48  milLn) 

But  here  again  thraCmtrmnrit  1      P^""^.^^  ^"^^^  contributors, 

gross  outlays  generaCused  to  ev^^lti  ^"^.Pf^f^^^  than  the  principle.  The 
gram  includes  the  amo^unts  tvested  w^^^^^^^^^  diversification  pro- 

should  have  been  kept  on  hand  as  tsl  t  thni^f  judgment  that  the  funds 
been  made  unless  it  promised  immpjLT  ^  ^vestment  should  not  have 
term  solvency  becoLsX  issurthl  n IH 1 'f''^""^'^:,^-^  ^^^^  ^^en  short 

wave  length  shoSd^rp  mnnfJL    f  P^J^^  is  not  relevant.  On  which 

hoarding  your  mea^^^^^^  ?     it  better  to  sit  back 

suggests  won't  ha^)  or  to  use  ?he  "l  ''uT'^'^'  ^''^''^  experience 

out  of  thp  hi-nri  ?  T-u    u  ii  iimited  available  resources  to  trv  to  break 

unsuccessftil  Bui  It  ^PP'^"'^      ^^^^^^^^^  ^  reasonable  one  even 

rwhXrre  lTp.  In  I  "  "^'^  P'""*  ^^^^^^^  ^«P^"ds  perhaps 

^iterest?  Clear! v  t  n^^  more  responsive  to  public  needs  or  to  stockholder 
Cmai  ac^eS-^dtp^  "^'^^^     reasonable  action 

railropT^^ffi^fu-  T^^^^^  ^''''''''^  ^^^^^^  ^^Po^  as  a  private  remedy  for 
S  the  priv^?p  ;,v; J™";  ^  transportation  policy  standpoint  as  well  a7tha[ 
iinder  b^S  liiLfir;/^.^^^  '^"^P''^"-^  ^^^^^^^  should  be  exposed 

happen  when  tf^  I P'^Pf  treatment  can  be  applied.  This  cannot 

fiScial  ventures        "  P^''"'"      ^^'^"^^^  ^'^""^  ^  f^^^^e  of  glamorous 

system  ^aTeffh?^       ^-^^  ^'r^^""^  P'-^^'^"*  ^^t  exceed  the  railroad 

system  rates,  the  companies'  rates  are  understated  because  of  reporting  dis 
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crepancies  which  include  particularly  PRE's  exaoj^eration  of  income  through 
its  "earnin.frs  maximization."  The  hiffh  premerger  rates  are  jrenerallv  attributed 
to.  but  certainly  not  justified  by.  defensive  requirements  imposed  by  the  stock 
exchange  ratio' of  the  merger  aofreement  which  orenerated  something  like  a 
"dividend  war."  A  continuing  motive  ?oing  beyond  the  merger  is  a  desire  to 
maintain  both  stock  price  levels  and  a  general  atmosphere  of  credit  worthiness. 
Payments  through  1966  were  made  against  a  backdrop  of  favorable  trends.  It 
is  difficult,  thereafter,  to  understand  the  lar^e  payments  as  a  means  for  main- 
taining credit  standing.  Railroad  dividend  rates  generally  are  too  hi^h  and  for 
the  Penn  Central  thev  were  extraordinarily  high.  They  were  clearly  unwar- 
ranted in  the  light  of  the  impending  doom  and  in  the  light  of  management's 
disinterest  in  raising  money  through  stock  issues  or  other  equity  financing. 
These  payments  were  also  wrong  in  terms  of  their  impact  on  short  term  survival. 

The  debt  reduction  programs  were  reasonably  dictated  by  concern  for 
earnings  and  the  ability  to  cover  fixed  charges  and  upcoming  maturities.  Debt- 
equity  ratios,  particularly  for  the  PRR.  were  low  compared  with  the  industry 
as  a  whole,  seeming  to  imply  that  the  costs  of  capital  could  have  been  reduced 
by  greater  resort  to  borrowing.  The  ratios  were  understated  to  some  degree 
because  of  the  increasing  use  of  equipment  leasing  in  lieu  of  equipment  trust 
certificates.  But  the  comparison  also  demonstrates  the  anomalies  arising  from 
the  continuing  financial  stringency  suflFered  by  the  companies.  Even  if  the  debt 
were  low  relative  to  equity,  it  was  still  high  relative  to  income  and  the  associated 
ability  to  cover  maturities  and  fixed  charges.  This  basic  income  insufficiency 
together  with  high  down  payments  required  for  equipment  trust  financing 
encouraged  the  Central's  switch  to  conditional  sales  agreements  and  the  Penn- 
sylvania's to  equipment  leasing. 

The  pressing  difficulty  with  debt  suggests  that  consideration  should  have 
been  given  to  an  equity  issue,  particularly  in  connection  with  the  buoyancy 
and  optimism  generated  by  the  merger  approval,  ^yhen  that  possible  oppor- 
tunity was  ignored,  plans'  for  alternative  long-range  financing  might  have 
been  'implemented.  Failing  this,  the  last  resort  was  the  short  term  borrowings 
which  were  clearly  but  manifestations  of  rigor  mortis  and  should  have  been  rec- 
ognized as  such,  particularly  by  the  Interstate  Commerce  Commission  but  by 
otli6r  iTitGrGSts  rs  tv^gII. 

Evaluation  of  managements'  operating  performance  is  complicated  by 
several  factors.  It  is  influenced  by  the  character  of  the  plant  available.  The 
quality  of  the  operating  tools  was  severely  restricted  for  both  the  Penn  Central 
companies  by  the  debilitating  financial  stringency  which  was  intensified  by  the 
cash  outflow  for  di^-idends.  real  estate,  and  merger  startup  costs.  Operating 
with  this  handicap  is  bound  to  be  reflected  in  performance  measures.  Traffic 
trends  and  patterns  partially  beyond  the  control  of  operating  management  also 
influence  usual  notions  of  ''efficiency."  And  some  aspects  of  managerial  per- 
formance, as  in  pricing  and  marketing,  thoroughly  defy  rigorous  evaluation 
because  of  vague  and  unmeasurable  criteria. 

Plant  and  traffic  conditions  did  conspire  with  management  defects  to  pro- 
duce performances  by  the  Penn  Central  and  the  component  companies  generally 
inferior  to  the  achievements  of  their  neighbors,  connections,  and  competitors. 
Managerial  contributions  to  the  record  of  performance  deficiency  were  indi- 
cated by  ineffective  labor  utilization.  Management  cannot  escape  responsibility 
for  traffic  losses  which  are  at  least  partly  attributable  to  the  conscious  decision 
not  to  compete  for  less  than  carload  traffic,  to  poor  service  and  to  increasing 
rates  in  the  face  of  poor  service.  Each  partner  shared  the  weaknesses  which 
produced  the  unfavorable  results,  the  Central  falling  prey  more  particularly  to 
unfavorable  traffic  patterns  and  the  Pennsylvania  to  plant  weaknesses. 

In  most  respects,  the  Central  came  off  the  better  in  the  performance 
measures.  But  in  the  last  analysis,  there  was  little  difference  between  them  in 
terms  of  the  ultimate  performance  measures  or  associated  financial  results. 
This  outcome  suggests  the  importance  of  elements  other  than  management  effi- 
ciency in  the  companies'  financial  collapse.  Furthermore,  the  two  companies 
were  strong  competitors  for  much  traffic.  It  is  eloquent  testimony  that  there  was 
no  discernible  tendency  during  the  1960's  for  competitive  shippers  to  switch 
to  the  Central. 
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Management  performance"  is  not  a  monolithic  concept  but  is  rather  neatly 
compartmentalized  mto  fiscal,  operations,  and  pricing/marketing  policy  cate- 
gories which  are  highly  interdependent.  The  character  of  the  operating  plant 
depends  partly  on  the  processes  of  fiscal  policy.  The  payoff  on  capital  invest- 
ment programs  depends  on  the  effectiveness  of  operations  and  pricing-marketing 
activities.  The  success  of  these  programs  depends  on  the  quality  of  the  service 
outputs  supplied  by  operations.  It  appears  that  these  major  areas  were  not 
mutually  supporting.  Fiscal  programs  failed  to  provide  tools  adequate  to  pro- 
duce completely  marketable  services.  On  the  otlier  hand,  operations  was  not 
able  to  .Generate,  or  marketing  to  sell,  services  required  to  meet  capital  cost 
criteria.  Ihe  lack  of  coordination  particularly  after  merger,  but  before  as  well 
management  failure.  The  most  discernible  management  goal  in 
the  1960  s  was  merger  and  after  that  event  management  was  preoccupied  with 
crisis  response.  All  of  this  is  certainly  a  definition  of  a  failing  enterprise  but 
not  the  sole  cause  of  it. 

Eailroad  mergers  generally  hold  out  the  prospect  of  economies  and  im- 
proved service  quality;  the  fears  are  adverse  effects  on  competition  and  on  serv- 
ice levels.  The  merger  process  is  a  classic  manifestation  of  the  "domino  theory  " 
ll.ach  merger  makes  succeeding  ones  more  urgent  and  yet  severely  and  progres- 
sively restricts  options. 

in  retrospect,  the  wild  postmerger  debacle  which  included  service  break- 
down and  final  financial  collapse  was  not  primarily  an  aberration  reflecting 
managerial  frailties.  More  properly,  the  breakdown  was  the  outcome  of  a  set 
ot  deve  opments  stemming  predictably  from  the  major  premises  of  the  case, 
unquestionably  management  did  not  meet  its  responsibilities  and  could  have 
been  mpre  effective,  but  under  the  circumstances  success  for  this  railroad  in  the 
IJ^ortheast  would  have  required  an  unusually  broad  base  of  especially  effective 
w?  f  ^^T^''^  company  can  be  counted  on  to  have.  The  roots  of 
oDertTnri?  ''^^'^^^^,}^,  ^^e  attempted  union  of  two  fiscally  emasculated  and 
operationally  incompatible  equals.  One  of  the  management's  prime  errors, 
shared  by  others  as  well,  was  in  not  recognizing  the  realities  of  this  merger.  The 
resulting  miscarriage  brought  forth  a  grotesque  set  of  Siamese  twins.  Positively 
stated,  the  ingredients  for  a  successful  merger  include  diverse  but  complemen- 
of  th?m       '  '    strength  and  premerger  authority  firmly  lodged  in  one 

inHpST  C!entral  screams  that  merger  results  are  unpredictable  and  may 
ruptcy  not  onW  orfS'  ^''^  ^''^V     P^^^l^^^  ^^^h  more-the  bank^ 

mer^Jrs  Thi^  I?  the  company  but  also  of  a  dominant  idea  about  railroad 
t^tS'.Vnn  1  '^^V^        "'^^^""^       ^^^"y        ultimately  an  insti- 

The  pirre.tTi  W^'V^^  resuscitation  device  for  expiring' railroads, 
ine  Penn  Central  is  the  ultimate  corruption  of  the  merger  process  Anv  im- 

coTn'fonsTha?  th'PP'"'"'''  ^"^"^^f^  ^^^^^^'^  ^^'"^^  ^^e  li?[gatSn  bJo'^.ght 
contentions  that  the  merger  was  no  longer  "needed."  The  best  answer  to  tliiq 
blue  sky  contention  is  >  what."  Instead,  it  was  given  back  in  k^J-defend 
as^thev  SeS"  P  th^^^^f^^nt  grounds  that  con^ditions  weren't  as  favoSbre 
as  they  seemed.  Penn  Central  points  up  the  now  obvious  paradox  that  wrecks 
the  resuscitation  rationale.  The  more  justified  the  merger,  the  mo?e  certain 
Its  failure  If  only  partly  justified  on  these  grounds,  it  will'only  partly  fail- 
as  in  Ene-Lackawanna  which  has  just  gone  under  ^  ^ 

r.rn/j^l,2^'^^''^^~^^^?'^\  "^^^^^^  ^^^^^^^^  ^''^  its  bankruptcy-further 
rentr.1  l/l^^  impropriety  of  proprietary  criteria  as  public  policy  guides.  Penn 
£  1/  '    I  before  It,  was  generated,  impleiented  and  jSged-both 

TrieTar;  fifcafcr^?:         the  basis  of  Penn  Cenfral's  income  stitem^ent.  Pro 
Xt  the  Pp,f/rif    i^'T?"      Inadequate  answer  to  the  vital  question  of 
what  the  Penn  Central  and  its  merger  meant  to  the  national  rail  system 

.     -f  ^         '^^^^S  pure  idiosyncracy,  Penn  Central,  as  for  many  other  asnect<? 
of  railroading,  provides  a  view  at  the  far  horizon  of  presenT  n^Jrger  doct?ine 
It  IS  the  logical  culmination  of  flabby  policy.  If  merger  is  to  have  a  WW 
place  m  transport  organization  strategy  it  must  be^p^edicated  on  re  evanf 

tSroi  f ''""f'  ''''''' f  ^^ly  does  it  have  Tchance  to  ayo?d 

taking  on  some  losers  and  passing  up  some  winners. 
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CONCLUSIONS 


To  a  large  extent  long  run  survival  was  jeopardized  by  forces  beyond  the 
control  of  management  which  also  conditioned  management  unfavorably.  A 
basic  force  was  the  adverse  market  trends  which  weakened  the  mdustry  as  a 
whole  while  operating  with  particular  severity  on  the  Penn  Central  and  its 
companies.  In  most  cases  little  can  be  done  by  the  management  of  a  smgle 
railroad  about  the  crippling  trends.  Penn  Central  should  force  a  basic  assess- 
ment of  the  relevant  role  of  railroads  in  today's  economy  and  more  particularly 
press  the  generation  of  viable  criteria  and  devices  for  insuring  the  effective 
delivery  of  the  most  appropriate  form  of  transport  service  considering  the 
country's  needs,  ecological  considerations,  sociological  and  economic  factors. 

Wliile  acconnnodating  policy  to  market  realities  we  must  also  examine  the 
influence  and  effectiveness  of  institutions  that  are  subject  to  control.  The  mept 
hand  of  regulation  has  left  its  fingerprints  all  over  the  setting.  The  mere  fact 
of  bankruptcy  places  regulation  as  practiced  by  the  ICC  under  a  cloud  equally 
as  black  as  the  One  shadowing  management.  The  general  and  growmg  criticisms 
of  the  ICC's  brand  of  passive  regulation  urgently  require  a  close,  critical,  and 
(wtionahJe  examination  in  the  light  of  the  Penn  Central  history.  The  degree  of 
culpability  or  the  effects  of  ICC  actions  in  such  areas  as  joint  rate  divisions, 
competitive  price  control,  general  rate  cases,  or  car  supply  cannot  be  determined 
without  that  examination.  But  tliere  are  also  some  specifics  in  the  bill  of  par- 
ticulars, starting  with  the  patent  bankruptcy  of  regulation's  approach  to  rail- 
road mergers.  -j  <. 

Given  its  environment,  management  performance,  aside  from  any  out- 
right wrongdoing,  was  reasonably  predictable.  No  one  of  its  mistakes  was  by 
itself  either  critical  for  long  run  survival  or  catastrophic  because  of  any  contri- 
butions to  short  run  insolvency.  In  the  absence  of  basic  institutional  reform, 
there  was  little  to  be  gained  from  management's  principal  concern  in  the  later 
stages  of  keeping  the  railroad  barely  afloat  for  a  more  extended  period.  Losing 
control  of  their  movements  like  the  banana  peel  victim,  the  Penn  Central  giants, 
barely  alive  but  still  breathing,  were  a  real  nuisance.  As  casualties,  however, 
they  can  sen-e  a  profound  public  purpose  as  the  catalyst  in  forging  realistic 
approaches  to  transport  policy. 

The  policy  implications  of  these  broad  lessons  of  Penn  Central  are  explored 
in  the  conclusions  and  recommendations  of  the  report.  There  are  some  matters 
of  detail  that  should  not  go  unnoticed,  but  it  is  important  to  avoid  symptomatic 
responses.  For  example,  while  the  diversification  program  had  some  unpalatable 
aspects,  blindlv  prohibiting  or  limiting  this  movement  is  a  far  cry  from  the 
urgently  needed  design  of  effective  policies  for  transportation  service. 


REPORT  CONCLUSIONS 

What  Happened  to  the  Penn  Central? 

•       i?^"^^  debacle  is  not  an  isolated  idiosyncratic  event  solely 

attributable  to  individual  misdeeds  or  to  singular  financial  manipulations. 
IJie  Fenn  Central  collapse  signals  the  inability  of  present  public  and  private 
institutions  to  provide  a  stable  and  adequate  rail  service  for  a  maior  region 
ot  the  nation  in  an  adverse  business  environment. 

Whatever  responsibility  may  be  assigned  to  the  management  of  the  Penn 
Central  and  its  component  companies,  they  were  not  the  creators  of  the  hostile 
market  conditions  that  plagued  their  operations  for  years.  The  central  question 
n  evaluating  the  managements  is  really  their  response  to  adversity,  particu- 
larly as  that  response  was  conditioned  by  the  forces  of  public  policy.  The  study 
did  not  reveal  evidence  of  financial  speculation  or  manipulation  of  sufficient 
magnitude  to  have  been  the  sole  cause  of  the  Penn  Central's  fall.  While  there 
was  speculation  management  conflicts  of  interest,  and  perhaps  illegal  activities, 
detrimental  to  the  fate  of  the  Penn  Central,  such  activities  were  not  on  the  order 
ot  magnitude  of  the  great  financial  scandals  that  have  marked  the  history  of 
the  rail  industry  nor  were  they  major  contributions  to  the  collapse. 

Ihe  study  shows  that  the  cause  of  the  Penn  Central  bankruptcy  is  to  be 
tound  in  the  complex  interaction  of  a  number  of  factors  including  questionable 
management  policies,  misdeeds  of  individuals,  Federal  regulator^  policies  and 
practices,  inadequate  public  policy  toward  transportation,  the  national  econ- 
omy, peculiar  business  conditions  in  the  Northeastern  part  of  the  United 
fetates  flaws  m  the  private  sector's  structure  and  response,  changing  demands 
tor  1  ail  services,  and  successful  competition  from  other  modes  of  transportation, 
a  combin.?foT'?^/?'^''K  principal  conclusion  of  this  reportf  i.e.,  that 

imoort.^ffn^  ^  factors  brought  about  the  Penn  Central's  demise.  But  it  is 
important  to  evaluate  each  of  those  factors  and  while  doing  so  to  place  in  per- 
formances nfT'"^^r'^'  ^^"^'"^  environment  and  the  respective  per- 
formances of  the  public  and  private  sectors.  Wliat  follows  is  a  brief  review  of 
the  principal  contributors  to  the  Penn  Central  experience 

tral  ioundZlu^^^^^^^^^  ^^^^'^       before,  the  Penn  Cen- 

redLirT  t>.!  1  T  ^"^^7^?^^^^  where  the  national  economy  was  changing, 
ZfrihLtj^r^^^""?  It  P"^'^P^^  commodities  carried  by  railroals 
affected  hv  fS>..  ?'  '°  i^  f  transportation  system.  Most  railroads  were 
affected  by  technological  changes  including  the  use  of  lighter  weight  materials 

Khe  pTnnT  nTrlr^^^^^  f -P^^ifion  f rom^other  modi 

mil  the  renn  Central,  and  others  m  its  region,  had  peculiar  problems  because 
the  environment  for  railroads  in  the  Northeast  was  worse  than  dsewhere 
Coal  production  declined,  railroads  failed  to  compete  successfully  C  the 
lost  aTdTi;!^^  manufactured  goods  traffic,  small  shipiS  t^ffic  was 

il   situation  m  mterterritorial  divisions  remained  static  These  factors 
conibined  to  make  survival  of  railroads  in  the  Northeast,  without  private  as  weU 

v  oLt  ThrsTat?'  "r!^  ^"^^^  been^Jhetse  pr t 

gStn'ptiS^^^^^^^^  the  entire  mer^ger 

burdS'of d?bf  Si'trhi?  P^^f  y^-I^^^i^  K^il^o^d  was  confronted  by  a  large 
linS,?  \?  ^  t^'^^  maturities  in  the  mid  and  late  1960's.  After  1964  its 
hquidity,  providing  the  margin  of  safety  needed  for  successful  debt  manage 

SncIonCt?  i^or-"""'^"'-  ^'^^^"^t  deferred  mainteLnce  rd 
reM^^  Wviirnn  r  '  ^f,e««^^y  equipment.  The  Pennsylvania  had  begun 
adS  .  =3  equipment  leasing  in  the  late  1960's  and  the  Central  had 
adopted  a  similar  program  in  1962  to  help  maintain  the  merger  established 
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ratio  as  between  the  values  of  Pennsylvania  and  the  New  York  Central  stock. 
Extensive  use  of  leasing  made  it  possible  not  only  to  reduce  (effectively  under- 
state) fixed  charges  but  also  to  avoid  high  down  payments  m  the  early  years  ot 
equipment  use  (unfortunately  at  the  expense  of  higher  p<ayments  m  f^ter  years) . 
The  Pennsylvania  and  later  the  Penn  Central  undertook  a  ''^'^'^''^\'']^%ZZl 
of  maximizing  earnings,  i.e.,  using  every  device  to  inflate  and  ^^J'f ^a^e  fi^^^^^ 
so  as  to  report  the  highest  possible  earnings.  Partly  the  result  of  management  s 
desire  to  protect  the  1.3  to  1  stock  exchange  ratio  agreed  upon  ^vith  the  Jsew 
York  Central  in  1962,  it  completely  distorted  the  earnings  picture  and  distorted 
management  effort  so  that  the  generation  of  cash  actuallv  became  of  secondary 
importance,  in  many  instances,  to  the  inflation  of  reported  net  income  Coupled 
with  the  policy  of  maximizing  paper  earnings  were  extraordinarily  high  divi- 
dends paid  out  bv  the  merger  partners  between  1960  and  1969  representing  a 
severe  and  completely  unjustifiable  cash  drain  on  a  company  badly  m  need  ot 

Financial  stringencv  and  the  concern  for  maintaining  credit  standing 
helped  produce  an  ad  hoc  policv  of  compromising  conflict  which  presided  over  a 
deteriorating  rail  plant  while  overstating  earnings  and  paying  excessive  divi- 
dends. The  fiscal  policies  of  the  Penn  Central  and  its  predecessors  created  an 
illusion  of  strength  that  hid  from  public  view  the  extent  of  decay. 

Diversificarion.-lt  was  at  first  suspected  that  the  diversification  program 
of  the  railroad  (investment  in  enterprises  outside  the  traditional  areas  of  rail- 
road operation)  was  the  single  most  powerful  force  undermining  railroad  per^ 
formance.  Closer  analvsis  showed,  however,  that  diversification  was  a  lelatively 
small  factor  when  compared  to  others  such  as  dividend  policy  and  when  meas- 
ured in  terms  of  cash  drain  on  the  railroad.  It  certainly  could  not  be  singled 
out  as  the  sole  cause  of  the  collapse.  Indeed,  the  theory  of  diversification  may 
have  been  a  reasonable  business  response  to  the  circumstances  «>i^fr«i^*i^J' f'.J 
railroad  when  the  program  was  begun.  As  carried  out  by  the  ^^"^^3™  J 
combined  with  other  fiscal  policies  to  artificially  prop  up  the  companv  s  credit 
standing.  It  also  appeared  to  be  of  short-run  benefit  by  clothing  the  ^^i  road  in 
the  glamour  of  the  Conglomerate  fad.  There  can  be  no  doubt^that  di^^rs^fif,^tion 
took  badlv  needed  cash  out  of  the  railroad  that  could  have  been  used  for 
maintenance,  and  othei-  railroad  needs.  From  1963,  when  the  "^^d^-^^^^^  ^^  " 
fication  program  was  instituted,  to  the  collapse,  the  cash  outlay  ^/^^  $193.8  m  - 
lion  Of  that  the  Pennsvlvania  paid  out  $172.21  million,  the  Central  $21.4  mih 
lion  and  the  Penn  Central  $6.7  million.  Subtracting  from  the  otal  outlay  the 
ash  received  from  these  investments  and  subtracting  also  ^^-^^^  --"-^/^^ 
sale  of  stock  in  the  Norfolk  &  Western  and  Long  Island  Eailroads  the  net  out 
flow  was  $41.8  million,  mile  not  a  significant  amount^  wlien  compared  to 
the  $1.5  billion  put  into  the  railroad  between  1959  and  1967  ^-f^^^^ 
it  was  still  substantial.  Granting  all  of  the  arguments  ^^^j^V. 
tion  as  a  policy  for  sustaining  railroad  operations,  the  P^^^^^lfof  the  r^ail- 
mentation  of  the  diversification  concept,  insofar  as  the  real  needs  of  the  rail 
Zd  were  involved,  must  be  judged  to  have  been  fault,^  I^-^  -^^^^^^ 
in  proiects  (principally  real  estate)  that  required  cash  and  that^had  a  long 
pavout  period,  the  same  cash  dema.ids  as  the  railroad  s.  Wliat  the  railroad 
Seeded  was  quick  return  on  its  investments  in  the  1960's :  instead  tbe  diversifica- 
tion program  joined  with  the  demands  of  the  railroad  J 
as  hiU  dividend  payments  to  compound  the  strain  on  scarce  financia  resources^ 
Operafwval  per  form  an  re. -The  physical  condition      both  railroads  was 
noor  prior  to  merger  and  continued  in  that  condition  thereafter.  Accident 
?ate'  and  slow  ^ders  were  incredibly  hi.h,  particularly  for  the  P-nsylvania^ 
showing  clearly  the  defects  of  deferred  maintenance  which  m  turn  ^fleeted  both 
fiscal  limitations  and  managerial  options.  Enuipinent  and 
bad  condition  and  service  complaints  rose.  The  Penn  ^^^^J.^^.^ P'^^.^^^^^^.r^^ f . 
nificantly  behind  other  railroads  in  their  region  m  productivity,  indicating  that 
labor  control  was  ineffective.  Labor  costs  are  quite  high  still  on  the  Penn  L  en- 
tJal :  the  unfavorable  pattern  developed  well  before  the  merger,  suggesting  that 
the  mercrer  agreement  to  recall  previously  furloughed  employees  may  not  have 
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been  as  significant  as  inadequate  management  control  of  its  labor  resources.  The 
quality  of  service  continued  to  deteriorate. 

The  pricing  and  marketing  techniques  of  tlie  merger  partners  were  deter- 
mined by  practices  of  competitors,  shippers,  and  others  luxstile  to  major  innova- 
tions and  condoned  by  a  passive  ICC.  It  is  important  in  developing  policy  re- 
sponses to  keep  constantly  in  mind  that  the  ditierent  management  techniques 
of  the  Pennsylvania  and  the  Central  seemed  to  make  no  measurable  difference 
indicating  the  degree  of  influence  of  other  factors. 

A  prime  deficiency  was  the  non-existence  of  corporate  goals  overriding  the 
often  conflicting  goals  at  the  departmental  level.  In  addition  to  the  merger  con- 
solidation problems,  the  Penn  Central  lacked  coordination  and  lacked  mutual 
support  between  the  major  areas  of  management. 

M erger.—ThQ  merger,  looked  upon  by  management  as  the  salvation  of  the 
railroads,  actually  contributed  significantly  to  the  cash  drain,  drawing  off  a 
total  in  merger  induced  cash  outlays  through  1969  of  $250.1  million.  Offsetting 
this  by  the  claimed  merger  savings  produces  a  net  drain  of  $176.2  million.  In 
addition  to  the  cash  impact,  the  merger  contributed  much  confusion  and  wasted 
effort.  It  is  clear  that  the  merger  process  itself  contributed  significantly  to  the 
decision  to  enter  bankruptcy  in  June  1970, 

Who  Is  to  Blame? 

As  with  calamities  that  take  human  lives,  there  occurred  after  the  demise 
of  the  Penn  Central,  an  immediate  search  for  culprits.  But  with  the  Penn  Cen- 
tral's crisis  as  with  so  many  others,  no  individual  or  small  group  could  be  iso- 
lated. The  causes  were  many  and  so  were  the  perpetrators. 

In  assessing  responsibility  for  the  Penn  Central  collapse,  it  is  necessary 
to  evaluate  the  failure  to  take  action  as  well  as  mistaken  and  wrongful  action. 
Since  both  public  and  private  forces  were  at  work  in  the  Penn  Central  case,  it 
is  useful  to  categorize  the  actors  as  public  and  private  forces. 


PRIVATE  SECTOR 


Penn  Central  Management.— Th^  Penn  Central  management  (and  their 
predecessors  on  the  separate  roads)  failed  on  a  number  of  fronts  and  those 
failures  in  sum  must  be  judged  to  have  contributed  significantly  to  the  debacle. 

As  indicated  previously  a  principal  management  failure  was  the  non- 
existence of  discernible  goals  for  the  railroad,  and  a  lack  of  coordination 
between  various  branches  of  management.  Not  only  was  there  a  failure  of  co- 
ordination between  the  Pennsylvania  and  New  York  Central  prior  to  merger, 
but  after  merger  the  various  departments  failed  to  cooperate  and  to  provide 
^^A^^-  ^"PP°^*-  seemed  that  the  only  mutual  goal  was  to  merge  the  railroads 
and  this  narrow  focus  diverted  much  of  management's  attention  away  from 
solving  the  fundamental  problems  entrapping  the  railroad.  The  various  man- 
agement branches  failed  to  appreciate  each  others'  concern.  The  operations 
section  was  dissatisfied  with  the  money  made  available  to  it  by  the  financial 
section ;  the  latter  was  reluctant  to  provide  more  financial  support  for  operations 
when  operations  seemed  to  yield  inadequate  return  and,  indeed,  to  yield  poorer 
pertormance  than  other  railroads  that  were  spending  a  good  deal  less  The 
pricing  and  marketing  functions  did  not  necessarily  take  account  of  the 
operating  capability  nor  the  financial  needs  of  the  railroad. 

A  second  deficiency  was  management's  inadequate  response  to  the  changing 
market  demands  and  other  circumstances  of  the  railroad's  environment.  It  is 
generally  known,  of  course,  that  the  Pennsylvania  Railroad  and  the  New  York 
Central  eniployed  substantially  different  pricing  and  marketing  strategies. 
However  the  two  different  strategies  seem  not  to  have  produced  significantly 
ditterent  results;  thus,  it  is  not  possible  to  judge  either  as  adequate.  Or  put 
another  way.  differences  in  managerial  approaches  were  not  critical,  mile  in 
the  Northeast  the  traditionally  important  commodities  to  railroads  were 
declining  m  importance,  the  carriers  failed  to  take  advantage  of  the  market  for 
transporting  manufactured  goods  and  instead  gave  it  up,  along  with  less  than 
carload  shipments  generally,  to  their  competitors  the  motor  carriers. 
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Third,  and  of  great  consequence  was  management's  decision  to  merge  the 
Pennsylvania  and  Xew  York  Central  Railroads.  Conventional  wisdom  of  the 
day  dictated  that  mergers  produced  financial  strength.  The  apparent  strength 
of  other  merging  railroads  posed  a  seemingly  serious  threat  to  both  the  Fenn- 
sylvania  and  the  Central.  Acting  more  on  blind  faith,  as  subsequent  events 
revealed,  than  on  analysis,  the  managements  of  Penn  Central  s  predecessors  saw 
merger  as  the  way  to  strengthen  two  sick  railroads.  Management  should  be 
faulted  here  for  not  analyzing  and  evaluating  alternative  courses  of  action. 

Fourth,  merger  became  such  an  obsession  that  the  managements  were  will- 
ing to  "pay"  a  considerable  amount  for  the  merger.  It  may  be  argued  that  they 
"paid  too  much".  They  took  on  the  loss  ridden  New  Haven  as  a  condition  ot 
merger  In  addition  they  assumed  labor  protection  costs,  amounting  to 
million  in  the  first  two  years  as  it  turned  out.  It  must  be  remembered  that  the 
two  railroads  were  not  Wed  to  merge;  if  they  believed  that  the  conditions 
imposed  were  too  costly  they  could  always  have  withdrawn  from  the  agreement 
But  withdrawal  never  seemed  to  be  an  alternative  and  the  architects  of  the 
merser  drove  to  completion  at  whatever  cost.  .r^oc,  i  i  q«7 

Fifth,  during  the  long  merger  gestation  period  from  1962  through  19b7 
management's  primary  attention  was  focused  on  winning  the  legal  challenges 
Zmlvgev  and  to  maintaining,  through  earnings  inflation  and  other  questionable 
techniques,  the  relative  stock  values  of  the  two  railroads  ^s.^^tablished  m  the 
merger  agreement.  This  artificial  constraint  affected  the  railroads'  operations, 
making  the  demands  of  their  markets  and  the  interests  of  the  public  and  trans- 
portation secondary  obiectives.  „^„f;,i,ipH 
Sixth  even  after  the  merger  was  finally  approved  management  continued 
to  compound  earlier  errors.  The  decision  was  made  to  consolidate  operations  ot 
the  two  railroads  as  rapidly  as  possible  so  that  the  anticipated  merger  bene- 
fits could  bp  realized  as  soon  as  possible.  Seemingly  intent  on  proving  he  ac- 
curarv  of  the  old  bromide  that  "haste  makes  waste"  management  plunged 
forward  with  a  blueprint  describing  the  end  result  but^had  ^o  n^.V^J^l^^^^^ 
describe  how  to  arrive  at  the  destination.  As  a  result  there  was  a  net  cash  loss 
ofSTe  million  which  the  railroad  could  hardly  afford  during  these  first  two 
?ears  of  merr^^      recital  of  svmptoms  is  now  familiar:  Employees  were  not 
Sued  for  ifew  functions,  the  supervisory  structure  broke  down,  conflicting 
procedures  and  directions  were  issued,  chaos  plagued  ^^-^^af        me  a^^^ 
mrtiallv  bv  initiating  construction  pro]ects  m  many  yards  at  one  time  ana 
hast  y  closlnnther  ^ards),  seriously  deteriorated  service  drove  customers  to 
Sr  carrieiS;^^^  modes,  costs  skyrocketed  and 

plied  by  billing  failures.  Management,  seemingly  believing  that  such  Problems 
were  inevitable,  came  to  view  their  merged  railroad  as  nearly  .^i^n^anageable^ 
Much  has  been  made  of  the  differences  between  P^r'^^^'^^Tttat  it  was 
York  Central  Railroads;  the  conclusions  of  the  ^t"dy.  howe^^r  are  that  it  w^^ 
perhaps  as  much  management's  failure  to  manage  ^^.l^.^.^^^^^"^  ^o^^^^^^ 
compatibility  that  led  to  the  disastrous  resul  s  of  consolidating  ^« J^J^'J^^- 

Seventh!f  rom  a  public  interest  standpoint,  ^^^V^^).^^?^^^^^^^^^^^^ 
nation  for  management's  dividend  policy  ^"^mg  the  1960  s.  T^  l^ile  t^^^^^^^^ 
not  turn  up  direct  evidence  of  a  scheme  to  deplete  the  railroad  s  as^^*/  "^/'J 
agement's  benefit,  the  large  and  increasing  dividends  paid  during  the  la  t  year 
of  the  railroad  combined  with  the  large  stockholdings  of  many  o*  the  railroad  s 
officers,  suggest  actions  which  bear  investigation  by  ^PPropnate  authori^^^^^ 
dividend  nolicv  depleted  cash  by  $307.5  million  between  1960  through  1969 
($282  million  of  that  was  paid  out  after  1963),  cash  desperately  needed  by  the 
carriers.  Large  dividends  could  not  be  iustified  by  the  usual  rationale  of  needmg 
to  keep  the  stock  price  high  in  order  to  attract  new  capital,  because  here  is  no 
evidence  that  the  Penn  Central  ever  contemplated  issuing  new  equity  capital 
even  though  opportunities  did  present  themselves.  it  ^PPms  ap- 

Eicrhth.  labor  utilization  was  poor.  Productivity  was  low.  It  seems  ap 
parent '-that  inadeouate  management  control  of  "M^^^^^^ 
detriment  to  the  railroads  than  the  post  merger        \    f  "^J^"f  ^^J^^^.S^ 

Ninth,  the  diversification  program,  mitiated  in  1963        the  Penns>^^ 
vania  and  carried  out  by  the  merged  railroad,  produced  a  net  cash  loss  for 
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the  railroad.  It  resulted  in  the  acquisition  of  assets  which  had  long-term  pay- 
out periods  for  cash,  clearly  not  the  kind  of  investments  that  would  support  a 
cash  short  railroad. 

Tenth,  other  factors  of  fiscal  policy,  including;  tlie  eamin^^s  inflation  pro- 
gram, represented  management  actions  grossly  inconsistent  with  the  public 
interest. 

From  the  shippers  viewpoint  and  the  public's  viewpoint  these  omis- 
sions and  commissions  by  management  were  manifested  all  too  clearly  in  the 
completely  inadequate  service  of  the  railroad. 

While  a  study  of  the  Penn  Central  results  in  a  strong  indictment  of  its  man- 
agement, it  would  be  a  mistake  to  end  the  examination  with  the  conclusion  that 
management  failures  were  the  principal  reason  for  the  railroad's  downfall. 
A  different  management  might  have  made  substantial  differences,  yet  the  en- 
vironmental circumstances  surrounding  the  Pennsylvania  Railroad,  the  New 
York  Central  Railroad  and  then  the  Penn  Central  Railroad  were  so  burdensome 
that  it  is  not  easy,  nor  perhaps  valid,  to  conclude  that  a  different  management 
would  have  prevented  the  collapse  of  the  Penn  Central  (or  of  their  predecessors 
if  the  merger  option  had  not  been  pursued) .  It  would  have  required  many  years 
of  effort  by  above  average  managers  to  reverse  the  downward  trend  of  the  two 
railroads. 

Of  course,  the  fact  that  Penn  Central's  management  cannot  be  held  solely 
responsible  for  the  railroad's  collapse  does  not  excuse  nor  mitigate  their  fail- 
ings. Any  violations  of  law  should  be  vigorously  pursued  and  private  remedies 
should  be  sought  for  private  injuries. 

rioU  industry.— Knoth^T  element  of  the  private  sector  that  bears  respon- 
sibility for  the  devastated  condition  of  the  Penn  Central  and  other  railroads 
is  the  railroad  industry  itself.  The  rail  industry  is  composed  of  separate  com- 
panies dependent  upon  one  another  to  a  degree  not  found  in  most  other  indus- 
tries. They  must  interchange  much  of  their  traffic  with  one  another  and,  thus, 
are  mutually  dependent  for  satisfactory  performance  to  their  customers.  But 
the  rail  industry  took  no  action  to  counter  the  deterioration  of  the  Pennsylvania, 
New  York  Central  and  other  railroads  in  the  Northeast.  Rail  industry  policy, 
perhaps  dictated  by  stockholder  financial  considerations,  essentially  decrees 
that  each  railroad  take  care  of  its  own  problems  and  look  after  its  own  proprie- 
tary interests. 

The  railroad  industry  might  have  responded  differently  to  some  of  the 
environmental  conditions  that  led  to  the  Penn  Central's  downfall.  A  greater 
effort  might  have  been  made  at  mutual  cooperation  to  improve  service  perhaps 
through  devising  methods  to  handle  small  shipments  profitably.  It  is  possible 
the  industry  might  have  devised  institutions  for  industry  investment  in  and 
return  from  those  parts  of  the  Penn  Central  system  necessary  to  maintain  the 
integrity  of  the  Nation's  rail  network.  Undoubtedly  it  could  have  developed 
a  system-wide  control  of  equipment  usage  to  help  improve  utilization  and, 
thereby,  improve  service  while  cutting  unnecessary  investment  and  huge  equip- 
ment rentals.  Creative  and  constructive  work  could  have  been  done  in  develop- 
ing a  more  competitive  rate  structure.  (Instead  the  industry  consistently  sought 
across-the-board  rate  increases.)  J  ^ 

Whenever  the  industry  called  upon  government  for  financial  assistance  it 
was  with  proposals  narrowly  designed  to  advance  the  proprietary  interests  of 
the  companies  instead  of  proposals  to  advance  the  interests  of  the  system  and  to 
result  in  improved  service  to  the  public.  It  did  not  address  underlying  industry 
Ills.  Ihe  industry  might  have  earlier  called  upon  government  with  some  obiec- 
tive  proposals  directed  at  well  known  but  unsolved  system  problems  such  as 
rreight  car  utilization. 

As  long  as  the  industry  fails  to  take  the  systems'  approach  to  its  problems 
and  to  engage  m  self-help  efforts  there  will  be  increased  pressure  on  government 
to  act  in  industry  s  stead.  ^ 
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Conoress.— The  Penn  Central  bankruptcy  reveals  long  standing  \veak- 
nesses  in  government 's  relation  to  the  rail  industry.  Congress  can  be  held  ac- 
countable for  failing  to  face  up  to  these  deficiencies.  Of  course,  the  basic  po  icy 
of  private  ownership  and  management  has  dictated  abstinence  from  involve- 
ment in  the  affairs  of  railroads,  except  for  regulation  to  protect  shippers  and 
the  public  from  abuses.  A  major  conclusion  of  this  study  is  that  Congress  should 
examine  government's  present  relationship  to  the  rail  industry  and  consider 

extensive  legislative  changes.  „.,-,,      i ,       ^     i  ^„f„i 

Executive  Branch. —The  Administration  failed  to  address  fundamental 
problems  confronting  the  railroads  and  failed  to  propose  remedies  for  ^^^^ 
problems.  For  example,  the  Executive  Branch  of  the  government  withdrew 
its  opposition  to  the  ill-considered  merger  in  return  for  inclusion  of  the  ^ew 
Haven  Railroad  in  the  Penn  Central  system.  Although  such  a  require- 
ment was  consistent  with  the  basic  policy  toward  railroads,  i  e.  dictating  that 
problems  be  solved  bv  the  private  sector,  and  it  is  difficult  to  fault  the  Admin- 
istration for  attempting  to  continue  service  along  the  New  Haven  s  routes,  sucn 
an  approach  to  the  New  Haven's  situation  again  illustrates  a  failure  to  face  up 
to  the  need  for  reform  of  government  policy.  It  was  an  attempt  to  sweep  the 
problem  of  the  New  Haven  under  the  Penn  Central  rug.  n.r.H..V^ 
The  Department  of  Transportation  failed  to  spotlight  the  Penn  Centi  al  s 
problems  until  verv  shortly  (some  1.5  or  20  days)  before  the  bankruptcy  At 
that  time  the  Administration,  displaying  a  greater  concern  for  the  Proprietary 
interests  of  the  corporation  than  for  the  transportation  needs  of  the  public,  came 
forward  with  a  cosmetic  legislative  proposal  designed  simply  to  keep  the  rail- 
road out  of  bankruptcy.  As  events  have  demonstrated,  the  railroad  has  con^ 
tinned  to  operate  in  bankruptcy  (with  governmental  assistance  m  the  form  ot 
$100  million  in  guarantees  of  trustees  certificates)  and  it  is  genera  ly  accepted 
that  irvice  has  substantiallv  improved.  The  task  was  not  to  keep  the  company 
out  of  bankruptcv.  but  rather  to  focus  on  refornis  necessary  to  continue  service 
This  the  Administration  overlooked.  If  the  Administration  s  view  had  pre^  ailed 
in  Con-^ess.  once  again  the  problems  of  the  rail  industry  would  have  been 
papered  over  and,  the  numerous  misdeeds  of  management  that  subsequently 
came  to  li.'-ht  would  have  continued  to  be  shielded  from  public  view. 

Interstate  Commerce  Commission. -The  Penn  Central  case  is  a  docket  of 
dismal  failure  bv  the  Interstate  Commerce  Commission  The  Interstate  Com- 
merce Commission  was  the  principle  governmental  body  ^ -^/-i  ^^^^^^ 
seeing  the  operation  of  the  rail  industry  and  with  protection  of  the  public 
interests.  Other  governmental  entities  failed  to  recognize  a  problem  and  to 
obtain  authority  to  deal  with  it;  the  Interstate  Commerce  Commission  failed 

to  use  the  authority  it  had.  .   •    ,  rather 

First,  the  Interstate  Commerce  Commission's  merger  policy--or  ratner 
lack  of  coherent  policv— is  faulty.  It  proceeds  on  a  case-by-case  basis  with 
insufficient  consid?^^^  of  implications  for  other  affected  -ilroads  m  he 
recrion  or  for  the  needs  of  the  transportation  users.  At  one  point  in  1962  the 
interstate  Commerce  Commission  had  before  it  the  Norfolk  and  Western- 

Nickelplate-Wabash  case,  the  C&O-B&O  merger  P^^P^^,^^;^^^;^^,,^,'^?  .^^^^^ 
tral  case.  The  Commission  steadfastly  refused  to  consolidate  the  paits  of  these 
nroDOsals  thus  avoiding  administrative  inconvenience  but  casting  the  die  lor 
Tram^ad  desTgiied  restructuring  of  the  entire  Northeastern  rail  network  Giveri 
the  industry  disposition  toward  mergers,  the  pattern  "^^^e  merger  of  the^Penn^ 
sylvania  and  New  York  Central  almost  inevitable  because  the  roads  had  nowhere 
eSe  to  cro  in  the  Northeast  but  together.  Thus,  the  Interstate  Commerce  Com- 
m  ssion^  approach  to  mergers  laid  the  groundwork  for  the  ^-P^f f^P^^^^, 
Central  merWr.  At  the  same  time  the  Commission  was  averring  that  it  had  no 
author  ty  o^restructure  the  Northeast,  the  restructuring  was  m  process  under 
ICC  ae/is  The  Commission  accepted  the  rhetoric  alleging  mergers  to  be  the 
answer  ti  restoring  the  health  of  jailroads.  It  did  7*""'^? dt^r  aT"  ly 
problems  of  the  Northeast  nor  did  it  propose  solutions.  Adopting  a  purely 


187 


passive  role,  the  Commission,  for  the  most  part,  accepted  any  transactions 
proposed  by  the  railroads,  requirin^r  only  that  affected  complaining  parties 
receive  some  consideration  of  their  interests.  Section  5(2)  (c)  of  the  fnterstate 
Commerce  Act  seems  to  require  more  from  the  ICC  than  the  role  of  an  unn)ire. 

After  the  merger  was  legally  consummated  the  ICC  should  have  monitored 
the  course  of  the  merger  but  did  not.  It  did  not  analyze  nor  insist  on  accurate 
analysis  by  he  parties  of  the  cost  and  benefits  of  the  merger.  It  did  not  give  any 
thought  to  the  monumental  taslt  of  consolidating  the  operations  of  tlie  two  roads 
after  mei-ger  day  even  though  that  task  was  fundamental  to  the  merger  ra- 
tionale The  Commission  did  not  alert  the  government  or  the  public  to  the  Penn 
Central  s  problems  and  its  impending  collapse. 

Second  a  major  reason  for  the  unreadiness  of  a  public  policy  response  to  the 
impendmg  Penn  Central  collapse  was  the  unavailability  of  vital  information. 
Ihe  managers  of  the  Penn  Central  successfully  hid  their  problem  from  public 
.  "^^  w-^''^  government's  capability  of  responding  to  a  legitimate 
thieat  to  transporta  ion  service.  The  Interstate  Commerce  Commissfon  may 
fit  pL    r  ? u  ^     the  Nation  s  nervous  system  by  closely  monitoring 

of  thp  Ppn?r  Tn  requiring  more  information  about  the  cash  situation 
of  the  Penn  Central  Company.  The  Commission  should  have  spotlighted  earlier 
noliP^prr?  li'.'"'^''''^^^"'-'  ^.'^''^"."^  payments  and  its  iarniSgs  inflation 
^^JL'^^I:::'  P^^^^'-^P^  ^-^^^^        improvident  di- 

or.^-  ^^''1'  throughout  the  entire  picture  is  the  recurring  theme  of  in- 

ordinate delay  being  a  prerequisite  to  any  final  order  bv  the  Interstate  Com- 
merce Commission.  The  problem  is  not  easily  resolved  in>hat  in  an v  adversary 

o^ono'r?n^Tv^i;''K'r''^"'Al^^r-''''''^f  "^"^"'"^  ^^^^  ^^'^  P'^^^v  has  adequate 
opportunity  1.0  be  heard.  Additionally  many  ICC  orders  are  deferred  bv  iudicial 
action  after  the  Commission  has  made  a  determination.  But  delay  in  the  consum- 
vervZJvP^ff^^^^  '"ur  "-^^^'.^^^^  "^i^^t^^  individual  lines,  has  had  a 
^Vnulf}  !r       ^""^^'"^  P^i^'^t^  transportation  industry. 

TpnH  .1  Commission  m  its  numerous  activities  related  to  the  Penn 

hZrJtl  l^T  '^^^  ^"'-^".t^^tive  to  service  quality.  It  failed  to  identify  the  public 
DrivatP  rpilT"'"'""?  "T""'''  P^^P^^'-^ls  by  that  yardstick.  It 'relied  upon 
wpnlt  fv  disputes,  a  technique  that  is  only  effective  for  those 

advocaf        '  ''''^^'''^^^  to  be  represented  by  their  own 
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S^tions  wSoh  /nil     "    iT^  be  changed  and,  indeed,  many  of  the  recom- 

areasT'^^'"        ^''^  P"'*        recommendations  are  divided  into  four  main 

ing  c^^'dSro'S^^^^^  '^"^^^^^^  «^      ^--1'  P^^y-al  and  operat- 

-Improvement  in  policy  formulation  within  the  government 
secto7  relationship  between  Government  and  ^he  private  rail 

flo  ..—I^e^^mmendations  relating  to  specific  issues  in  the  rail  industrv  •  Diverci 
fication,  rates  dividends,  abandonment,  divisions,  merger  poli^rshiSer^inte;' 
est,  service,  plant  maintenance,  freight  cars,  and  govfrnS^assSce 

RECOMMENDATIONS  REGARDING  THE  RAIL  INDUSTRY  GENERALLY 


IMPROVED  DISCLOSURE 


iscuSntfvZa^ned^rnrfl  ^"^'^^'S^^l^^  J^at  while  voluminous  information 
cv,!v!  •  T  Obtained  from  the  rail  industrv  by  government  f  primarilv  the  JCC) 
such  information  is  not  completely  useful  for  public  purposes  The  PeU  r/nYr^^ 

nScTaTS;l7rom 

mg  nnancial  collapse  from  the  public  generally  and  even  from  many  financial 
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analysts  Although  it  is  perhaps  impossible  to  prevent  such  misrepresentation 

and  •deipTion^.evertholess,  the  study  makes  it  clear  that  ^^P^o^^ed  knowledge 

about  the  so^i'rces  and  uses  of  funds  by  the  Penn  ^^/^"^^^ JV^^^.S 

liahted  its  precarious  position  several  years  before  the  f  ^J^J- 

femmerce  Commission  should  require  railroads  to  file  detailed  statemeii^s  of 

^t'ces  and  uses  of  funds  at  least  on  an  annual  basis,  and  P^^^^P^^^^lf^^o^^^^^^^^^^ 

basis.  The  Commission  should  require  annual  reporting:  of  f^^^^^^f 

and  uses  of  funds,  for  example,  for  a  future  one  year  period,  huch  infoi  mation 

would  aiS  the  Commission  in  spotting  problems  before  a  cnsis  deve  o^^^^  and 

before  hurried  poorly  reasoned  temporary  expedients  are  forced  by  exentb 

The  Penn  Centi-al  was  able  to  mask  its  techniques  of  delusion  partial^ 
because  the  Interstate  Commerce  Commission  did  not  ^^^V^^^^^/'f^^^^^lrhd 
rail  holding  companies.  Transactions  between  the  railroad  and  its  P^^^t^e?;,! 
ing  company  and  between  the  railroad  and  its  subsidiaries  were  used  to  obscure 
data  ?hS  would  otherwise  have  been  spotlighted  by  the  railroad  s  reports^  It  is 
?etmmended  that  the  Interstate  Commerce  Commission        f  f^^^^^";^^  P^^^^ 
under  the  Interstate  Commerce  Act  to  requn-e  reporting  by  a  1  ^^P^"^^^*^^^ 
are  related  to  a  railroad.  Those  powers  seem  to  be  «^P^«' ^f^^^*!  f -f  'x^^ 
lan<nia-e  ^e  <r.  in  Sections  5, 12,  20.  and  20a  is  not  adequate  to  pennit  the  Intei 
sJ^t'e  Comme^-ce  Commission  to  eliminate  the  holding  company  ruse,  then  kgis- 
Sion  should  be  adopted  to  require  reporting  by  all  companies  related  to  a 
railroad  in  sufficient  detail  to  protect  the  integrity  of  railroad  repoits 

ICC  reporting  requirements  have  been  criticized  as  being  outmoded,  pro- 
A-idin^inadequate information  about  railroad  operations  and  in  some  ^stances 
even  deleteriously  influencing  railroad  policy  (as  for  example,  m  rate  cases) .  It 
'  apparent  from' this  study  that  improved  cost  ^formation  wouM  help^^^ 
to  the  Commission  in  evaluating  applications  by  earners  as  m  njer^^^^^^ 
where  improved  operating  efficiencies  are  claimed  as  a  justification  toi  granting 
the  i^pS'on^  It^does  not  appear  that  tl-^Commission  gave  adequate  m^^^^ 
analysis  to  the  claims  of  the  Pennsylvania  Eailroad  and  the  ^  e_xv^  Yoi  k  Central 
wUh  regard  to  the  cost  savings  claimed  for  the  merger.  Accordingly,  die  Inter- 
state Commerce  Commission^should  develop  improved  and  relevant  cost  mfor- 

'^'^^^^^:renoes  between  ICC  accounting  practices  for  rail- 
roads .nd  tS  accointing  practices  of  other  industries.  Because  these  differences 
rScompaiisoTdifficulFand  m  some  cases  actually  distort  "-o-^-P-^-g 
they  deserve  the  ICC's  attention.  A  change  m  accounting  practices  often  meets 
tiSn.  opposition  because  it  eliminates  data  important  for  historical  compari- 
sons Snd  because  any  shift  often  creates  some  temporary  confusion.  But  two 

"^^^^frst'the  ■  l7~ilroads  of  their  deferred  income  tax  (that 

tax  which  would  have  been  owed  had  the  taxpayer  not  taken  advantage  of  tax 
deferral  provisions  of  the  law)  and  of  tax  allocation  agreements  between  related 
companies  distorts  their  reporting.  The  railroads  should  at  a  re- 
nuired  to  clearly  and  prominently  disclose  the  accounting  method  used  m  tieat- 
Sa  irome  taxes,  thJ  effect  of  t'ax  allocation  agreements,  and  the  .distinction 
between  k'c  accounting  principles  and  generally  accepted  f  .^ovn^ting  princ^ 
pies  In  addition,  all  railroads  should  be  required  to  report  income  after  tl^ 
^co^m  tion  of  deferred  income  taxes  and  before  recognition  of  income  from 
a'alwLn  agreements  with  affiliates,  on  the  Published  financial  s  atem^^^^^ 
Second,  railroads  should  be  required  to  improve  disclosure  «bout  expendi- 
tures subiect  to  "betterment  accounting",  a  practice  used  to  account  tor  im- 
rvemenls  o^  replacements  of  track  structure.  Since  the  practice  <^oes  not  al  ow 
for  depreciation,  it  sel-^•es  to  balloon  net  income  m  years  when  there  aie  tew 
[r  ck?mTrovem;nts.  Because  it  also  requires  showing  a  -bst^ntial  expe^^^^^^^^^ 
the  year  a  track  is  written  off,  or  in  the  year  an  improvement  is  made  it  distorts 
i  comJ  downward  in  those  years.  This  technique  not  only  gives  an  ^1  "sorv  P^c- 
ture  of  a  railroad's  income,  it  increases  the  pressure  on  management  to  defer 
r^JaSn^enance.  The  practice  should  be  eliminated.  At  *  -  .-^^  ^^-^^^e^^"^^^^^^^^ 
closure  should  be  required,  includmg  disclosure  of  (1)  the  method  used 
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whether  "betterment"  or  some  other,  (2)  the  total  amount  of  nondepreciable 
property,  (3)  tlie  depreciation  tliat  would  have  been  charged  against  income 
had  betterment  accounting  not  been  used,  and  (4)  the  amount  charged  as 
maintenance  expense  which  would  have  been  capitalized  under  standard 
accvjuntihg. 

It  has  long  been  clear  that  rail  maintenance  expenditures  are  a  discre- 
tionary expenditure.  Thus,  the  level  of  maintenance  of  the  rail  plant  is  inex- 
tricably intertwined  with  the  railroad's  financial  condition.  The  Penn  Central 
case  provides  a  classic  illustration  of  a  railroad  with  inadequate  plant  mainte- 
nance over  a  long  period  of  time.  It  further  presents  a  case  of  a  railroad  that 
had  virtually  reached  the  end  of  discretion  with  regard  to  maintenance.  The 
Interstate  Commerce  Commission  should  establish  methods  for  monitoring 
plant  maintenance,  including  establishment  of  standards  for  rail  plant  condi- 
tion, and  of  requirements  for  reporting  maintenance  expenditures.  Observation 
of  the  trend  of  such  reports  would  provide  another  measure  of  the  railroad's 
condition  and  its  ability  to  provide  service.  Rail  safety  standards  promulgated 
by  the  Department  of  Transportation  could  be  used  as  guidelines  by  the  ICC 
and,  m  the  interests  of  minimizing  costly  government  duplication  of  effort,  the 
Connnission  should  review  carefully  the  possibility  of  utilizing  information 
about  plant  condition  developed  by  the  Department  where  helpful.  (Further 
discussion  of  standards  for  plant  condition  appear  at  pp.  196  and  202). 

Finally,  the  Interstate  Commerce  Commission  should  develop  measures  of 
service  and  require  reporting  relevant  to  such  measures  in  the  same  vein  as  it 
currently  requires  reporting  relevant  to  financial  conditions.  The  measures  of 
service,  for  example,  might  provide  information  on  the  utilization  of  freight 
cars  and  their  availability  to  meet  the  needs  of  shippers,  reliability  in  meeting 
schedules  for  delivery  and  pick-up  of  cars  from  shippers  docks,  amounts  of  loss 
and  damage  to  cargoes,  and  perhaps,  some  assessment  of  the  degree  to  which 
the  market  needs  for  rail  service  are  met. 

The  purpose  of  disclosing  the  information  noted  abo\  e  is  threefold :  First, 
public  and  user  knowledge  of  such  information  may  be  assumed  to  be  a  helpful 
corrective  in  itself.  It  would  enable  the  public  to  take  action  to  protect  itself 
from  the  sudden  loss  of  rail  service  or  the  unacceptable  deterioration  of  service 
while  at  the  same  time  providing  an  objective  signal  for  public  opinion  pres- 
sure to  be  placed  upon  private  and  public  decision  makers.  Second,  such  infor- 
mation could  be  of  vital  assistance  to  government  in  formulation  of  policy  and 
identification  of  specific  problems.  For  example,  in  the  Commission's  response 
to  proposals  for  rate  increases,  service  quality  is  quite  relevant  to  proper  Com- 
missioji  action.  Third,  increased  financial  information  would  be  veiT  useful  to 
present  and  prospective  investors. 

IMPROVED  IDENTIFICATION  OF  PROBLEMS  AND  FORMULATION  OF  POLICY 

The  Penn  Central  case  reveals  an  absence  of  coherent  government  policy 
response  to  developing  problems  throughout  the  period  studied.  The  rail  in- 
dustry was  significantly  restructured  in  the  1960  s  largely  in  accordance  with 
the  clemands  of  some  private  carriers.  Public  policy  goals  or  interests  supplied  a 
negligible  input.  The  major  policy  input  into  the  Penn  Central  merger  was 
required  inclusion  of  the  New  Haven  Railroad  in  the  Penn  Central  system. 
Although  the  Interstate  Commerce  Commission  considered  the  potential  im- 
pact of  the  Penn  Central  merger  on  competing  lines,  sh^  pers,  and  the  com- 
munities, there  was  no  explicit  formulation  and  presentation  of  policy  objectives 
by  the  J^ederal  government  relating  to  such  matters  as  the  development  of  an 
adequate  transportation  system,  the  impact  on  economic  development  and  popu- 
lation location,  and  the  relation  to  fuel  supply  required  to  produce  electricity 
and  other  energy  forms.  The  Antitrust  section  of  the  Justice  Department  in- 
terposed objections  based  on  competitive  grounds,  but  withdrew  such  objections 
once  the  New  Haven  inclusion  was  achieved.  Nowhere  and  at  no  time  were  the 
tundamental  problems  confronting  Northeast  railroads  addressed.  To  remedy 
such  defects  m  policy  formulation  :  ^ 
( 1 )  The  Secretary  of  Transportation  should  make  an  annual  report  to 

Congress  on  the  condition  and  performance  of  the  rail  industry, 
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(2)  The  Secretary  of  Transportation  should  formulate  and  keep  cur- 
rent a  comprehensive  schedule  relating  existing  rail  facilities  to  the  rail 
transportation  needs  of  various  regions  and  of  the  nation     a  whole. 

(3)  The  Secretary  of  Transportation  should  have  readily  available 
information  about  changing  conditions  in  various  areas  of  the  nation  to 
assist  him  in  addressing  differing  transport  problems. 

Atinual  report  ,    ^      ^      ^   £  rr  c 

The  DurDOse  of  requiring  an  annual  report  by  the  Department  of  Irans^ 
portatln'i^  tTest^ablisS  procedurally  the.  responsibility  of  the  Dep— 
Transportation  for  reviewing  the  condition  and  performance  of  the  rail  in 
dustr/  Absence  of  clear  responsibility  in  the  case  of  the  Penn  Central  me^t 
that  no  governmental  agency  felt  it  necessaiy  to  probe  the  early  gaming  signs 
of  the  P'enn  Central's  impending  collapse  and  to  call  ^"ention  to  hem.  The  In^^ 
terstate  Commerce  Commission  current  y  bears  some  .^^^P^^f^^^  ^^^^^^^^^^ 
vidina  this  kind  of  information  and  such  information  is  available  for  the  L)e 
partntent's  review.  The  Commission  should  not  be  relieved  of  responsibility 
and  its  role  is  discussed  later.  ,  u  -.^Uoi 

The  Secretary's  annual  report  to  Congress  should  not  be  a  bare  recital 
of  financial  performance  by  the  railroad  conipanies.  Rather,  the  Depart^ 
ment's  report  should  analyze  the  condition  of  the  industry  from  the  point  of 
^ew  of  the  rail  system  as  a  national  system  of  transportation  It  should  bear  in 
mind  the  rail  system's  relation  to  other  modes  of  transportation  evaluate  the 
level  of  performance  of  the  industry  and  its  components,  ^^e  condition  of  the 
plant  and  facilities,  the  level  of  service,  and  the  implications  of  apparent  trends 
for  the  continued  provision  of  transportation  service.  .     f  fu-nA^ 

The  Secretary's  report  should  be  based  upon  an  analysis  of  the  funda^ 
mental  condition  of  the  industry,  of  specific  carriers  and  of  specific  regions  ot 
tTelo  intiTlts^^^^^^  would  be  to  'alert  Congress,  the  Adniinistration.  and 
the  govSnment  Jene^ally  to  problems  in  their  early  stages  -  tha  so  u^^^^^^^^^^^^ 
be  developed  in  a  rational  and  deliberate  manner  rather  than  dj"-ing^the  heat  o^^ 
crisis.  The  Department's  report  should  contain  proposed  remedies  for  problems 
which  it  might  identify. 

Rail  system  report  „ 

The  lack  of  a  coherent  Federal  policy  relevant  to  the  problems  of  the  Penn 
Central  and  to  the  transportation  problems  of  the  region  which     serves  is 
readily  apparent  from  this  study.  This  void  is  ^y^^^Pt^^^^^ic  of  a  more  ^^^^^^^ 
mental  deficiency-the  non-existence  of  an  overall  transportation  PO  ic.y./^J 
development  of  "a  general  policy  would  aid  substantially     .  f onnulation  ot 
pdicv  r^spondincr  to  more  specific  problems.  A  first  step  in  this  direction  is  to 
SetrrmShe  extW  of  the  Ltion-sSransportation  assets  and  to  compare  them 
to  transportation  needs  for  the  immediate  future  and  then  for  the  long  run.  Ihe 
Secretary  of  Transportation  may  have  made  an  affirmative  beginning  in  th  s 
direction  with  the  "1972  National  Transportation  Report."  In  addition  to  this 
assessment  of  current  capability,  there  also  should  be  developed  an  estimate  ot 
transportation  needs-both  for  passengers  and  freight-and  an  evaluation  of 
how  weM  those  needs  are  served  bv  current  facilities.  In  the  event  the  Depart- 
ment finds  that  needs  are  not  adequately  served  or  if  it  P^^l^^^^s  an  increase^^^^ 
demand  for  transportation,  the  Secretary  should  recommend  or  make  sugges 
tTons  for  development  of  necessary  facilities^  In  making  the  ^^^f^^l^^^^/^ 
evaluation  called  for.  the  Department  should  take  into  ^^^^i^^^^^ 
tionship  of  the  various  modes,  population  trends,  economic  development  envi 
ronmental  impact,  safety,  costs,  sociological  impact,  and  the  views  of  local 

T^e  re^'rfshtdrform  a  general,  broad  framework  within  which  specific 
proplals  cS  be  developed  and  related  to  one  another.  The  Pl-  w^^^^^^ 
he  context  for  the  Secretary's  annual  report  to  Congress  on  the  ^o^^^^^^^^^X 
performance  of  the  rail  industry.  The  Department  Y^^^^  imdoi^^^^^^^^ 
develop  substantial  expert  knowledge  in  its  preparation  of  the  plan,  and  this, 
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indeed,  would  be  a  major  benefit  of  the  plan.  To  be  a  useful  guide,  the  plan 
should  be  revised  as  needed. 

The  need  for  such  a  plan  was  illustrated  at  the  time  of  the  Penn  Central's 
bankruptcy.  One  option  available  to  the  government  was  to  take  no  action  and 
to  let  the  Penn  Central  cease  operation  if  it  did  not  have  the  resources  to  con- 
tinue operation  under  the  protection  of  the  bankruptcy  court.  However,  it  was 
widely  felt  that  the  services  provided  bv  the  Penn  Central  were  in  some  way 
essential  to  the  nation's  economy  and  absolutely  vital  to  the  public  welfare 
in  the  Northeast  section  of  the  country.  In  the  absence  of  a  plan  to  show 
the  degree  of  dependence  upon  the  Penn  Central,  the  importance  of  the  Penn 
Ceaitral  s  services  had  to  be  ascertained  on  an  ad  hoc  basis.  It  was  found  that 
data  to  make  such  an  assessment  were  scarce.  A  decision  as  to  government  assist- 
ance had  to  be  made  on  the  basis  of  sundry  unrelated  measures  of  the  Penn  Cen- 
tral s  importance.  An  authoritative  estimate  of  the  nation's  dependence  on  the 
Penn  Central  would  have  contributed  importantly  to  the  decision  making 

In  developing  the  report,  the  Department  of  Transportation  should  take 
into  account  the  interfaces  between  the  various  modes  and  should  endeavor  to 
piovide  for  smoother  intermodal  coordination.  For  example,  the  use  of  con- 
tainers and  piggybacking  are  now  accepted  practice.  Also  a  fact  of  life  is  con- 
tinuing pressure  to  abandon  rail  service  in  rural  areas.  It  might  be  very  helpful 
ssne. Tor  /l^^n''''^^;""        P^g^yback  technology  and  meeting  abandonment 
issues  for  the  Department  of  Transportation  to  examine  various  ways  of  using 
traffic  wS"""  Pl^^i'^^k  vehicles,  for  example,  in  the  movement  of  p^eak  period 
traftc,  with  railroads  providing  the  line  haul  and  motor  carriers  providing  col- 
ection  and  distribution  service.  The  information  developed  might  facilitate 
mrt"n1flr   I'^rf  "^^^^.P^'l!  "P  .^^^^  during  the  harvest  while  retaining 
Efnlf     t    2"  haul  traffic  for  the  railroads.  Such  action  might  serve  to  accom 
Zrh^^jt^      T''^  proposals  while  pointing  the  way  for  continued  and 
perhaps  improved  service  to  rural  areas. 

mercf  Cnmm'^i^'''''"^'^  fj'°  ^^'Z'^^.''  ^^^^^  the  Interstate  Com- 

ZI^LJIT  T^'-      d^^sions.  At  present  the  Commission  acts  on 

tV^^Z^  f  l\  T^l^'  views  narrowly  to  the  issues  and  facts  presented  by 
tit  rnstaTop  of  Pr  r  ^'^^"^  approach,  as  can  be  seen  in 

not  resnireH  in  n  f?n    ^'"^f-^  '"^^  ^^^"^  "^^^^^^^      tlie  Northeast,  has 

needs  Tl  's  ft  W  fT^  n'^""  systeni  that  adequately  takes  account  of  pAblic 
the  &n^rtment'.^r^^^  Coinmerce  Commission  should  utilize  the  report  and 
beforeTt^  rloflf  K  ^  reviewing  the  various  issues  which  come 

sions  con"^;S,V  tffS  f^^^^^^^^^^t'  ™«tor  carrier  certilication-and  make  deci- 
iracting  ''P'''  articulates  sound  reasons  and  policies 

Multidisciplinary  approach 

The  Penn  Central  case  demonstrates  the  relationship  between  transoorta- 
poTta'tkmlTst'^Tf  rlr^  ''''''''  transcendi!ig  those  of  XTans- 
Sd  ill  nlf  n/nKl^  ''^^^^  '^'"""'^  ^^''^  ^'^^^^"^  interagency  effort  which 
of  chnn^inl  rll^^^^^^^^^^^  ""T",  ^""i.^^^'f^  ^^e  interested  agencies  of  the  extent 
t,rv  -^?'T  ^  iHatio  ships  before  they  become  critical.  In  this  way  the  Secre- 
tary of  Transportation  could  have  available  the  information  needed  to  focus 

spe  H         W  wftl  •T.'^^^;^""^^^-^'^^^       Secretary  mfght  a  J^a 

special  task  foice  w  thin  the  Department  to  concentrate  on  meeting  the  chal- 
lenge For  example,  if  this  recommendation  had  been  in  effect  ovir  the  past  tw^^ 
med  tC  n  P'r^^'^'V^  Department  of  Transportation  r^^ht  ha^ve  de^^^^ 
Jate  lysu  s  to  focus  upon  the  transportation  problems  of  the  Northeast  \t  that 
on  thl^  Pennsylvania  Railroad  and  the  Ne4  York  Central  rai  S  were  well 

senSr  serreToli'""''''  "'^^^      bankruptcy,  and  the  pa  - 

atP  W  f>..\  ?        peaking  m  intensity.  It  would  have  been  appropri- 

wTi      ■      ^^/"^^     ^^''^  considered  passenger  service  problems-^omSer 
as  well  as  mtercity-along  with  the  problems'of  the  railroads  as  f^^^gTcar 
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riers  The  fact  that  the  rail  system  and  the  condition  of  the  area  s  highways  are 
interdependent  could  have  been  considered.  Sohitions  could  have  been  developed 
that  would  have  permitted  an  appropriate  response  to  the  changing  economic 
conditions  of  the  area  instead  of  by  implication  placing  an  unwarranted  reliance 
on  mergers  that  only  papered  over  fundamental  problems.  A  current  instance  in 
which  such  a  regional  task  force  misht  be  helpful  is  ni  dealing  with  rail  trans- 
port problems  in  the  Granger  area.  In  that  region  there  are  some  financially  dis^ 
tressed  railroads  and  massive  line  abandonments  are  being  conteinplated  with 
consequent  impact  upon  the  movement  of  products  to  and  from  the  farm.  Ihe 
issue  transcends  merely  transportation  problems  because  also  involvecl  are  issues 
of  rural  development;  changing  agricultural  technology',  and  even  the  concen- 
tration of  population  and  industries  m  urban  areas. 

The  inter-a<reiicv  group  or  perhaps  a  special  White  House  Commission 
should  consider  tha  problems  of  the  region  in  their  broadest  definitions— social, 
economic,  environmental  as  well  as  transportation.  Its  goals  should  be  to  iden- 
tify fundamental  iiroblems,  to  develop  substantive  data,  to  quantity  the  issues, 
?nd  to  formulate  coherent,  comprehensive  reports  to  the  responsible  agency.  1^  or 
example,  in  the  case  of  the  Granger  roads,  the  Department  of  Agncultiire  could 
be  expected  to  contribute  significant  information  and  experience  with  regard 
to  farm  problems,  the  Departments  of  Commerce  and  Labor  could  do  the  same 
with  respect  to  the  development  of  non-agricultural  mdiistries.  and  similarly 
the  DepTrtment  of  Housing  and  Urban  Development  with  regard  to  the  needs 
of  urban  areas.^  The  wealth  of  information  that  should  routinely  be  available 
to  the  Secretary  of  Transportation  from  such  sources  could  help  avoid  fenn 
Centrals  of  the  future. 

REVISED  RELATIONSHIV  BETTS^EN  THE  GOA^RNMENT  AND  THE  PRIVATE  SECTOR 

Review  of  the  Penn  Central  debacle  makes  it  apparent  that  the  nation  can- 
not rely  solely  upon  the  private  sector  s  ordering  of  events  to  .t^^^^^. 
vision  of  essential  rail  services.  With  the  merger  of  the  New  1  ork  Central  and 
Pennsylvania  Railroads,  the  resulting  Penn  Central,  P™^;,iding  the  ^reat 
prZnHpranre  of  rail  transnortation  in  the  heavily  populated  and  heavily  in- 
dustrial Northeast  and  serving  as  the  rail  system's  major  link  to  that  area,  be^ 
came  i^^^^^^  the  nation's  welfare.  Because  of  the  merged  railroad^  size  and 
importance  i  appeared  that  its  vital  operations  could  not  be  al  owed  to  cease, 
mis  when  it  be^came  clear  that  the  Penn  Central  could  not  continue  operation 
even  under  the  i.rotection  of  the  Bankruptcy  Court,  the  government  was  forced 

to  "'•^^J^^^I^I^J^^g^Qt  conclude  that  private  business  considerations  were  pri- 
marily responsible  for  the  Penn  Central's  demise.  But. it^ is  indi^^^^^^^^^^^ 
exclusion  of  public  interest  considerations  m  combination  with  the  ^"Sis  on 
eSed  pursuit  of  private  -oals  compounded  the  railroad's  problems.  The  earn- 
i^S  inflation  policy  hid  the  true  situation  from  outsiders  for  a  number  of  years^ 
SSing  that  thne  substantial  amounts  of  cash  flowed  out  of  the  ^j^l^/^  m  the 
form  of  dividends  and  investment  in  non-rail  enterprises.  Meanwhile  the  rail 
plant  deteriorated  and  the  public  was  deprived  of  adequate  service  as  the  Pemi 

''ntt jJSwat:^^^^^^  upon  as  a  financial  aid  source  of  last  resort.  Even 
at  this  report's  writing,  two  years  later,  the  extent  of  the  government's  role  has 
not  sXtan^  ally  altered:  the  course  of  the  Penn  Central's  reorganization  is 
beTn^char^ed  in  the  midst  of  conflicting  interests  of  creditors^ 
labo?  shippers,  and  the  public's  demand  for  improved  transport  service^M(«t 
of  th;  claims  are  undoubtedly  valid  and  should  be  ^-lgorously  asserted  by  the 
partis  iWved.  But  private  advocacy  cannot  substitute  for  public  responsi- 
Mlity  of  the  government.  The  government  is  playing  a  relatively  small  role  in 

.Onan^ore  UmU^  .ca,e  the  Bepartn^ent  of  T^^^^^^^^ 
through  a  multidlsclpUnary  approach. 
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determining  the  future  of  rail  transportation  insofar  as  it  may  be  affected  by 
Fenn  Central  actions. 

Although  the  concUision  has  not  been  written  to  the  Penn  Central  story, 
It  IS  apparent  that  the  government's  role  as  a  lender  of  last  resort  is  not  satis- 
factory If  the  government  and  ultimately  the  taxpayers  have  the  obligation  of 
guaranteemg  the  continued  existence  of  important  transportation  service,  it 
should  become  mvolved  in  the  affairs  of  sinking  railroacis  at  a  much  earlier 
pomt.  Ihe  1  enn  Central  case  does  not  lead  to  the  inevitable  conclusion  that  the 
government  must  operate  the  rail  system.  Nevertheless,  it  does  show  that  the 
pressures  of  private  business  concerns  (legitimate  though  they  may  be)  can 
force  the  railroad  away  from  meeting  its  obligations  to  the  public  for  a  substan- 
tial period  in  advance  of  its  obtaining  public  assistance.  The  government 
should  take  an  active  role  in  the  affairs  of  the  railroad  beginning  at  the  point 
where  it  is  failing  to  meet  its  public  obligations  and  its  financial  condition 
threatens  its  existence. 

To  suggest  a  more  active  and  earlier  government  involvement  in  the  affairs 
ot  the  railroad  is  to  suggest  entering  into  relatively  uncharted  waters.  The 
tollowing  remarks  are  offered  as  a  basis  for  discussion  which,  hopefully  will 
result  in  an  improved  understanding  of  an  appropriate  relationship  between 
the  government  and  the  private  sector.  The  fundamental  principle  of  the  pro- 
posal IS  that  government  involvement  should  be  made  in  stages  and  only  to  the 
degree  necessary,  directly  related  in  magnitude  but  opposite  in  direction  to  the 
pressure  of  private  interests  that  force  the  railroad  away  from  meeting  its  obli- 
gations to  the  public.  Hopefully  a  straightforward  recognition  of  the  competing 
interests  will  preserve  the  private  nature  of  the  affected  carrier  while  ensuring 
that  the  public  interest  is  not  overlooked. 

It  is  understandable  and  expectable  that  managers  of  any  business  will 
wish  to  be  responsive  to  their  stockholders  and  will  make  every  effort  to  present 
the  best  possible  public  appearance.  Sometimes  this  means  cutting  expenses  to 
such  an  extent  that  the  enterprise  itself  is  endangered.  While  in  a  free  enter- 
prise system  this  generally  can  be  accepted  as  the  investor  s  risk,  where  essen- 
tial transportation  services  are  threatened  by  financial  starvation  the  govern- 
ment will  inevitably  become  involved.  The  real  problem  relates  to  ascertaining 
that  point  at  which  government  involvement  is  optimum  and  to  quantifvine  the 
extent  of  government  involvement  when  it  comes.  Railroads  have  repeatedly 

wil'^T  v^'^'^u^  i"'  V^.rlP"^^^"  ^«ast  affected  with  the  publi^ 

interest.  Like  a  bank  which  has  an  investment  that  is  threatened,  the  Federal 
fZ^ZTi  ^  ""''l^  "'^^^u'!  Itself  early  when  it  appears  the  public'L  transporta- 
tion IS  deteriorating  substantially,  for  example,  because  of  deferred  mainte- 
nance resulting  from  financial  difficulties. 

Operational  and  financial  auditor 

I/iterstate  Commerce  Commission  should  establish  a  set  of  standards 
fir,!?-  ?  ^^^P^-""^  ^.^  ^^^'''t  ^  ^-a^^^ad  slips  below  acceptable  performance  and 
.Sri  «  i:^-,  when  the  railroad  becomes  "marginal".  Such  standards 

anre  i?ll'S''l^'.^™'?.-^^'  /■"''"^"'^  operation,  including  service  perform- 
/]  •  v,?^""*  condition  (or  amount  of  deferred  maintenance),  operating 
trends  (freight  car  utilization  labor  and  capital  productivity,  operating  ratio, 
etc.),  and  financial  condition  (derived  from  an  analysis  of  funds  flow,  workW 
hwhp  Tn^Il^'f'  ^^P^"««S'  and  earnings) .  Such  standards  should  be  established 
by  the  Interstate  Commerce  Commission  m  a  rule-making  proceeding  completed 
withm  a  previously  announced,  relatively  short  time  f?ame  of  not  more  than 
Z&X^.^Zir'''     Transportation  should  participate  m  the  effo^i? 

fir«t?i!'J'''"f7'  iT?'''''?.  suggestion  is  not  free  from  problems.  There  is 
m7nfJ  hi^f«  .""^  "^"^^'"^  "marginal".  Judging  from  past  ICC  pronounce- 
Z^^^^l^l^f  a^,^'^«"^"^«^P,^table  obstacle.  The  ICC  now  can  provide  a  list  of 
u hat  It  consider  "marginar'  carriers.  Rut  the  determination  at  present  is 
largely  subjective  and  relies  almost  entirely  on  the  Commission  s  observance  of 
the  carrier  s  financial  condition  without  the  benefit  of  cash  flow  information 
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The  purpose  of  establishing  standards  is  to  provide  objective,  easily  recog- 
nizable guidelines  eliminating  subjective  judgment  to  the  extent  possible,  mere 
government  action  is  to  follow  the  agency  finding,  objective  standards  are  essen- 
tial to  provide  certainty  and  to  insure  fairness  to  the  carrier.  It  is  important 
therefore  to  develop  the  standards  discussed  above.  Some  of  the  suggestions  for 
standards  may  not  be  easily  quantified.  For  example,  measuring  the  quality  of 
service  may  require  reliance  on  the  number  of  service  complaints  received,  and/ 
or  on  some  measure  of  on-time  performance.  On  the  other  hand  the  maintenance 
standards  discussed  previously  at  p.  191  in  connection  with  disclosure  shou  d 
provide  a  basis  for  evaluating  plant  condition.  A  rule-making  proceeding  would 
be  the  appropriate  method  for  addressing  the  numerous  questions  that  would 

the  Interstate  Commerce  Commission  should  appoint  a  highly  ?killed  auditor 
with  whatever  supporting  resources  he  deems  necessary  to  examine  thorough  y 
the  condition  of  the  railroad.  It  would  seem  that  sufficient  authority  exists  in 
the  Interstate  Commerce  Act  for  the  appointment  of  an  auditor  (e  g.  Sections 
12  20  and  20a).  The  auditor's  function  would  be  to  insure  complete  and  ade- 
quate disclosure  of  the  railroad's  condition  to  the  government  and  to  the  public. 
He  should  make  a  thorough  and  public  review  of  the  railroad  s  operations, 
financial  condition,  plant  condition  and  service  performance  so  that  the  govern- 
ment and  public  will  not  be  misled  by  inflated  earnmgs  reports  and  opti- 
mistic press  releases.  The  auditor  should  analyze  the  trends  of  the  railroad 
and  publiclv  report  his  view  of  their  applications.  .    _o.„;r.ol  ^nndi- 

There  'is  precedent  for  ICC  identification  of  railroads  m  marginal  condi- 
tion. Foffowing  the  collapse  of.the  Penn  Centxah.the  Int-state  Co~ 
Commission,  in  response  to  an  mquiry  by  the  Chairman  of  the  Senate  Sub- 
committee on  Surface  Transportation,  identified  railroads  which  it  detwmined 
to  be  in  marginal  condition.  Although  there  was  concern  expressed  that  such 
identification  would  have  a  deleterious  impact  on  marginal  railroads  relations 
to  private  sources  of  capital  and  their  shippers,  significant  ^dj%^^«^^«^^f  .9,^^ 
have  not  been  noted  during  the  two  years  that  have  since  passed.  Perhaps  this 
is  because  such  identification  merely  made  a  matter  of  public  information  what 
4s  faiSy  well  known  to  tho^e  closely  involved  with  the  particular  railroads. 

Railroads  in  extremis 

The  Interstate  Commerce  Commission  should  establish  another  set  of  stand^ 
ards  (using  the  same  type  of  criteria  above  recommended  for  identification  of 
marg  nal  railroads)  to  identify  the  point  at  which  a  railroad  passes  from  mar- 
ginal condition  into  the  critical  stage.  The  critical  stage  might  be  that  po  nt 
identified  by  the  Commission  where  bankruptcy  is  imminent  unless  sutetantial 
plant  maintenance  is  deferred  or  where  performance  has  fallen  below  the  pre- 
viously established  minimum  standard.  Since  the  railroad  has  already  reached 
marcrinal  condition,  the  appointment  of  an  auditor  has  provided  adequate  and 
Til  disclosure  of  the  condition  of  the  railroad  and  the  identification  of  var^^^^^ 
factors  acting  upon  it.  If  the  unfavorable  trends  which  brought  a  railroad  mt^o 
marginal  condition  are  not  reversed  and  the  railroad  -^tinues  to  dete^^^^^^^^^ 
would  appear  prudent  for  the  Federal  government  to  consider  takmg  appro 
priate  steps  to  insure  proper  performance  of  public  obligations 

Ideally  the  Federal  government  should  ha^^  available  some  optional  coui^es 
of  action  at  this  stage.  Delay  is  likely  to  produce  serious  deterioration  of ^he 

marginal  railroad's  plant.  Under  current  V^^.  ^'^^l  "^^^^f  ^^Vnf  rJSnance 
Tinrmillv  take  every  conceivable  action,  including  the  deferral  of  maintenance 
Tall&iX.  It  is  noted  that  should  the  ICC  auditor  be  aPpmnted  and 
publicly  disclose  the  condition  of  the  railroad  bankruptcy  might  be^  f^^ 
on  the  carrier  sooner  than  is  now  likely.  And  as  the  Penn  Central  experience 
makes  clear,  an  earlier  bankruptcy  may  be  of  advantage  to  all  concerned-the 
nublic  and  shippers  as  well  as  the  investors.  .  . 

^  However,^? the  capability  to  provide  essential  transportation  ferv^oe  wo^^^^ 
not  be  impaired,  most  obser^-ers  would  agree  that  bankruptcy  should  be  avoided. 
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After  the  ICC  has  determined  that  the  critical  sta^e  has  been  reached  for  a 
particular  railroad  the  burden  for  action  should  shift  to  the  Department  o? 
?ri&C  S:.?^'  chief  agency  for  the  formulation  of  tnxnsporta^tion  policy 
inf  ^^P^^^  being  public  mformation  should  also,  of  course  be 

^nr^.^Ll  fif  n'      <^ommission  should  also  report  to  the  Department  of  Trans- 

raLCche&Srgl*'"  ""'^'^  *at  a  career 

The  Secretary  should  have  various  options  available.  Usinff  the  annual 

S?orpt'  'HI  '^i-^^^  ^^P*^^^'  ^^<J  ICC  develop  d  infomaLn  the 

Secretary  should  have  the  discretion  to  decide  whether  the  railroad  i^  ques- 
tion should  be  allowed  to  go  into  bankruputcy,  whether  it  shoX  be  provided 

sL^iTdtTaT/rff  ttW  ^.^/-^^iptcy  or  whether^omract^:' 
K  i  ^^'^^  Secretary  decides  that  assistance  should  be  provided 
insurin"  th4  ?"^^^\^f.^to  appoint  an  agent  who  would  be  responsible  for 
is  muJL  iS  ar  to?iJn  mves  ment  is  protected.  The  Secretaiy's  position 
is  much  similar  to  that  of  a  banker  desirous  of  protecting  an  investment  and 
he  should  have  authority  to  bargain  like  one  investment  and 

and  o^tai'.^n?nl3  ""H^^  ^P^^  ^"^^  "P  '^^^^^^^^  at  the  railroad 

the  ICC  aud^^^^^^  'T;r^  ^^^^'^        ^hat  obtained  by 

auditor.  The  agent  would  become  familiar  with  the  operation  of  the  rail 
road  the  policies  and  goals  of  its  managers,  and  the  f orces  STupon  it  su^^^ 
Hnn^'PPf  .r'^'  and  demands,  requirements  and  demands  of  finfncial  ins  itu 
tions  and  the  goals  of  its  stockholders.  The  agent  should  have  pow^r  to  chal 

teaT Sr\nTr'^^  the^SrondnVest 
aeceriorate  turther  and  the  exercise  of  veto  power  by  the  aeent  proves  to  be 
inadequate  to  stabi  ize  and  improve  its  position  (asIumLythatX  private 

tTe":S  Z7a  ItraT^'^^^  '^'r'^^'     Po-bilitiesfor  i'^r^^^^^^^^^^ 
instrud?Ls  additional  authority  in  accordance  with  the  Secretary's 

If  the  Secretary  selects  an  option  which  entails  the  provision  of  finanr^^nl 
PrpM^^  )t  '^""^^  i"?^ediately  report  his  actions  o  the  Cong^^^^^^ 

tor  a^  tSfi  Snltt— X?^^^^  ^^^^ 
Zllt"  disclosure  of  the  condition  of  iriailroad  and  f 

?heTv2nmenUfTrh^^^^^^^^^     expert  management  backed  by  the  reiurct'of 
rne  governnient  it  private  management  proves  unsuccessful. 

ine  intent  ot  the  above  proposal  is  to  involve  the  government  at  earlier 
stages  than  has  heretofore  been  accomplished.  With  such  stai^d  sten  bv  sten 

ffitSwouTdte'd'^^^^^  that  P?i,ate  sources  orltft  puwfc  source? 
or  nnancmg  would  be  adequate.  If  those  sources  proved  inadequate  or  if  the 
Secretary  determined  that  he  should  not  act,  the  railroad  Sid  L  into 

ST^ff  Tn^a  new 'it' rt  ^3  ^'^^  ^"^"'^^^  los^itermrnt: 
finf^nfoi    '  •  .  ^^^y^  "^^^^       a  recognized  railroad.  If  government 

financial  assistance  is  required,  it  should  follow  the  model  of  the  EmerC?v 
Rail  Services  Act  of  1970  (P.L.  91-663).  If  the  railroad  cannot  WeS 

r.i-iJ^^  Purpose  of  staged  governmental  involvement  in  the  affairs  of  the 
hnln:iZZL^t^^^^^^^  P^-'^d«  countervailing  force's  ?oth?  normal 

cpnT^JhfiS  !     ^  ^?  ^^^P  ^^^'^^  "P  to  an  adequate  level  and  to  prevent 

cannibahzation  of  the  rail  plant  under  the  cover  of  misrepresented  earning  and 
optimistic  predictions  of  performance.  The  Penn  Cent?alWse  c  e^^^^^^^ 

m^"etToa1aTh'  '^^^^^^^  payments  in^th^rdilv^^^^^^^ 

ment  m  the  railroad  as  the  situation  became  more  critical 

s,..thl^;,^^'''''x^T'^$  required  to  provide  the  Secretary  with  the  kind  of 
authontv  described  above.  The  details  for  carrying  out  the  authority  wo^^d,  of 
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course,  be  developed  throuffh  the  legislative  process.  The  effort  here  is  merely  to 
suggest  an  approach  in  outline  form. 


SPECIFIC  AREAS  OF  CONCERN 


1.  Reform  and  Reinvigoration  of  the  Interstate  Commerce  Commission. 
Throughout  the  period  leading  to  the  Penn  Central's  demise  the  Interstate 
Commerce  Commission  was  on  the  sidelines,  ^y\\en  it  did  enter  the  arena,  its 
performance  was  disappointing.  . 

The  principal  cause  of  disappointment  is  the  Commission  s  oft  stated  view 
of  its  role:  a  passive  arbiter  finding  the  balance  point  between  conflicting 
demands  principally  of  private  parties  (calling  balls  and  strikes  as  one  court 
put  it).  It  seems  that  the  public  would  be  better  served  if  the  Commission 
adopted  an  active,  vigorous  attitude.  Preceding  recommendations  have  pro- 
posed that  the  Commission  acquire  additional  historical  information,  obtain 
forecasts  so  that  it  mav  evaluate  policy  rather  than  accomplished  fact  and 
formulate  standards  bv^  which  to  measure  the  performance  of  railroads.  The 
recommendations  to  follow  will  expand  upon  this  theme.  The  Commission 
should  move  to  analyze  issues  and  problems  before  they  are  brought  to  the 
Commission  in  the  form  of  cases,  so  as  to  have  a  framework  and  some  guidelines 
to  provide  assistance  in  decision  making.  -,        -,       ■  i.- 

Furthermore,  the  Commission  should  undertake  independent  investiga- 
tions and  analyses.  Currently  the  Commission,  even  in  its  rule-making  proceed- 
ings, relies  almost  entirely  u'pon  information  and  analysis  presented  to  it  by  the 
parties  to  the  cases.  This  practice  introduces  an  inherent  bias  in  favor  of  the 
interests  able  to  be  represented  because  the  public  is  rarely  represented  in  such 
cases  As  has  been  suggested  a  number  of  times  m  the  past,  the  Commission 
should  make  its  Bureau  of  Enforcement  or  Bureau  of  Accounts,  or  another,  per- 
haps newly  created  body,  such  as  a  consumer  counsel,  a  party  to  cases  with  a 
mandate  to  independently  explore  and  present  information  and  issues  bearing 
upon  the  public  interest. 

Frequently  noticed  during  review  of  the  Penn  Central  s  collapse  was 
the  ponderous  tempo  of  the  Commission's  proceedings.  The  merger  decision 
required  five  years  before  the  Commission;  division's  cases  drag  on  for  a^ dozen 
years;  freight  cases  involving  innovative  proposals  by  individual  roads  con- 
sume years  (whereas  massive  across  the  board  increases  too  often  receive  inade- 
quate'attention).  In  fairness,  it  must  be  recognized  that  such  delay  is  not 
entirely  the  Commission's  fault.  Often  cases  decided  by  the  Commission  become 
involved  in  lengthy  court  battles.  But  the  Commission's  stance  as  a  passive 
arbiter  actinjr  in  response  to  the  initiative  of  parties  to  cases  permits  theparties 
to  drat^  proceedings  out  in  order  to  benefit  their  particular  interests,  ^herever 
the  fault  may  be  discovered,  however,  delay  at  the  Commission  has  had  serious 
adverse  effects  upon  the  rail  industry.  . 

The  Commission  should  make  every  effort  to  expedite  its  procedures  and 
come  to  decisions  much  more  quickly  than  it  presently  does.  If  necessary,  tlie 
Interstate  Commerce  Act  should  be  amended  to  establish  statutory  dead- 
lines for  completion  of  cases.  If  the  Commission  will  adopt  an  active  role, 
utilizing  its  own  resources  to  die:  out  information  and  to  analyze  it,  many  cases 
should  proceed  to  a  decision  much  more  quickly.  •        i    t-p  f^of 

It  may  be  that  the  Commission  cannot  escape  its  passive  role.  It  mac 
is  the  case,  it  might  be  appropriate  to  assign  investigatory  functions  to 
other  bodies.  Further,  it  mi^ht  be  appropriate  to  assign  to  another  body  the  duty 
of  insuring  the  presentation  of  the  public  interest  in  regulatory  cases  main  , 
if  the  Commission  cannot  utilize  the  broad  authority  granted  under  the  Inter- 
state Commerce  Act,  consideration  should  be  given  to  substantial  revision  ot  the 
Act  to  establish  even  more  specific  guidelines  for  Commission  action. 

2  Diversification.  The  lessons  of  the  Penn  Central  with  regard  to  diversi^ 
fication  are  ambiguous.  On  the  one  hand  the  1960's  diversification  programs  ot 
the  Penn  Central  and  its  predecessors  provide  f^^mples  of  improvident  ana 
unsuccessful  ventures  which  proved  injurious  to  the  railroad.  On  the  other  hand, 
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the  Penn  Central's  experience  does  not  disprove  the  basic  theory  of  diversifica- 
tion. Thus,  the  study  cannot  conclude  that  railroads  should  be  absolutely  pro- 
hibited from  engaging  in  diversification  activities.  The  Penn  Central  does 
indicate,  however,  that  rail  diversification  into  non-transportation  areas  must  be 
regarded  suspiciously. 

The  Interstate  Commerce  Commission  has  proposed  legislation  which 
would  permit  the  Commission  to  review,  after-the-fact,  investments  outside 
tlie  transportation  industry  and  would  authorize  it  to  rexiuire  the  undoing  of 
such  transactions  if  necessary.  The  Commission's  request  bill  in  essence  states 
that  diversification  is  an  area  to  be  watciied,  but  says  nothing  about  which 
diversified  investments  are  appropriate  or  inappropriate.  It  may  be  i)erceived 
that  the  foundation  for  the  Commission's  legislation  is  lack  of  knowledge  of  the 
impact  of  diversification  upon  the  rail  industry. 

Tnn^"  alternative  t^the  ICC's  bill  would  be  to  require  prior  notification  of  the 
by  the  carrier.  This  would  afford  an  opportunity  for  prior  review  A  rela- 
tively short  period  not  to  exceed  thirty  days,  could  be  allotted  for  the  review. 
Uuring  tjiis  period  the  Commission  could  question  the  carrier  about  the  pro- 
posal and  If  dissatisfied  could  take  appropriate  steps  to  stop  the  transaction. 
brnillT?''.?  n  '  Commission's  staff  about  the  effects  of  diversification  were 
m.f  i  ^^^"^ittee's  attention  more  than  two  years  ago  but  more  infor- 
mation should  be  developed  about  the  implications  of  diversification.  The  ICC 
has  not  undertaken  any  formal  investigation  and  since  no  such  activity  by  the 
Commission  appears  to  be  forthcoming,  the  Congress  should  open  its  own  in- 
nrSp7fn%r  n''^  membei-s  of  the  Committee  in  this  subject  has  been  ex- 
Ed  of  t^l  ^SJ'T'''''' -l?  Public  hearings  and  other  ways  for  a  substantial 
period  of  time.  The  Committee  should  through  hearings  examine  the  diversifi- 

wS^r        ^"^^7     f '-^^'^  ^^^^^^^^  '^"^  '-^t  ^^at        <^«nsider  all  possible 
legislative  and  non-legislative  alternatives.  ^ 

forrrf nfivp;J^^  matter  of  rate  regulation  was  before  the  Committee  in  the 
foim  of  several  specific  bills  (most  notably  S.  2362  and  S.  2842)  during  the  last 
Congress  (the  92d  Cwress).  The  bill  introduced  at  the  request  of  the^Depar  - 
ment  of  Transportation  (S.  2842)  would  have  moved  in  the  direction  of  de- 
creasing the  degree  of  rate  regulation.  The  other  bill  (S.  2362)  would  have 
moved  in  the  opposite  direction.  The  Penn  Central  case  provides  no  clear  indi 
tTon^n/n  '  P^-eferabi hty  of  one  policy  over  the  other.  Indeed,  the  invesiiga- 
tion  of  the  Penn  Central  suggests  much  the  same  conclusion  as  that  reached 
trom  analysis  of  testimony  presented  to  the  Committee  on  the  two  bills :  adjust- 
ments in  the  regulatory  framework  involve  questions  that  are  extremelv  com- 
plex because  any  significant  modification  will  affect  not  only  relationships 
th  Xwl'"7fl-^^'  f  ^  "  "^y^^f^^  relaticnships  between  shi^pe^s  and  fur- 
Srdinl  H?ffprl'^'''''ST'^"'  ""t  ^^^^^        detailed  analyses  re- 

^VJl^l^n^       vl^^^^^       P^^'"''  ^^'^  Too  much  reliance  his  been 

P     s  mphfied  and  abstract  economic  theory  as  justification  for  lessened 

Favtl%t^Z'^^i^^''f'7'7\^^^^  instituted  Ex- 

anTth?  invpiL^J;^^  '  V.\  ^f^'^^'  information  on  the  rail  rate  structure 
and  the  investment  base  of  the  rail  industrv.  During  the  two  vears  the  Commis- 

aZti;'n  "tt  r""'  "^^'il-^  ''''''  ^^^^^^-^  co?iclusionsrom  its  stuT,  in 
haf  noTlw  ""^^^  announcing  its  intent  to  appoint  public  counsel 

hormilh  S^^^^  V^'''  ^vntmg  The  need  for  the  Commission  to  complete  a 
riiSsff  Fx^nT;  9?rf  ''TT^^^  time^frame  cannot  be  over-emphasized.  The 
results  of  Ex-Parte  2  0  and  Ex-Parte  271  could  provide  much  of  the  informa- 
tion needed  for  analysis  of  many  important  issues.  miorma 

with  the  L^pSrip' ^'n recommendations  might  be  made.  To  begin 
tiin^  oilf  f  Commerce  Commission  should  consider  the  broad  ramifica- 
ancin^  tip  ir^n?^''-  ^"^^^^^1^  ^PP^^^s  to  restrict  its  vision  narrowly  to  bal- 
ancing the  impact  upon  carrier  revenue  and  the  impact  on  other  carriers  against 
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shiDPers'  interests  in  keeping  rates  as  lo^v  as  possible.  But,  as  noted  above,  rail 
S  es  S  ve  brS  impact  upon  a  great  number  of  matters :  the  Commission  should 
S£  intraccouniT^^^  fa&ors  as  environmental  impact  (one  example  of  vrhich 
mtht  be  the  dh  ers^on  of  additional  traffic  to  the  highways  with  consequent  air 
polt  ion  and  crowding  of  the  highways),  fair  rates  J^^^lf^^^.^^^^^ 
safetv  impact  (the  National  Transportation  Safety  Board  estimated  that  2,UM 
ifves  and  2^537  iniuries  would  be  avoided  per  year  if  the  Department  of  Trans- 
Sionf  deregulation  bill  were  enacted  because  of  the  resulting  diversion  of 
£^me  239  7  billion  ton-miles  of  traffic  from  the  highways  to  the  railroads)  ,^  com- 
peStirbetween  railroads  and  between  rail  and  other  modes,  regional  economic 
aT.rlr>nnnlation  development  and  growth,  and  industry  location.  . 
'"  St?  recommendation  is^hat  the  Interstate  Commerce  Commission 
encoiT^ge  reasonable  innovation  in  rates  and  rate  structure.  As  a  result  of  the 
Commission's  passive  stance,  a  determined  opponent  to  rate  change  may  be  able 
toTekv  or  e^^n  kill  an  innovative  proposal.  The  Commission  could  decide  faster 
with  t^ie  help  of  independentlv  derived  information,  the  merits  of  such  pro- 
posals ratJier  than  relying  on'a  prolonged  adversary  process  to  produce  the 

^'"taiiroads  are  permitted  to  fix  prices  among  themselves  and  do  so  through 
the  rate  bureau  mechanism.  The  Commission,  which  pursuant  to  Section  oa 
of  the  Interstate  Commerce  Act  enjoys  total  authority  over  the  operations  of 
RatrBureaus  shouM  exercise  its  piwer  to  obtain  comprehensive  information 
fbout  the  activiti^^^  of  Rate  Bureaus.  The  Commission  should  analyze  the 
da?a  from  such  a  stud v  and  ascertain  the  effect  of  Rate  Bureaus  upon  the 
natLn'sTranTportation  system  and  economy.  Further  the  Commission  should 
?nteriect  Sf  into  the  activities  of  Rate  Bureaus.  It  should  have  a  representa- 
Hve^rLtendance  duri  all  stages  of  consideration  of  rates  between  carriers 
rsiSiiSt  ca  es.  Its  rfpresentltive  should  not  only  observe  the  proceedings 
Sit  sfovild  a  so  be  obligated  to  submit  reports  with  respect  to  actions  taken  b> 
the  Bureau  as  thev  are^likelv  to  affect  the  public  interest.  A  partial  Pjeoedent 
for  thl  is  the  practice  of  the  Civil  Aeronautics  Board  which  provides  for  CAB 
representation  in  manv  rate  and  other  discussions  between  airlines, 
repiesentanon  1         •         Central's  operations  over  a  number  of  years  makes 

j^iSSfs^sr  ^^^^^^^^^^ 

Son  Sout  rates.  Thus,  the  Commission  should  require  information  on  the 
^affic  sha^e  of  ?  50  shippers  and  the  specific  disclosure  of  all  special 

arranaementrmade  bv  carriers  fm- such  shippei-s.  The  purpose  of  this  mforma- 
tinSbe  ro  pro^^^  a  base  for  understanding  the  role  that  shippers  play 

"n^SliS'T^e^^^^^^^^ 

incr  in  a  substantial  flow  of  capital  out  of  the  company  durmg  a  period  ot  se 

efelv  deterioratin<r  financial  and  operating  conditions.  Those  patently  im]usti-^ 
fled  c.r  losses  co^^^  to  the  necessity  for  the  Federal  government  to 

come  to  the  rescue  with  financial  aid.  Analysis  of  the  industry  generally  reveals 
high  Tnd  perhaps  excessive  dividends  paymeiits  to  be  a  general  1-  erm  If  he 
industrv  and  its  component  members  were  financially  healths  and  pro^icuiig 
adequa\I  service!  the  s'ize  of  dividend  flows  would  be  of  ~  How- 
ever, manv  segments  of  tlie  industry  are  not  in  that  "i^^bk  state,  i he  int^^^ 
«tate  Commerce  Commission  should  give  particular  attention  ^^^e  J^^l'^tl 
and  amount  of  dividend  payments  by  carriers  in  mvestigati^^^^ 
270  and  271  the  Commission  is  developing  information  ^it^\^egaicl  to  ani 
dend^The  (\.mmission  must  consider  the  entire  question  o^JJ^^-^^^^^Xad? 
of  funds,  including  dividend  payments,  m  terms  of  the  impact  on  the  railroad  s 
ability  to  provide  transportation  service.  Ponfral'-^  collapse 

5.  Abandonment.  The  study  of  the  course  of  the  ^f^,^^™ f 
provides  no  special  insight  into  the  issue  of  abandonment.  Abandonment  is  one 

.National  Transportation  Safety  Board  recommendation  1-72-1  issued  on  May  26,  1972. 


201 


railroads  may  attempt  to  respond  to  changing  conditions  It  is 
noted  that  the  Penn  Central  merger  was  not  predicated  on  substantial  abandon- 
ment. Perhaps  this  is  further  reflection  upon  the  failure  of  the  merger  archi- 
tects to  come  to  a  conclusion  as  to  goals  for  the  merged  railroad 

Keview  of  the  Penn  Central  case  does,  however,  reaffirm  evidence  of  the 
great  iniportance  of  this  railroad  to  the  area  it  serves.  This  vital  importance 
means  that  abandonment  should  not  be  decided  simply  upon  the  basis  of  a  par- 
T^nf  f"''  ^If  V^^?  ^l'"^  revenues  and  expenses  of  the  carrier  in  question, 
leather,  the  broader  and  complex  issues  of  impact  on  the  region's  economy, 
environment,  and  s(,cial  structure  must  be  examined.  Further,  the  interest  of 
the  localities  involved  ni  abandonment  should  be  taken  into  account  in  deciding 
the  issue.  Some  form  of  financial  investment  by  the  Federal  government  ih 
otherwise  uneconomic  lines  should  be  considered  if  the  local  region  served  bv 
such  line  is  willing  to  share  in  the  cost.  The  Congress  took  action  of  interest 
regarding  abandonments  in  the  92nd  Congress.^ 

6.  Divisions.  Division  of  revenues  between  railroads  who  ioin  in  a  move- 
ment presents  a  knotty  problem  intrinsic  to  the  structure  of  the  industry. 
Although  railroad  properties  combine  to  form  a  system  to  move  goods 
trom  one  point  to  another,  each  railroad  is  an  independent  enterprise  which 
'^nb^Zn  ?  .^'"f  ^^"7.^  "'"f  .^^  P^^sible  out  of  through  rates.  Each  has,  of  course, 
substantial  interest  in  obtaming  as  large  a  portion  of  the  joint  revenues  as  pos- 
sib  e.  Therefore,  cases  to  establish  divisions  are  bitterly  fought  between  the 
rai  roads  generally  between  railroads  grouped  into  territorial  allies.  Because 
ot  the  potential  influence  of  divisions  on  the  economic  health  of  a  region  repre- 
^ntatives  of  government  within  affected  regions  also  become  directly  engaged. 

disputes  is  of  such  importance  that  equitable  resolution 
should  be  of  great  concern  to  government. 

7  Merger  Policy.  The  Interstate  Commerce  Commission  must  take  a 
more  decisive  role  in  merger  cases.  An  important  first  step  would  be  to  for- 
Z  fr^vf'i  ?  ^  rulemaking  procedure  for  use  in  deciding  merger  cases. 
An  important  element  of  such  criteria  should  be  information  belring  on 
nnrl  ^fT  "-^^^""^  mergers.  The  Penn  Central,  C&O,  B&O,  and  Norfolk 
and  Western  merger  cases  m  the  Northeast  illustrate  conclusively  the  folly  of 
Herplf  isolation  from  their  impact  on  a  region's  t/ansportation. 

Here  IS  another  area  where  the  Commission  should  rigorously  adhere  to  a  sys- 
Xirpffp'ftlf m^^tf^^knowledge  that  merger  between  two  roads  pow- 
erfully effects  the  relationships  among  and  with  the  other  roads  in  the  region, 
transportation'!'  '"'^"""^  competitive  shifts  may  have  on  users  of  the 
In  formulating  merger  criteria  the  Commission  should  reiect  the  concent 
that  mergers  are  necessarily  a  remedy  for  the  ills  of  weak  or  dying  railroads 
The  Penn  Central  collaj.se  illustrates  the  utter  fallacy  of  that  idea 

bv  Z^l^ZTt'f         ^r"^^'  ^  obje(.tive  the  service  to  be  provided 

by  the  railroads.  In  this,  the  Commission  should  require  continuation  of  ade- 

merceCommUtef  Fn  thel2nd  Con^^^^^^  ^^"^  ^""^      "^^^  ^«  '«P°''«^  by  the  Senate  Com- 


202 


quate  service  during  the  period  of  implementation  of  the  mergers  so  that  there 
is  not  a  service  hiatus  as  there  was  during  the  Penn  Central  consolidation. 

The  Commission  should  give  very  careful  attention  to  intermodal  implica- 
tions of  mergers  in  recognition  that  mergers  affect  the  structure  of  the  trans- 
portation system  and  that  the  system  is  composed  of  various  modes  of  carriers. 

Finally,  the  Commission's  standards  should  stress  development  of  competi- 
tion between  carriers  in  the  same  mode  and  between  carriers  of  different  modes 
so  that  total  reliance  upon  one  carrier  as  an  indispensible  element  of  a  trans- 
portation system  is  minimized. 

A  temporary  moratorium  on  mergers  should  be  declared  until  the  Com- 
mission promulgates  standards  and  criteria  consistent  with  section  5(2)  of  the 
Interstate  Commerce  Act  upon  which  it  will  base  its  merger  decisions.  As  with 
other  recommendations,  the  Commission  should  be  required  to  complete  such 
proceeding  within  a  fixed  but  reasonable  deadline. 

8.  Recognition  of  User^s  Interest  At  DOT.  The  Department  of  Transporta- 
tion should  explicitly  provide  for  institutional  representation  of  user's  views 
within  the  Department  structure.  At  present,  the  Department,  by  its  institu- 
tional structure,  is  largely  oriented  to  the  needs  of  the  various  carrier  modes. 
Thus,  at  the  time  of  Pern  Central  bankruptcy,  the  Executive  Branch  came  for- 
ward with  a  proposal  for  financial  assistance  to  save  the  Penn  Central  from 
liankruptcy.  That  proposal  contained  no  requirements  to  insure  that  the  Penn 
Central  provide  adequate  service  to  shippers.  The  concentration  on  the  carriers' 
problems  to  the  exclusion  of  shippers'  problems  was  apparent. 

9.  Service.  Implicit  in  the  recommendations  made  throughout  the  report 
is  a  focus  on  service  as  the  primary  criteria  for  judging  the  adequacy  of  the 
nation's  transportation  system.  Too  frequently,  it  seems,  current  criteria,  to  the 
extent  any  criteria  exist,  focus  upon  a  carrier's  financial  health.  The  assumption 
is  that  a  strong  carrier  will  provide  adenuate  service.  As  the  Penn  Central  case 
makes  so  clear,  concentration  on  financial  issues  can  involve  management  in  so 
many  problems  of  such  overwhelming  difficulty  that  implications  for  service 
can  be  completelv  neglected.  But  in  an  area  like  the  Penn  Central's  it  does  not 
follow  that  eliminating  financial  stress  to  the  carrier  will  mean  better  service. 
The  Interstate  Commerce  Commission  should  use  its  authority,  especially  in 
rate  cases,  to  insure  the  provision  of  service  at  adequate  levels.  The  Depart- 
ment of  Transportation,  as  mentioned  above,  should  look  to  the  service  provided 
by  carriers,  not  just  to  their  financial  and  operating  problems.  There  must  be  a 
balancina:  of  the  interests. 

10.  Plant  Maintenance.  To  reiterate  a  point  made  several  times  previously, 
the  Interstate  Commerce  Commission  should  establish  standards  for  plant 
maintenance.  Such  standards  should  not  intentionallv  duplicate  standards  for 
safety  established  bv  the  Department  of  Transportation,  but  could  rely  on  such 
safety  standards  for  guidance.  Their  focus  should  be  on  those  manifestations 
of  poor  maintenance,  such  as  "slow  orders"  which  have  a  direct  bearing  on 
service. 

The  Penn  Central  case  illustrates  the  dilemma  of  a  railroad  with  declining 
income :  it  can  defer  maintenance  on  its  plant  for  a  substantial  period  of  time 
but  at  some  point  must  proidde  the  necessary  maintenance.  However,  if 
substantial  deterioration  has  occurred,  maintenance  alone  may  no  longer  be  ade- 
quate to  improve  the  road's  fortunes.  Thus,  investment  in  plant  may  not  pro- 
duce an  acceptable  return.  In  addition,  by  the  time  the  carrier  reaches  such  a 
state,  its  resources  are  likelv  to  be  at  sucli  a  point  of  exhaustion  that  it  cannot 
bear  the  burden  of  substantial  restructuring  of  its  plant  or  the  introduction  of 
innovative  operations  necessarv  to  respond  to  chanffing  market  demands. 

It  may  well  be  that  the  Penn  Central  and  other  railroads  will  be  unable 
with  private  ownership  and  through  private  financing  to  adapt  their  plants  to 
the  demands  of  their  regions  and  shippers.  Consideration  should  be  given  to 
alternative  ways  of  government  provision  for  such  essential  parts  of  the  plant 
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r  nnr  lifi         Communication  systems.  This  approach  could  place  railroads  on 
a  par  with  other  modes  of  transportation.  It  may  be  the  only  way  to  deal  with 
problems  of  the  Penn  Central  and  others.  User  ^har^res  shofild  be  provided  so 
that  the  government's  full  cost  of  investment  is  eventually  recouped 
A-ffi    il  .^^^^^^^  Like  divisions  cases,  ownership  of  freight  cars  is  a 

difficul  tissue  created  by  the  structure  of  the  rail  industry.  Review  of  the  Penn 
Central  s  hies  shows  recognition  by  a  number  of  its  officers  that  the  Penn  Central 
th^countr^.'^''"'  substantial  measure  for  freight  car  shortages  throughout 

a^em^ufdurfn.""??"  ^^^^astrophic  performance  of  freight  car  man- 
X  consolidation  process  gives  increasing  support  to  the 

Il  P^^^^^"^^       ^«  "^"^^^  a  problem  of  utilization  of 

freight  cars  as  of  inadequate  freight  car  numbers.  Furthermore,  the  impact  of 
the  perforniance  of  one  railroad  upon  the  supply  and  utilization  of  freight  cars 

cJrf  shl?d  '""'^  '"'"^'''''y  '  acquisition  of^f  reight 

cars  should  be  considered  from  a  systems  point  of  view.  A  mechanism  should 

sy'sttit'^'lf  a^^""  Tfr"  'r^^'  ca?s  adequate  to  meS'^i^Ss  ofle 
tLXn  Cen  rn   nn.  f  "  w  of  individual  carriers.  Remembering  that 

Z  ^^^l^Jr^lP^it  freight  car  acquisition  and  use  at  a  rather  low  priority 
cLfot  rCrlnf '?^-r^r^^ognition  that  individual  roa2 
frSf  of  their  own  goals  be  relied  upon  to  supply  and  manage 

freight  cars  m  ways  that  meet  the  total  systems  needs  'nanage 

the  rlil  system''''  ^^^^^^^'^^^^  ^^^^^^  ^^^^^d  help  improve  the  functioning  of 

the  vtnC.'^ZT^  A  f  stance.  The  failure  of  private  management  to  prevent 
the  Penn  Centrals  collapse  is  sufficient  grounds  for  recomniendintr  that  gov- 
ernmental assistance  should  not  take  the  simple  form  of  financing  he  acdvftks 
of  individual  railroads.  Sharing  the  Federal  revenues  with  the  ma^nagers  of  rail- 

throu^h  hll^  V'^^  'TP^^i"  r''^'''^  disbursement  of  a^ets  to  f a  1  owners 
through  higher  dividends  and  reduction  of  private  capital 

should  b?dii^ecteTtowf  7'*^  ^fi '^u^^'  safeguards,  governmental  assistance 
snouia  be  duected  toward  specific  obiectives  and  particularly  those  proiects 

wa V  Ti!       information  system,  and  improvement  of  major  rights-of- 

way,  perhaps  through  acquisition  by  the  government  ^ 

In  view  of  the  need  for  modernization  and  restructuring  of  the  rail  nlant 
governmenta  assistance  should  be  directed  to  the  railroads'  capital  s  ruc^^^^^^^^ 
rather  than  toward  subsidization  of  operating  costs.  The  exception  mk^hf  bp 
where  the  Secretary  of  Transportation  decides  to  pro;idrassis?ancranTfnl^l 
an  agent  tor  railroads  in  extremis  as  discussed  eariier  The  g^^^^^ 
have  adequate  controls  to  insure  that  the  assistance  providedZ™  prS 
directed  toward  achieving  the  desired  objective  "  properly 

employees'  posifLT'Thl^'.  involvement  should  not  result  in  a  worsening  of  the 
cfoS  "^!ri  P^f^^^ns-  Thus,  government  aid  will  need  to  be  accompanipd  bv 
standard  legislative  provisions  to  assure  protection  of  the  emplo;e."'Tt2iS: 
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Recommendations  for  the  Future  of  the  Penn  Central 

^1.       "^fri  ^'"'V''"^      ^^'^  P®"^^  Central  debacle  was  to  determine 

what  could  be  done  about  the  Penn  Central.  The  urgency  for  creating  an  ade- 
quate rail  system  in  the  Penn  Central's  territory  should  not  be  lost  in  discussion 
or  industrywide  solutions. 

in  ,  J^'V^^«"^'?^j^f\ations  made  above  for  staged  governmental  involvement 
llii  l  .^.^'t  declining  railroads  are  of  applicability  to  the  industry  gen- 
S;h  thetn'  Central.  The  Penii  Central  has  already  cascaXl 

unhk^ll  ttt^l^  u^  marginal  critical,  and  now  bankruptcy.  It  appears 
CSble  f  utL  ---g---^  existing  bankruptc/  lais  with^ifi  the 

^.^■,?^^'T%  ^  u      ^^'^^o^s  made  in  the  days  immediately  surroundin-  the 

porTry  cfsh   LrT^^  "^"^  ^^"'"-^^'^  P^^'^'^-  «f  tern 

Srm  S  Shortage.  Of  primary  importance  was  the  need  for  vastly  im- 

proved service  combined  with  innovative  marketing  and  pricino-  techniques 
Improved  service  requires  as  a  prerequisite  better  mfintenaLe  anii  more  capi- 
tal investment  than  the  Penn  Central  is  capable  of  making  at  the  present  time 
M  expe'^^^^^^^^^  f uture^The  trustees  have  managed  to^do  bette?  than  manv 
W  alHts  dpbt^f.  <ifli  r"  ^'""^'f  ^'  ^'^^'^"^  P-'^y^^^         '^'^d  ^^ithout  satisfy- 

wfter  but  that  wii?-^£"^  ^  "^"^     "'""'^  ^^''^  ^^^^^^^^ 

tTe  Northeasr  It  !  7  t,Tl^^  V'  "^""^  ^'^^  "^^^^^  ^^il  service  in 
Uie  JNortheast.  It  is  doubtful  that  creditors  or  other  prebankruptcv  investors 

ftT.  cfir'./^f"/  ^^^^     P^'-^^^^^  before^their  security"; 

other  railronds  I'^h^ f?''  considered  in  isolation  from 

iS  be  considered  tnl^^  ^     P'^^^^^"  ^^'^^^      Northeast  rail  service 

must  be  consideied  together  to  reach  a  sound  policy  conclusion  about  the  future 

Iha'reSoMerr^^^^^^^  PennVenfral  imposed  by  credkoV^and 

rest7uc?urinl  additional  funds  to  accomplish  such  a 

restructuring  make  continued  government  involvement  almost  inevitable, 
nn.i  in  the  Northeast  is  to  be  resolved  properly,  government  must 

analyze  the  area,  decide  what  is  necessary  rail  service  and  the  i  must  dSe  how 
to  take  care  of  local  uneconomic  lines.  This  effort  might  be  broken  doJ^i  func 
Sr "IC  d  b?rffl'-'"f  r  ^^'^"^  service  Lid  oforUi. 

exnerimen   t-th  '^^''^''^ ^u'^'^'^'^^Jl  ^'"^  ^''^^'i^^^  Problems  and 

experiment  with  answers.  There  could  be  many  different  approaches  but  one 
that  IS  quite  interesting  and  deserves  more  exploiation  calls  for  li^c  eation  of  a 
frlltT  T^^^?P«^t^ti«'^  Authority  with  authorization  for  i^o  anSher  gov 

noT^ppeTs  tf be  t  wl''  ^f"^'^'^^  ''''  ''''''''  Northelst  if,  as 

now  appeals  to  be  the  case,  the  private  sector  s  unable  to  restore  the  viabilitv 

stren^th^itrrm^r^  "^'''''''f-  ^'^'^  ^PP^^^^  hast"  Jlnidati^^^l 

strengths  it  permits  the  operation  and  restructuring  of  bankrupt  railroads  to 
be  separated  and  insulated  from  the  often  prolonged  disputes^  ween  credito,^ 
Shor?^'^^"'         l^''  '""T'  ^^^^kruift  railed  aiid  l  p  rm  fs  the 

tl.  n/  ^Kr  ^^"^^^^t^'f  e  Its  efforts  on  the  improvement  of  service  aEtisfac 

thori?v  K  df  T^l-  '''''^'^^  P*^^^  theVecommendations  liatThe  Aii- 
thority  be  directed  to  experiment  with  means  of  improving  rail  operations  tnd 

ro[fi"m  the^nrf  tTt'  ^""H''^'  ^^"^P^>'  t^'^-^-  o^l^sh  p  rd  con- 
f^o  /  T       rr^'^l*,''       l'"^^'^  ^^"ithout  providing  for  efforts  to  answer 

the  fundamental  problems  of  rail  transportation  in  the  resjon 

ihe  Authority's  jurisdiction  should  include  the  reo-ion  served  bv  thp  Pp,.^ 
Centra  and  those  parts  of  New  England  not  served  bvd^  SnCei  tml  Such 
an  Authority  should  be  fashioned  so  as  to  take  cognizance  of  pTdeiaT  State  an^ 

ocal  transportjition  concerns.  Its  mandate  should  be  to  propose  a  ra  ional  S^ 
ture  of  railroads  for  the  region  consistent  with  a  national  n^il  syiemTrpproach 
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It  should  sponsor  a  review  of  the  Northeastern  rail  network  by  an  inde- 
nendent  body  or  by  the  Authority  itself.  Such  review  should  develop  a  schedule 
L  plan  sSg  forth  the  essential  rail  network  in  the  Northeast.  In  de  ennrmnj 
what  is  essential  the  Authority  should  be  guided  by  the  same  criteria  mitlmed 
previously  for  the  Department  of  Transportations  nationa  report  (i.e.,  en- 
viroinSah  sociological,  economic,  and  demographic  f^^/ors)  Whether  or  not 
a  particular  rail  line  is  self-sustaining  or  produces  a  profit  should  not  be  the  sole 

^"'TncllJT^nt\.\  service  is  identified,  a  specific  plan  should  be  prepared 
that  wrid  defii^the  actions  to  be  taken  by  the  Authority  and  by  the  concerned 
levels  of  ffovernment  or  others  with  respect  to  future  operations 

If  the  Authority  finds  that  the  existing  framework  will  not  yield  the  neces- 
sirv  result  the  Authority,  or  perhaps  a  quasi-public  corporation,  could  be 
authorfzed  to  akfover  the^operations  of  all  bankrupt  railroads  in  the  Northeast, 
m  Corporation  could  acqi.ire  the  systems  through  the  issuance  of  bonds  or 
debentures  to  the  trustees  of  the  bankrupt  roads.  The  trustees  in  turn  would 
issue  thrdebentures  to  the  various  claimants  in  accordance  with  an  appropriate 
irdeVby  the  bankruptcy  court.  The  debentures  should  equal  the  liquidation 
value  of  the  railroad  involved.  The  debentures  would  be  satisfied  from  the  rail 
operat^Lrhopefully  keeping  the  cost  to  the  Federal  government  at  a  minimum. 
?t  might  prove  necessary  fof  the  Federal  government  to  guarantee  the  deben- 
tures  in  order  to  make  them  more  marketable.  .        i       xr.     i.  i 

TlTShonty  (or  Corporation)  could  at  the  same  time  place  the  stock, 
which  it  acquires  in  exchange  for  the  bonds,  in  escrow  until  such  time  as  it  is 
determined  V  the  Corporation,  the  Department  ^f.  Transporta tiom  a^^^^^ 
Interstate  Commerce  Commission  that  the  railroad  is  viable  or  that  portions 
J?e  suffiJienth-  self-sustaining  to  release  the  stock  from  f  ^^^^  ^  ^^^^^^^ 
This  would  insure  an  eventual  return  to  private  ownership  provided  viability 

IS  ^^^^.^j^       Authority)  should  have  power  to  enter  into  arrange- 

ments with  local  or  State  governments  for  the  maintenance  of  service  over  non- 
S^enLl  rail  lines.  It  shoxfld  have  the  power  to  sell  l^^^^-^rJi^^tT^rti^ 
interested  public  or  private  entities  so  long  as  such  action  is  consistent  with  the 

P^^^^liff^tt  a  multitude  of  issues  which  would  attend  the  proposal  for  a 
Northeast  authority  and  a  subsequent  operating  entity.  These  ^"^^^de  ques- 
tions about  representation  of  the  various  political  subdivisions  on  the  Author- 
ity, weighing  the  impact  on  competing  modes,  regulatory  ]^\"sdiction.^ttie 
extent  of  Federal  assistance  for  the  Authority,  and  the  shape  of  labor  protec- 
tion The  purpose  here  is  to  suggest  in  general  terms  a  method  tor  solving  seri- 
ortrins/ortLtion  problems  in  fhe  Northeast.  The  difficulties  ^je  ^ W  ^^^^^ 
tioned  above,  which  will  confront  any  proposal,  can  best  be  dealt  with  h^  the 

Mam-  theories  have  been  advanced  for  restoring  the  viability  of  railroads 
in  the  Northeast.  On  the  basis  of  information  now  available  it  cannot  be  said 
with  certainty  which  tlieories  or  proposals  might  prove  to  be  most  productive 
of  tlJdesired  result.  It  is  not  yet  known  the  extent  to  which  innovative  market^ 
in '  and  piecing  techniques  or  new  terminal  efficiencies  can  be  meaningfu  m  the 
context  ^f  the  Northeast.  The  inextricable  government  mvolvement  with  the 
NorUaeastern  railroads  provides  a  unique  opportunity  for  testing  various  theo- 
ries Whether  or  not  an  Authority  is  established  to  take  over  and  operate  the 
bankrupt  Northeastern  railroads," the  Department  of  Transportation  working 
S  the  trustees  should  take  advantage  of  the  opportunity  to  test  vanous  con^ 
Tepts  on  a  demonstration  project  basis.  What  follows  is  a  discussion  of  some  of 
thf  experiments  or  demonstration  projects  that  might  V'^^'-' ^f^^^lf'^.'^^^^^ 
problems  in  the  Northeast  and  elsewhere.  For  convenience  the  follo^^^^g  dis- 
cission of  experimental  projects  refers  to  the  Authority  as  the  entity  in  control 

"""^P^frinTo^^d  MarJcefivg.-The  Authority  should  at  an  early  date  determine 
whether  railroads  can  adapt  to  the  changing  demands  of  the  economy  in  the 
Nor  ast  It  should  identify  major  types  of  traffic  whose  -^l^^^-^^f^^Jf^^ 
be  expanded.  It  should  then  test  techniques  of  marketing,  service,  and  pricing 
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aimed  at  obtaining  such  traiHc.  In  conducting  such  a  test  the  Authority  shnnM 

witfcZ',:r,^:t£^d:CisS™"' 

The  Authority  should  also  test  undei-  controlled  conditions  the  effects  of 
innovative  pricnig  policies  on  the  carriage  of  oxistinfi  traffic 
foM      ""'^Z  P'"'"'?  "'''^."^       ^^'^  Authority  to  develop  a  model  or  a  system  of 
techniques  for  analyses  (perhaps  using  computer  technology,  if  t  seems  annro 
Kr.  fllm^'  '"^-^^    model  would  be  to  key  in  oplkating  cha rS 

tics  traffic  patterns,  capacities  and  so  forth  and  to  test  the  impact  Kernati  e 
pncmg.  operating  practices  or  abandonments.  Such  modelj  could  g lea  y  re 

a^abanZi^^^^^^^^^^^  ''''f      adjustments  in  prices,  oper  l^ons, 

and  abandonments.  It  could  be  of  assistance  to  carriers  and  public  agencies  as 

fnr.  Pj^"^^^^^'''--^^  appears  that  rail  operations  offer  substantial  opportunities 
for  improvement  m  productivity  through  technological  and  nlaSmen"  ad 
vances.  For  example,  the  Authority  should  test  the  practicaliVof  owTdeas  for 
terminal  reorganization  and  train  operation.  It  should  t^st  nieUmdrof  improv 
ing  equipment  utilization,  giving  particular  emphasis  to  use  Tcomp  S 

railroads' in  fhl  Xt""  n"^  '^'^  regard,^onsolidation  of  ^ii  mber  of 

obfi?n  I  Northeast  under  the  Authority  would  offer  an  opportunity  to 
obtain  the  benefits  of  computerized  interrailroad  information  syiems-an 
opportunity  which  is  now  largely  denied  by  the  proprietory  ntereiSTf  indr 
l^^^rl^r  '^f^  'V  preventing  information  ibout  the  niovemen  S  Srca  i  on 
one  railroad  from  being  made  available  to  other  railroads 

In  control  regions  the  Authority  should  test  the  practicality  of  orientin,r 

'^Z':^:!^^'  ^^^^^^^  —         toLrd  tt^ontnSe"^ 

of  J^SntSS^ 

n?edst/specSL'L       ''f'^      '^"^^^  eVipmenTlimited  ^iise  to  tt 
purpose  carf  at  lJast  S^  IrT^"^"  preferred  special  purpose  cars  over  general 
purpose  cars,  at  least  in  part,  because  special  purpose  cars  permit  easy  calcula 
ri.r      ^^^ft^d  Revenues  and  expenses.  The  Authority  shLld  deTelL  infor 
mation  as  to  whether  this  is  an  inevitable  trend  or  one  prZiced  bTcu^rent 
T^aI^^^IZm^^^^^      cars  effectively  or  to  calculate  their  proiabllfty 
pools  of  caS?^  ^^^^  ™P^^*  «f  ^^i^^d  service  cars  and  assigned 

ure  ihrimpaTt'^onT^^^^^^^  ^^'^^^  Authority  should  meas- 

which  thXidioritt  ^hnni^^''''''r'f '  'P'"fi^  '-^^^^^  «f  to^vard 

Tarload  shiv;  IlTi^  ?  "^"'^it  ^"ention.  It  should  test  whether  less-than- 
2dLd  C.^^^^  and  other  small  shipments  can  be  expeditiously  and  profitab  y 
The  Auttrkf  s^^^^  modern  terminals,  machinery  Ld  computer  tedmology^. 
and  sted  sf tLt  T^^  ™P'T  its  service  reliability,  timeliness, 

Authorftv  should  tTln       ^  manufactured  goods.  The 

frpffi;  /T  1^-       t^st  "^creased  emphasis  on  trailer  and  container  on  flatcar 

damage^clafms  ^       movement  and  of  speeding  resolution  of  loss  and 
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ManageHal  Techniques.— In  reaction  to  the  apparent  lack  of  coherent  cor- 
porate goals  and  diffuse  direction  of  Penn  Central  operations,  the  Authority 
should  explicitly  identify  the  major  problems  to  be^  surmounted  in  order  to 
operate  a  successful  rail  transportation  system  m  the  Northeast.  The^Authority 
should  also  establish  long  and  short  range  goals  for  operations  and  disseminate 
such  goals  through  its  organization  so  that  the  activities  of  all  of  its  emp  oyees 
can  be  consistent  with  them.  In  establishing  such  goals  the  Authority  should 
be  directed  to  give  paramount  importance  to  serving  the  transportation  needs 
of  the  public,  but  it  should  at  the  same  time  strive  to  make  its  operations  proht- 

able  overall.  ^     .        j  ^„:i 

The  Authority  should  test  alternative  management  structures  for  the  rail- 
roads under  its  control.  For  exami^le.  it  might  in  one  segment  of  the  area 
under  its  iurisdiction  experiment  with  local  decision-making  to  the  greatest 
practicable  extent.  It  might  also  examine  alternative  functional  organizations. 
The  ultimate  criteria  of  such  experimentation  should  be  improved  service  and 
satisfaction  of  public  needs.  The  Authority  should  also  be  able  to  determine  the 
relative  costs  of  different  types  of  organization  and  their  efficacy  m  bringing 
into  the  decision  making  process  all  relevant  data  and  factors  for  consideration. 
It  should  evaluate  the  alternatives  in  terms  of  mutual  support  by  interde- 
pendent functions  produced  by  the  different  organizational  patterns. 

It  is  in  order  at  this  point  to  mention  a  word  about  the  rail  labor  situation. 
Responsibility  for  efficient  use  of  labor  lies  with  those  responsible  for  oper- 
ating the  railroad.  Despite  the  frequent  charge  that  railroads  are  hampered  by 
restrictive  labor  conditions,  the  studv  did  not  produce  evidence  substantiating 
recommendations  relating  to  specific  practices.  Rather,  it  appears  that  the  rail- 
road labor  "problem"  is  fundamentally  the  same  issue  as  m  other  industries— 
a  matter  of  balancing  the  interests  of  the  employees  with  the  desires  of  manage- 
ment. Its  resolution  must  be  accomplished  insofar  as  possible  by  the  parties 
involved. 


Part  II 

The  American  Railroads:  Posture, 
Problems,  Prospects 


FOREWORD 


This  report,  surveys  developments  in  the  Class  I  railroad  industry.  It  has 
been  prepared  for  the  Senate  Committee  on  Commerce  by  Richard  Barber, 
serving  as  a  consultant  pursuant  to  section  202(i)  of  the  Legislative  Reorgani- 
zation Act.  It  focuses  on  the  1960-1970  period  and  seeks  to  illuminate  longer 
term  trends  in  rail  transportation.  The  objective  has  been  to  provide  infor- 
mation that  would  permit  more  specific  matters,  such  as  the  collapse  of  the 
Penn  Central,  to  be  placed  in  a  larger  perspective.  In  accordance  with  the 
agreed  statement  of  work  the  report  emphasizes  the  analysis  of  basic  economic 
and  financial  conditions  in  the  industry  rather  than  the  formulation  or  assess- 
ment of  policy  recommendations.  .     ,  .        nn        _x  + 

Any  conclusions  or  recommendations  made  in  this  staff  report  represent 
the  views  of  the  staff.  The  report  has  neither  been  approved,  disapproved,  nor 
considered  by  the  Senate  Committee  on  Commerce. 
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THE  AMERICAN  RAILROADS:  POSTURE,  PROBLEMS  AND 

PROSPECTS 

HIGHUGHTS  AND  CONCLUSIONS 

(1)  One  of  the  major  ingredients  in  the  railroad  "problem"  is  the  over 
simplification  with  which  it  Ts  characterised,  explained%nd  proposed  to  he 
solved  All  too  common  IS  gross  superficiality  in  dicribing  the  problem  and  h^ 
Identifying  its  causes  Various  groups  have  their  own  devils  and  r^tTures  In 
act  however,  the  problem  is  mult  -faceted.  It  varies  in  character  and  severity 
from  region  to  region  and  from  railroad  to  railroad.  Many  factors  and  Dartici 
pants  have  contributed  to  its  aggravation  :  an  economy  tha^  is  chan^ng  fn  ^om- 

management  Itself  The  search  for  appropriate  policy  responses  must  take  into 
account  all  these  elements  or  else  there  is  grave  risk  that  in  speSw  a%,m 
e^v"ma5e'  wor'sl"^^  accomplishef  and  conceivaMV\rpte^^^^ 

UP  the^Ck'rT  wf?l'*'^''T''  ^"^r^  the  various  railroads  that  make 
up  tne  Class  1  Imes.  Some  are  financially  sound,  others  are  not  For  some 
traffic  IS  growing  steadily,  for  othere  the  traffic  outlook  is  bleak  In  operatW 
conditions  quality  and  adequacy  of  plant,  density  of  service  mk  of  traffi? 
exposure  o  intermodal  or  intramod^l  competition,  as  well  aT  manv  other 
respects,  the  railroads  vary  considerably.  From  the  standpoint  of  poss  ble 
assistance"  ftcTZf '.^^ (including'the  character  of  re|idation  ffnancii 
assistance,  etc.)  these  differences  mean  that  approaches  helpful  to  one  rail- 
road or  region  would  be  of  little  help,  and  perhaps  even  detr^men  al  to  other 
rai  roads  and  regions.  It  must  constantly  be  kept  in  mind,  hoTever  that  the 
railroads  do  make  up  a  system,  with  neariy  half  of  all  f  reight  r^vSe  in  196^ 
derived  from  traffic  hauled  between  two  or  more  rail  regions^NeSedTa  hi^hlv 
flexible  set  of  policy  responses  rooted  in  a  complete  unirstandinrofan  fcete 
of  the  interconnected  railroad  problem. 

(3)  In  assessing  the  recent  performance  of  Class  I  railroads  the  Penn 

Foflx'iSr  iL'  ito^fh^'^-r^^-  ^'/^  ^^-^^^-^"y  eve^"riar 

but  the  Penn  C.lfr  J!^  railroads'  net  ordinary  income  fell  by  $55.2  million 
nf}..  ni  ?  Central  s  ordinary  income  alone  fell  by  $80.0  niillion  All  the 
BetweSM69  Td  mo  f^^r^^  ^P^^  J  an  increase  in  i" 

W  ^S?  ^fir  /If  ^  ^^^^  ^  ^''^^^  ordinary  income  fell  by  $288  million 
but  $243  million  (84  per  cent   of  this  was  attributable  to  the  pLn  CeS' 

vXo/lZ  S^d'^  S^""  ''''  '''''  accountekZ  ovTr  Sn 

revenue  The  rellf  nrft  ^^f^^S^^^d  almost  13  per  cent  of  total  rail  freight 
revenue,  ihe  result  of  these  traffic  and  revenue  shares  is  such  that  in  1970  the 
average  revenue  per  ton-mile  for  all  Class  I  railroads  was  1.43  Ss  But  if  the 

ftrSn?nVulr^^^^^^  {"If-  ^"^-^^  ^^^^^      1-4^  --t-  Th^e  ar^ 

bf  Snfider^^^^^^^^  —  -  can  gain  or  convey 


RAIL  TRAFFIC  AND  THE  ECONOMT 


ih^        The  railroads  are  a  highly  cyclical  industry,  powerfully  affected  bv 

eJalizKbou'tX '^K^'-  "'^'T^-  V"^'  ^^^^^  co?siLabirclfon1n  i^^^ 
npn  in  J  ^^'"^         position  from  short-term  developments  and  is  es- 

From  ^196TthtE^^  ^f-^^^'^  P-*-^^^^  eclomTc  recessio^. 

aiSml  rate  nf3l?oK    f       economy  (m  real  terms)  grew  at  an  average 
pSinf  five  vP^rJ  ?r        P^""  cent  less  than  half  thf  annual  rate  in  tKe 
when  cJS/wSif  ^""^  "^"^  ^^^^        ^  ^^^"^^^  i"^Pa^t  on  the  rail- 
begtint^^M 
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(^)  The  rate  of  growth,  composition,  and  geographic  makeup  of  the  U.S. 
...nnmv  nlnv?a  ke^"role  iii  shaping  the  transportation  environment  and  m 
TxTl  nV  n^\Ye  pi-ob  Z  raifroa^ds.  Althou|h  the  vohime  of  total  intercity 

fmght  transportation  has  been  expanding  at  about  the  «''^^7„,^!;^:;;f  t^^.^t^f/^ 
V-uTon-il  Product  (real  GNP  increased  48  per  cent  between  1960  and  1970,  total 
^>n  nU^^^^  per  cent),  the  mix  of  the  economy  has  cMnged  m  a  way 

h V  u  s  been  cl^^^^  disadvantageous  from  the  standpoint  of  the  railroads.  The 
se?v  icSnance  a^  real  estate-government  areas  are  now  growing  most  rapidly, 
while  tl'  r^tcult.uVforestryM         fotoi.  are  shrinking  -  JXn 

r«nPP  Tn  19^9  the  acrricultural/forestry/mining  sectors  accounted  fo  moie  than 
10  per  c^ii  t  of  e  na  o I  's  gross  output.  By  the  lat^  1960's  their  combined  share 
haffa  len  by  alf  This  is  a  development  of  great  transportation  consequence. 
ATanv  of  h^most  rapidly  growing  sectors  generate  little  freight  transportation 
Snd  cc^^np  W  w  th  thL  whose  economic  consequence  is  dimmishing  Out- 
pro  a  ^.i^lt^^^^^  forestry,  and  most  mining  products  (including  coal)  has 
and  ^A^U■onti  e  to  lag  well  behind  the  growth  of  the  economy.  As  long  as  the 
naUroads  are  dependent  on  these  sectors  for  a  large  part  of  their  traffic,  their 
(Ti-owth  inevitably  will  be  hampered.  ...         v  „n 

^     (6)  Tlthough  comparable  commodity  statistics  for  ear  ler  years  are  un- 
avaihble  since  1964  there  has  been  no  dramatic  change  in  the  makeiip  of  rail 
traffic  T^ie  nd^        still  predominantly  hauls  bulk  items  with  relatively  low 
viekls  For  example,  almost  half  of  all  originated  rail  tonnage  is  composed  of 
h  e  classifica'Z^c^      stone  and  minerals,  and  metallic  oi^s.  Yet  these  com- 
odities  con  1  ibute  less  than  20  per  cent  of  total  rail  r^v^."^l^E^•^^though  there 
iTs  been  an  increase  in  "piggyback"  movements  existing  data  show  that  the 
rail  share  of  manufactured  commodities  has  slipped  shghtly^^^^       .hano-in^  mix 
(7^  Not  only  have  railroads  been  adversely  affected  by  the  changing  mix 

tthn.  c  ta^^s^ooi.S r^co";,,'.^^  for  more  than  72  per  een,  of  total  vahte  added 
W  maM,SturmS  thr„ugho„t  tl,e  r„ite<l  States.  m-^  %5  he,r  com^ 

1       ^oiio,i  ir,  lpt;=;  than  60  per  cent,  with  the  houtnern  ana  r  ai  Y>t;&iciii 

with  a  particularly  noticeable  impact  on  the  railroads    n-nn^nort  demand  for 
(R\  ATanufacturincr  is  the  most  important  source  of  transport  demana  lor 

s^lB!^^^s!S,r-"":^^^^ 

Sort.  (Itfdeed,  out  of -24  ^--f^.ty  groupmgs  o^ 
decline  in  rail  market  share  was  not  arrested. 
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FINANCIAL  CONDITION 


of  fi^^'^^^^i^)^!  viability-still  exceeded  $1  billion  in  1970  (about  t  e  same  as  it 

hnVt'L        •  ^^f'''''^^'  ^'""^  1^6^'  t^^i^^^h  flow  po  itioiiha  dly  suL^^^^^^^^ 

that  the  railroads  as  a  whole  are  in  dire  financial  strai  s.  Indeed  the  aSfev  of 

he  railroads  to  generate  this  much  cash  in  a  recession  year  and  in  the  fa^  of 
higher  freight  rates  must  be  regarded  as  a  major  accomplishmen  .  ^ 
(11)  A  review  of  the  1960's  shows  tliat  a  distinct  biiak  came  in  1967  In 

nior  V  ini  ir  '  I  '^'}^^y  operating  revenue  climbed  by  30  per  cent  (uj> 
nearly  $600  million  from  1960  to  1966),  ordinary  income  more  t  lan  doul  1 

i  mo'st^irbniion 'Vt''  ^'f  ^'  ''''  --'^  floViinouS  to 

almost j^i.-i  billion.  The  explanations  for  this  period  of  prosi^eritv  included 

96()  ;n%rr  i'""  ^""-"^^'^  ^^^''"^d  by  over  ten  per  cent  from 

, !   .n  ^  originated  tonnage  rose  by  17  per  cent,  liegiuning  in  1967  the 

lailroads  as  a  group  went  into  a  serious  slump.  Railroad  frefght  t  -affic  declined 
absolutely  in  1967  and  between  1967  and  1970  rail  origiilated  tom^^^^^^^ 
by  less  than  six  per  cent.  Although  railway  operating  revenue  held  UD  fveU 
other  expense  items  (noiably  for  rents  and  fixed  cliai^es,  bo  h  lelated^nn 
c  easing  capital  investment)  rose  sharply.  As  a  consequence  Class Tr^l  or  erl^- 
mg  income  dropped  from  over  $900  million  in  1966  to  $227  niillion  ii?l570 

h"t97o":m  ::^^^^^^  ^^-^^^^^^^^^       stUl  exceeded  $l  bimon 

m  1J<0  although  down  from  $1.4  billion  in  1966).  From  the  traffic  and  onora 
tional  standpoints,  several  factors  contributed  materially  to  the  96^^^^^^^ 
dovynturn.  The  economy  slowed  and  almost  simultaneously^l  e  ra  Iroads  h  ked 

^an  let  ner'c^e'n  ^"^^^^^  ''''  ^-'-^^^  resulted  iifa  more 

tnan  ten  per  cent  increase  in  yield  per  ton-mile.  Combined  with  i  slnwina 

jnomic  growth  rate,  rail  freight  tra4  slackened  notS^y  anT  l  e' afl  sharf 
of  total  intercity  freight  transportation  fell  by  three  percent, 
^fnfoi  ^     .''"'^       ^^^^y  ^^'"^  ^'^^  operating  revenue  of  the  Class  I  railroads 
italX  TE?        ijvenues  less  total  operating  expenses)  remained  remarkaWy 

n  1960  to  <6.19  in  1966  and  then  climbing  back  to  80.56  in  1970  Nonetheless 
net  railway  operating  income  and  ordinary  income  fell  sharply,  wi  h  trform^^^^ 
$100  mi  hon  less  in  1970  than  in  1960  and  the  latter  almost  $200  mi  lion  iTss 
The  exp  anations  for  this  marked  disparity  between  net  operating  revenue  on 
other.re'tn'^r'?^  railway  operating  fncome  and  ordinary  income  o^i 'the 
other  are  to  be  found  principally  m  the  behavior  of  three  items :  payments  for 
rented  equipment,  fixed  charges,  and  "other  income."  The  former  tvvo  swelled 

«Ji  1  ■^^^Z'^'^'Ty  P'^yi^ents  for  rented  equipment  increased  from 
$321  million  in  1960  to  $736  million  in  1970-up  by  moi-e  than  the  increase  i^ 
Tn  logo'tn  Sir'^'/r'-  ^'^^.^d  charges  also  rose  steeply,  soaring  f rom  $3?3  mi  lio 
and  Hsing^ftLTsf  rXr  '''''  "''^^"^^^  ^^^^^ 
tialli  dllina°H.f'Xn-  "^PT^i^^^^^  tl^e  Class  I  railroads  increased  substan- 
billion  in  19(0  (this  compares  with  $919  million  in  1960).  Until  1965  these  out- 
lays were  exceeded  by  cash  flow,  but  starting  with  that  year  and  t  nou'li  t  e 
Fo  :xamnfe"m 'iIbT  '?f'  -I--litnres  began  to  ru'n  ahead  of  cash  flo.' 
we^e  !;.n   Ti      ''''f  1^°'''  f"^«""ted  to  $1.4  billion  but  capital  outlays 

were  $2  billion.  This  imbalance  between  cash  generation  and  capital  invest- 
ment forced  the  railroads  to  increase  their  borrowings  in  the  market  OutsJand- 
alfntT"pvr5  ""^^niT^  increased  steeply  (up  by  almost  $700  million  in  1966 
e  Id  of  l^fiO  W^H^  l^''  "'^^     ^^^^  compared  with  $2.7  billion  at  the 

tit  i  «  «\  '  interest  rates  on  new  equipment  issues  also  soaring  (thev 
averaged  6.62  per  cent  m  1968  as  contrasted  with  less  than  4.5  per  cent  earlier  in 
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the  1960's),  railroad  fixed  charges  climbed  rapidly,  reaching  $589  million  in 
1970  or  $216  million  higher  than  in  1960.  In  addition  to  the  rising  costs  of  their 
own  investments,  the  railroads  have  also  been  paying  increasing  amounts  for 
the  rental  of  equipment.  This  reflects  the  investments  made  by  non-railroad 
sources  and  the  "rents"  are  a  surrogate  for  interest.  Equipment  rental  payments 
amounted  to  $736  million  in  1970,  $400  million  more  than  in  1960. 
amounted  ^o^J^J^^     ^^^^  ^^^^^  j  railroads  experienced  falling  ordinary  income 
after  1966;  they  continued  to  pay  out  large  amounts  of  cash  <i;^'idends  on  com- 
mon stock!  Although  reduced  somewhat  m  1970,  common  stock  cash  div  d  n^^^^ 
nonetheless  amounted  to  $409  million  that  year-81  per  cent  ($182  million) 
than  railroad  ordinary  income.  Even  acknowledging  he  ^tercorporate 
stockholdings  that  exist  in  the  railroad  industry,  in  view  of  the  rai  loads  earn- 
ings picture  these  large  cash  dividend  payments  are  not  fully  explicable.  Con- 
cehablv  they  may  in  part  reflect  the  spreading  pattern  of  holding  company 
contro^^of  ra^ilroais,  wfth  the  parent  or  controlling  firm  dictating  cush  dividend 
payments  as  a  way  of  withdrawing  liquidity  f rom  tlic  railroad  for  investment 
elsewhere.  Whatever  the  explanation,  large  cash  dividend  payments  have  con- 
tributed significantly  to  a  weakened  industry  financial  situation.  . 

(15)  Although  the  railroads  have  made  large  gross  capital  investments  in 
recent  years,  thei?  average  ix^t  investment  m  1970  was  only  two  per  cent  higher 
than  in  1960  Allowing  for  the  impact  of  inflation  on  rising  replacement  costs, 
there  has  been  an  actual  decline,  in  constant  dollars,  in  total  ^^^^^ad  inv^^^^^^^^^ 
In  fact,  the  $i.5  billion  paid  out  by  the  railroads  in  common  stock  cash  dividends 
betwSA  I960  and  1970  is  more  than  seven  times  greater  than  the  increase  in 
average  net  investment  during  the  same  years,  this  also  reflects,  given  the  in^ 
creases  in  traffic  which  have  taken  place,  increasing  productivity  in  the  use  of 
rail  canital  Usin<^  average  net  investment  per  originated  ton  as  an  index, 
TrodSvit  Tncreased  fro^m  100  in  1960  to  117.8  in  1970  The  pattern  has  n^ 
been  uniform,  however,  with  all  of  the  gains  coming  before  1966.  1^  1967  and 
1968  capital  productivity,  measured  by  this  standard,  actually  fell,  and  by 
1970  it  was  no  better  than  it  had  been  in  1965.  j  ^r,  •    j-  ^;fi.of5r.r, 

(16)  The  creation  of  railroad  holdmg  companies  and  their  diversification 
into  non-rail  and  non-transport  fields  has  created  ^  l^^^'^^'^'JJ^^I^^^^^^ 
which  there  has  been  a  woefully  inadequate  response.  ^\  here  a  railroad  is  part 
of  a  larger  corporate  complex,  there  is  a  danger  that  its  assets  can  be  siphoned 
off  so  af  to  lefve  it  incapable  of  providing  adequate  transportation  service 
mde  diversification  is  not  per  se  objectionable,  there  is  sufficient  potential  for 
abur(and  some  actual  evidence  of  its  existence)  to  warrant  closer  regulatory 

'"''''7l7TThroughout  most  of  the  1960's  the  railroads  sustained  large  and  rising 
losses  in  their  intercity  passenger  operations.  The  solely-related  passenger 
sendee  deficit  climbed  from  $9  million  in  1963  to  $138  million  m  1967  and  an 
Sated  $250  million  in  1970.  This  is  a  fact  of  large  f^no^^l^n^^^^nc^ 
however  one  views  the  role  of  the  railroads  in  contributing  to  the  dechne  m 
patronage.  Most  railroads  have  taken  advantage,  of  the  Railroad  Pa^enger 
Service  Act  of  1970  and  have  opted  to  turn  over  their  ^^^^^^^ ^.tT^For  [hoS 
obli<rations  to  AMTRAK  in  exchange  for  payments  set  by  the  law.  For  those 
raikoads  over  which  AMTRAK  operates  this  wdl  turn  what  had  us^^al^^^^^^^^^ 
deficit  operation  into  a  probable  net  generator  of  cash.  This  is  of  substantial 
benefit  to  the  railroads. 

EFFICIENCY  AND  SERVICE 

(18)  There  are  unmistakable  signs  that  railroad  service,  in  general,  has 
deteAorited,  in  speed  and  particularly  in  reliability.  T^}-.  ^f^^^^^  hSr 
handicap  to  the  railroads  in  their  ability  to  compete  for  higher-valu^,  higher 
yielding  manufactured  goods  traffic.  Company  distribution  managers  are  plac- 
ing growing  emphasis  on  their  total  costs  and  their  ability  to  fit  ^ansportat^^^^^^ 
movements  into  an  integrated  manufacturing  and  marketing  system.  This  puts 
a  premuim  on  modal  reUability  and  helps  explain  why  truck  n^ovements  have 
grown  so  sizably.  Shippers  appear  to  be  prepared  to  pay  ^PP^o^^^^*.^  f  ^0  P^^^^ 
cent  more  for  truck  transportation  because  of  its  greater  predictability.  This 
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has  allowed  the  trucks  to  divert  large  amounts  of  higher-valued  mannfartnrpH 
goods  traffic  over  relatively  long  distances,  and  even^vlLe  ^e  wTiX 
the  commodity  would  appear  to  make  rail'movement  more  desirrbr 

(19)  bmce  the  great  bulk  of  gross  capital  investment  bv  the  Class  T  mil 
roads  IS  in  equipment  (with  freight  cars  ac^^ounting  for  half  tL  tota^^)  mil 
efficiency  IS  largely  determined  by  the  intensity  with  which  oiling  s^^^^^^ 
cially  freight  cars,  is  utilized  to  generate  reveiiue.  By  some  tests  therram^L^^^ 

divided  bv  19  8^  Thf«  i^t  f  /  about  five  percent  of  its  potential  (365 
a:  decade  a-o.  utilization  is  just  about  the  same  as  it  was 

haul  has  rellfltt'^lr^  l""^^^'^  ^^'^'J  f  "^^^^  ^^^^  increasing  length  of 

aveiagfcaTrs  fri^nr^^^^^^^  deficiencies.  Thus,  for  example^  whi!e  the 

abou^^L^^^^^^^^^^ 

the  couiL  of 'tKll' n  ^'Tf  ^'^'^^^  ^-"^^^       ^^"^^in^  unchanged  over 
tne  coui-se  ot  the  decade.  Despite  heavier  trains,  the  use  of  more  powerful  loco 

mea„s1L??hereZ5l."''„™"'*'  °*  ''"^""logy  "-d  the  mix  of  the  economy 

luiuer  existing  law,  but  if  a  climate  truly  favorable  to  innovation  is  to  be  rre^itpH 
changes  m  law  and  regulatory  procedure  are  called  for.  There         be  a  br^der 

INVESTMENT 
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nhvsical  output  and  more  net  revenue  were  being  derived  per  dollar  of  in- 
vestment)  Coupled  with  gains  in  labor  productivity,  with  out pu   per  man^ 
hou^rSng  at  an  annual  average  rate  of  six  per  cent  and  with  declines  m  the 
labor  share  of  revenue,  these  improvements  in  capital  utilization  helped  increase 
earning.  In  the  later  years,  however,  there  was  significant  deterioration  i 
the  e  key  financial  measures.  Capital  productivity  declined  (especially  when 
i  vestme^nt  is  measured  against  net  railway  operating  income  and  income  a  ail- 
able  for  fixed  charges)  and  the  labor  distributional  share  rose,  despite  con  inued 
Sl  ices  in  labor  output  per  man-hour.  Contributing  significantly  to  the  decline 
hi  capital  productivity  was  an  erosion  in  the  rate  of  utilization  of  fi-eig:ht  cars 
^^t^^even  the  small  gains  in  freight  car  efficiency  experienced  earlier  m  he 
de  ade  not  matched  i^  the  later  years.  Better  utilization  of  freight  cars  which 
represent  the  principal  form  of  current  investment  by  the  industry,  is  probably 
h?S  istrv\\uimber  one  challenge,  because  gains  in  utilization  are  of  cri  ical 
importance- to  broader  marketing  of  rail  service  ('^^jab  y  for  mam^^^^^^ 
goids),  reduced  investment  requirements,  and  enhanced  ^  ^^^^^^'^^^^^^j^^^^-^^.^ 
(25)  In  their  capital  expenditures  the  railroads  haxe  placed  primary 
emphasis  on  the  purchase  of  new  rolling  stock  and  the  ^^V^l^^^^'^tll  items 
wav  and  structurk.  Relatively  little  investment  has  been  made  in  capital  terns 
uch  as  telecommunications  facilities  and  computers,  ^^at  might  pei;mit^bette. 
,mp  of  the  vast  existing  rolling  stock  and  roadway  investment.  ^\  ith  lo^^  and 
TnU  slowlv  nsin^^^^^^^^^^^^^     capital  productivitv,  relatively  greater  concentration 
on  LcMnfras  rue  ure  it^  Yield  high  marginal  returns  on  investment. 

¥Lere  a  f  several  possible  explanations  for  the  failure  to  ---f  ^^^^ 
attention  on  such  opportunities.  Some  relate  to  management  attitude  othere  to 
?he  Cater  ease  with  which  funds  can  be  obtained  from  lenders  for  high-secunty 
o'l  ifg  sSk  investments.  At  best  these  are  only  partial  inadequate  an^^^^^^^ 
(26^  Rail  service  is  becomins  increasingly  specialized,  fai  bettei  attunea 
to  the  needs  of  large  shippers  than  the  more  general  requirements  of  smal 
users  ThTs  is  revealed  in  f  reight  car  data,  by  type  and  ownership.  Today  almost 
ooTeV  ceS  of  the  freight  cars  are  owned  by  a  shipper  or  car  company  as  com- 
nared  wi  h  onlv  M  per  cent  in  1960.  Moreover,  as  the  total  number  of  cars  in 
?re^h  (down  from  1,965,486  in  1960  to  1,782,022  in  1970) 

thev  ave  become  more  specialized  in  type.  The  number  of  boxcars  mostly  owned 
bv  thfraiCdT  has  fallen  from  637,829  in  1960  to  5-16,905.  This  actually  under- 
states the  haS^^^  nearlv  a  third  are  now  specialh--equipped  and  not  aval  - 
able  for  c^eneraT purposes.  Where  the  fleet  has  expanded  (and  where  non-rai 
ownei^  are  concentrated)  is  in  special  purpose  categories  (e.g.,  equipped  flat 
TiSTack  cars  covered  hoppers),  with  features  designed  to  accommodate  the 
den^ands  of  partLi  lar  shippers.  Not  onlv  are  most  of  these  cars  not  adaptable  to 
2  rraf  usar  but  manv  in  fact  are  dedicated  to  and  under  the  de  facto  contro 
ff  certa  n  shippers.  Increasinglv  what  this  has  meant  is  that  the  railroads  have 
became  le^  a  form  of  public  carriage  than  a  quasi-private  form  of  private  or 
contract  trans^^^^^^^^^^^^  of  new  rail  and  crossties  slowed  durin.  the 

iq60's"^b  It  fiom  this  it  cannot  neoessarilv  be  inferred  that  there  is  '  inadequate 
investment  iTracTmaintenanc^  and  replenishment.  The  rate  of  tie  installations 
and  t  iT  m  les  of  new  rail  put  in  place  have  declined  below  the  number  required 
1^1// radrold  track  were  to  be  rejuvenated  and  mamtamed  at  the  same  level 
of  nimlit  This^^^^^^^  would  be  an  artificial  standard:  a  sounder  and  more 
nraSa  criterimi  would  take  into  account  the  pertinent  level  of  track  usage. 
SstTi  sugi    the  quality  of  main  lines  has  b™.^^^^ 

the  averatre  weiffht  per  vard  of  rail  is  now  about  108  pounds,  up  oniy 
Slv  f  rom  106  po  inds  n  1960,  more  than  63,000  miles  of  track  has  an  average 
w  tit  of  lS)S  or  over,  up  10,000  miles  from  I960.  fo^^jeV:^^^^^^ 
40,000  miles  of  road  are  now  under  centralized  traffic  control  ^^J^^  ^  W 
miles  since  I960  These  are  substantial  improvements  but  the  inAestment  tne> 
hal  e  cXd  for 'indicates  that  secondary  track  maintenance  has  been  greatly 

"^^""'m)  There  are  creat  variations  in  the  degree  to  which  the  206,400  miles  of 
railrkd  line  in'the  United  States  are  used  No  completel>'^rehable  data  „ 
able,  but  the  Department  of  Transportation  estimates  that  ten  per  cent  or  ran 
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me  accounts  for  only  0.5  per  cent  of  total  rail  tonnage.  The  Ponn  Central  says 
that  more  than  90  per  c^nt  of  ,ts  traffic  is  handled  on  about  m  (.>nt  oHU 
trackage  In  the  Granger  area  of  the  Middle  We^t  and  along  the  lines  between 
Council  Bluffs  and  Chicago  there  are  density  differences  of  comparable  degree 
While  there  are  important  distinctions  between  road  and  region,  reflectiiiLMhe 
way  a  system  was  bui  t  and  the  changing  patterns  of  demand,  unquestionably 
U  ere  is  a  need  to  relate  line  and  track  capacity  more  closely  to  current  needs 
This  would  enable  the  railroads  to  better  concentrate  their  efforts  and  ncrease 
the  effectiveness  of  their  investment  and  service  increase 
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^  }  i^^S'^'fiVy^^  amounts  of  rail  transport  information  are  regularly 
obtained  bj  the  ICC  in  the  form  of  statistical  and  financial  data,  mud  of  it 
IS  of  limited  value  and  some  of  it  is  useless  in  assessing  the  trans.  ortatU 
efficiency  and  financial  health  of  the  industry  and  individual  railroads  Many 
types  of  informa  ion  that  would  be  far  more  valuable,  dealing  with  more  3 
economic  conceptions  of  costs,  quality  of  service,  traffi^  mix,  cfpita  lUmLtton 
labor  productivity,  and  financial  dealings  between  carriers  and  related  or  con 
t^rdir/Tl™''  "''  collected  or  are  gathere<i  only  sporadically  or 

tardily.  There  is  a  compelling  need  for  a  complete  overhaul  of  the  government's 
information  gathering  activities  as  they  pertain  to  the  railroads  (and  To  he 
^^o^oiSctosru;!'"^  particularly  with  respect  to  performance,  effiLncy^^t? 

(30)  Traditional  government  efforts  to  deal  with  the  railroad  problem- 
through  regulation  financial  assistance,  or  otherwise-have  placed  Iktle 
e.nphasis  on  the  performance  of  the  industry  as  a  transporter.  Rate  Scat  ions 
merger  proposals,  or  loan  applications  hav'e  typically  ^been  approvedCd  otTer 
action  taken  without  any  meaningful  examination  of  the  likely  impac?  on  serv 
ice  or  efficiency.  Likewise  there  has  been  no  follow-up-iio  aLssmei  ts  oFthe 
consequences  of  i^st  decisions.  This  essentially  static  and  unsysSdc  approach 
has  therefore  failed  to  arrest  deteriorating  performance.  Since  the  rSory 

rcoTsidrtrilrrj'  "'t  P-^^^^^^^^-  ^^^^^^^^  ^«  I-rformance  ogS 
f  lL,r  I     1  P''''^      ^^Z'"'^''  investments  or  rate  proposals  on  earnings 

there  has  been  no  incentive  for  the  railroads  to  change  operating  practicesfo 

futufe^aTu""  "''T  ^ff-ti^-^^^  -  to  more  refined  investment  chol  s  in  tl  e 
future  all  types  of  government  action  that  affect  the  railroads,  whether  in  the 

^Ha&p:^^^^^^^^^^^  ^^^"^^  "P-  their  eff^^? 

..di^it^;;sl-j;^.=^ 

not  been  demonstrated.  With  occasional  exceptions  rail  mer^rs  consum 
since  19.8  have  generally  fallen  far  short  of  their  claimed  cost  satr^rT  Bv 
expanding  the  size  of  the  sun-iving  firm  and  straining  alSy  oveSaS  man 
agerial  capacity  many  mergers  have  led  to  decreased  efficiency  and  a  weaker 
financial  posture.  In  considering  the  mergei-s  that  have  come  beUe  it  the  ICC 
has  failed  to  probe  cost  savings  claims  sufficiently  and  to  consider  ti  e  effect 
of  a  particular  merger  on  other  railroads  and  on  the  overall  nil [  transnort 
Jth"pirwreff^r'r         investigation  by  the  Comml^L  mustard 
wals  shCt  of  Lr!-?^      a  merger  coupled  with  an  assessment  of  alternative 
ways  short  of  merger  to  achieve  benefits.  Ultimatelv  a  chancre  in  the  law  mav  he 
required  that  places  a  heavier  legal  burden  on  applicants  to  deli  t  aHha^^ 

SaLs'thePc^"''  '"'^'*^'"'  ^^.-j^^P-tation  benefits  and  that  speJ  ficaHy 
Obligates  the  Commission  to  consider  a  particular  merger  in  liAit  of  its 
consequences  for  rail  transportation  as  a  whole  ^  ^ 

Despite  Its  many  complexities,  the  freight  car  "shortage"  relates  to 

renrren    thp  Hnof  ^^'""^ ^^^S^  ^^^^^^^  (general  purpose  box  cars 
represent  the  chief  exception),  the  growth  of  shii^per  and  leasin<r  comnmv 
supplH^d  cars  has  greatly  al]e^•iated  tlie  problem  of  providino-  S    al  iS  g 
rs  in  the  area  of  utilization-which  involves  making  ivailablMhe    ropei  mm 
ber  of  cai-s  at  the  right  place  and  time-that  serious  deficiencies  r  ma  n^  Gov^^ 
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ment  action  to  assist  the  industry  in  alleviating  car  shortages,  therefore,  is  likely 
to  be  m  Xected  if  it  aims  only  at  increasing  equipment  supply.  More  to  the 
nnint  would  be  an  effort  by  the  public  sector  to  aid  in  the  development  of  an 
Estry  w^^^^^^  s'ystem'^designed  to  improve  the  distribution  and  use 

'TJ3fiLnToi";hf  problems  of  the  railroads  reflect  the  lack  of  a  cohereiit, 
intesratLi  t^^^^^^  P^li^y     the  United  States.  Government  transporta- 

doSfframs-in  regulation,  financial  aid,  infrastructure  support,  and  other 
areaHave  grown  up^iecemeal  over  the  years.  That  they  are  often  uneven  and 
s^Smes  Ssistent  is  less  a  surprise  than  a  confirmation  of  their  patchquilt 
cWarter  Because  government  railroad  policy  has  grown  over  a  century,  rail 
franspor^at^on  t^idf  to  be  most  heavily  burdened  and  least  ffvored  by  exis  mg 
nSc  policies  Policy  changes  are  needed  in  such  areas  as  rate  regula  ion  (pai- 
fihrly  at  the  Federal  but  also  at  the  state  level)  and  financial  aid  that  wou  d 
increase  intramcxial  and  mtermodal  competition  and  achieve  greater  xmiformity 
between  the  modes.  Any  such  changes  in  policy  are  ^\^^kely  to  b^^^^^^^^ 
short-run  and  hence  their  consideration  must  not  be  allowed  to  obscure  t^etact 
Safthe  railroads  can  become  more  aggressive  transport  marketers  and  more 
efficient  operators  within  the  framework  of  existing  law. 
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AN  INTRODUCTION  TO  "THE  RAILROAD  PROBLEM" 

In  most  of  the  discussion  devoted  to  the  railroad  problem  in  the  United 
fetates,  there  is  a  continumg  tendency  to  oversimplify.  This  is  itself  one  of 
the  most  important  dimensions  of  the  problem.  It  leads  to  confusion  mis- 
understanding and  the  pursuit  of  policy  changes  which  are  o  en  me^efy 
symptomatic  and  indeed  sometimes  irrelevant  to  the  situation  ^ 
r...Ki  7^^  railroad  problem"  is  treated  as  if  there  were  only  a  single 

prob  em  unifoi-mly  applicable  to  and  descriptive  of  all  the  railroads  in  tlie 
^y,  •  seriously  confounded  understanding  of  the  issues, 

ihe  truth  IS  that  there  are  major  differences  among  individual  railroads  and 
regions  in  terms  of  financial  health,  operating  chamcteristics,  traffic  growSi, 
and  adequacy  of  investment,  as  well  as  other  factors.  If  one  is  to  grasp  the 
problem,  in  all  of  its  complexity,  and  thus  be  able  to  formulate  appropriate 
policy  responses,  it  is  critical  to  appreciate  these  differences 

Just  as  there  is  a  tendency  to  oversimplification  in  the  description  of  the 

Je™ed^tSh''fl^J"'  W  Z'^^^T  ^.PTP""^^*>:  P^rt  of  most  of  those  con- 

cerned with  the  subject  to  find  a  single  principal  explanation.  The  "devils"  are 
many,  bome  place  the  blame  on  government  policy,  others  point  at  labor,  still 
o  hers  single  out  railroad  management  for  most  of  the  responsibility.  Once  the 
cause  of  "the  problem"  is  identified,  the  policy  reactions  range  widely,  with 
s^nnnnfri^^  ^"^^  m  government  regulatory  policy,  for  additional  government 
support  to  compensate  for  mtermodal  inequities,  for  a  fundamental  overhaul  of 
abor  work  rules,  tighter  control  of  railroad  financial  practices,  and  so  forth 
through  a  litany  of  well-known  proposals.  ,     ^  i-oim 

Such  a  specification  of  causes  and  "solutions"  typically  leaves  out  other 
exfm'nt  changing  requirements  and  cSmands  of  shippers  Sr 

Even^  1  ?tw^  "^"'^^  mentioned  yet  they  are  a  powerful  shaping  influence. 
Even  less  attention  is  commonly  given  to  the  shifting  composition  of  the 
economy,  with  its  impaction  the  demand  for  rail  transportation.  Likewise 
the  manner  in  which  technology  changes  the  relative  quality  and  price  of 
fnSr  ^''"'^         ^^^^'^f  ^^thods  of  transportation-is  only 

infrequently  recognized  as  a  factor  of  large  consequence.  All  of  these  forces 

to  Te  rSads."  ^"^^^^^"^^^  ^^^P^^^  f^^hion  d^cribe  what  has  happened 
This  report  is  designed  to  review  and  explain  what  has  happened  to  the 
railroads  in  recent  years.  Its  principal  focus  is  on  the  post-World  War  II 
period  and,  in  particular,  on  developments  in  the  last  decade.  The  overall  ob 
SoJ^i7in7tW  fv.-"^''-''''''^^^  about  the  many  facets  of  the  railroad  problem, 
I  ^.  con^Plicates  the  matter  and  makes  more 

ilutLns  '^'^  "^^''^  approaches  and  long-r?nge 
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THE  RAILROAD  PROBLEM  IN  PERSPECTIVE 

I-r-tions  of  ^T^^^^S. 
the  United  States  since  1929,  1  \' ^^.o  1 1  t  facet  of  the  p  obkMn,  the  neces- 
Althou^h  each  ^-<^'f^;^^^^^^^^'^^^  sl^ht  will  be  lost  of 

sary  descnpt.ye  '^>«^^^  f  ,  '^^^^^^        It  would  be  useful  at  the  out- 

^^  :r:t^^::un;rJ:^-^-d^  i-u.  iu  an  elfc^  to  p.ov.de  some 
r^^:^..s  against  ^vh.ch^pee.f^  «  ,,,, 

A  4()-plus  year  survey  ot  the  '^.'"^ '  i^'}.'^,'  '  ,,).)()  tlu>  railroads  were 
has  fullv  matured  and  shows  sj,n,e  sions  o  ^  /j^  J.'^i  i\,ost  of  the 

widely  '  ^e;;-'"' *:>;:;'jnf,f;';:;:\:';™^^  ccnploto  data  wo,..  avaUablo  when 

ferent.  Mov.ns  only  a  I>"1<-  "»  ,        ..t/,'  ^s^cnVr^^^  tl,,.  railroads  were  no 

ings  have  corresponduigly  deteriorated  ar^^^  bN    -  O^^  -^j^^.^. 

strono-er  positions  of  roads  m  the  houtn  ana  wesi.  ^>ui       ,      ,    rbiHnp-  the 

pL  of  he  10TC|-s--tl.e  pertinent  factors  fall  into  two  major  group..  The  hist 
co^sbl  of  fol-ces  exienial  to  the  industry,  the  second  is  made  up  of  faetois 
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largely  within  the  control  of  railroad  management.  The  two  cannot  be  com- 
pletely isolated,  however,  and  indeed  much  of  the  story  of  what  has  happened 
in  railroading  in  the  last  four  decades  is  found  in  the  res])onse  to  chan<rinL' 
economic,  technological,  and  competitive  forces.  This  is  not  just  a  oues^tion 
tor  management,  though,  for  public  policy,  notably  regulation,  has  limited 
some  types  of  responses  and  conditioned  the  environment  in  a  manner  that 
has  been  less  favorable  to  innovation  than  the  ocx;asion  has  required. 

Looking  first  at  the  external  forces,  the  American  economy  has  un(|er<>-one 
major  changes  that  have  had  a  profound  impact  on  the  railroads.  Tlie  economy 
has  grown,  though  unevenly  (and  the  railroads,  like  most  of  transportation 
remain  higlily  sensitive  to  cyclical  gyrations),  but  most  importantly  it  has 
changed  (and  will  continue  to  change)  significantly  in  its  composition  The 
mining/torestry/agricultural  sectors,  which  have  long  been  the  primaiT 
generators  of  rail  freight  traffic,  have  declined  in  relative  importance  with 
their  rates  of  growth  generally  lagging  behind  the  overall  rate  of  economic 
expansion.  Faster  rates  of  growth  have  come  in  manufacturing,  but  tlie  rail- 
.  roads  have  been  unable  to  adjust  their  service  to  attract  this  traffic  (and 
revenue)  needed  to  oti'set  the  relative  losses  sustained  due  to  the  slower  irrowth 
m  the  low-value  bulk-goods  sectors. 

Meanwhile,  other  modes  of  transportation— in  part  becau.se  of  their  tech- 
nological advances,  in  part  because  of  the  provision  of  government  infrastruc- 
ture—have provided  increasingly  tough  competition  for  tlie  railroads  The 
inland  waterway  operators  and  the  pipelines  have  diverted  some  bulk  traffic 
and  the  trucks  have  taken  a  large  share  of  higher-valued  manufactured  goods 
traffic.  1  inclied  from  both  sides,  tlie  railroads'  position  has  [)een  weakened 
witli  tlie  greatest  liarm  coming  m  the  manufactured  goods  area  since  here  the 
rates  of  growth  m  output  (and  thus  in  traffic)  have  been  the  fastest  (and 
promise  to  be  so  in  the  future)  and  the  yields  are  the  most  substantial  Here 
also  though,  competition  is  intense  because  service  factors  (speed,  schedule 
reliability  etc.)  are  substantial,  often  even  more  so  than  tariffs.  This  test  has 
become  all  the  more  difficult  for  the  railroads  as  the  technological  and  .Geo- 
graphic texture  of  the  economy  has  been  altered,  affecting  intramodal  as  well 
as  mtermodal  transport  relationships.  Patterns  of  output  have  changed  as 
with  coal  production,  and  in  its  share  of  the  economy  the  Northeast  has  lost 
ground  to  the  South  and  West.  For  some  railroads  this  has  been  markedly 
debilitating,  for  othei-s  it  has  been  a  key  to  expansion,  riianging  technoloo-y 
has  had  a  different  sort  of  effect,  reducing  the  demand  for  transportation 
through  new  production  techniques  and  the  substitution  of  lower-weiffht 
commodities.  ^ 

All  of  these  changes  have  presented  the  railroads  with  new  challen'res, 
requiring  innovative  responses  that  often  have  not  been  forthcoming.  A  partial 
(and  only  a  i)artial)  explanation  for  this  is  found  in  government  policy,  which 
in  this  century  has  tended  to  favor  non-rail  transportation  and  perpetuate  a 
regulatory  climate  that  is  hostile  to  experimentation.  Water,  air,  and  lii<rliway 
transport  have  been  substantially  aided  througli  public  investment,  at  littfe 
or  no  user  cost,  in  infrastructure  systems  (waterways,  airports  and  airways, 
highways).  Not  only  have  the  railroads  had  to  make  such  investments  on  their 
own  but,  more  importantly,  they  have  had  to  tackle  what  is  essentially  a  system 
pro()lem  through  piecemeal  investment  approaches.  This  has  hampered  them 
because  it  has  prevented  the  development  of  a  truly  integrated  and  efficient 
tixed-capital  system  (track,  terminals  and  vards, '  telecommunications  and 
control  facilities,  etc.). 

On  the  regulatory  side  exi.sting  government  controls,  at  the  State  as  well 
as  the  federal  level,  continue  to  be  more  oriented  to  the  protection  of  the 
transport  status  quo  than  to  the  creation  of  an  environment  favorable  to  chancre 
While  the  initiative  inevitably  must  lie  with  the  railroads,  their  growth  de- 
pends on  their  ability  to  compete  more  effectively  with  the  other  modes  This 
demands  more  sophisticated  marketing,  more  aggressive  rate-setting  and  the  in- 
auguration of  service  innovations.  Such  approaches  require  a  synii)athetic  cli- 
mate, one  that  reacts  promptly  to  proposals  and  that  reflects  a  willingness 
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to  permit  experimentation.  Existing  regulation  is  almost  a  contradiction  of 
these  essential  features.  It  is  slow,  cumbersome,  passive,  and  protective— quali- 
ties that  reflect  deeply  ingrained  legal  standards,  cumulative  regulatory  atti- 
tudes, and  a  status  quo  outlook  that  permeates  the  entire  transport  environ- 
ment. I     £  A 

As  important  as  outside  factors  are,  many  of  the  causes  are  to  be  tound 
within  the  industry  itself.  Given  the  changes  in  the  composition  of  the  economy 
and  in  technology  that  have  taken  place,  it  was  inevitable  that  the  railroads 
would  see  their  share  of  the  intercity  transport  market  decline.  Still,  there  is 
good  reason  to  think  that  it  has  deteriorated  more  than  would  have  been  the 
case  if  there  had  been  a  closer  tailoring  of  service  and  rates  to  evolving  market 
conditions.  On  many  products  carried  in  large  volume  by  the  railroads,  rates 
appear  barely  to  cover  costs,  let  alone  reflect  demand  considerations.  In  other 
areas  much  traffic  has  been  lost  to  other  modes,  not  because  of  their  inherent 
superiority,  but  because  the  combination  of  rates  and  services  offered  by  the 
railroads  has  been  inferior.  This  has  been  particularly  true  in  the  manufactured 
goods  sector  where  other  modes,  notably  trucks,  have  prospered  as  a  consequence 
of  rail  service  shortcomings. 

The  question  of  service  has  its  roots  in  efficiency  and  even  more  fundamen- 
tally in  the  utilization  of  capital.  It  is  here  in  fact  where  the  financial  as  well  as 
the  marketing  implications  have  been  the  most  pronounced.  Ordinary  income, 
for  example,  fell  steeply  by  49  per  cent,  between  1960  and  1970.  However,  in 
this  ten-year  period  the  rail  share  of  intercity  freight  traffic  fell  only  from 
44  to  40  per  cent  and  net  operating  revenue  (the  difference  between  operating 
revenue  and  operating  expenses)  actually  rose,  by  almost  20  per  cent.  The 
principal  explanations  for  the  gap  between  rising  net  operating  revenue  and 
sharply  falling  ordinary  income  are  found  in  those  factors  relating  to  invest- 
ment. In  1960-1970  the  railroads'  aggregate  capital  outlays  totaled  more  than 
$14  billion.  After  1965  these  outlays  exceeded  cash  flow,  which  meant  increased 
borrowing  (at  rising  interest  rates)  and  greater  reliance  on  the  lease  of  equip- 
ment. The  resulting  increases  in  fixed  charges  (up  $216  million)  and  equipment 
rentals  (up  $415  million)  combined  to  produce  the  sharp  reduction  in  ordinary 
income  from  $445  million  in  1960  to  $227  million  in  1970. 

Because  the  railroads  are  such  a  highly  capital  intensive  industry  the  pro- 
ductivity of  investment  becomes  the  key  to  the  industry's  financial  position. 
The  pattern  of  the  1960's  illustrates  the  point.  From  about  1960  through  the 
middle  of  the  decade  railroad  capital  productivity  improved,  albeit  slowly,  with 
more  output  and  more  revenue  being  squeezed  out  of  the  investment  dollar. 
Moreover,  as  capital  was  substituted  for  labor,  labor  productivity  also  gained 
and  the  share  of  revenue  going  to  labor  declined,  leaving  a  bigger  distributional 
share  for  fixed  charges  that  contributed  to  rising  earnings.    ^      .     •  , 

After  1966,  however,  there  were  reverses  on  all  fronts  related  to  produc- 
tivity The  economy  began  to  slow  and  just  as  it  did  the  railroads  sought  and 
won  sizable  general  rate  increases.  The  effect  of  these  two  forces  was  a  reduc- 
tion in  rail  traffic  expansion.  At  the  same  time,  rail  capital  outlays  continued 
at  a  substantial  level,  but  unlike  the  early  part  of  the  1960's  productivity 
slumped  badly.  The  labor  share  began  to  rise  and  on  the  capital  side,  instead 
of  frettincr  more  from  their  investment,  the  railroads  began  to  get  less.  In  19bb, 
for^xample,  the  ratio  of  rail  net  investment  to  net  railway  operating  income 
was  181  per  cent  of  the  1960  base,  but  by  1969  it  had  fallen  to  110  and  by  1970 

it  was  down  to  81.  .    ,       -,  •       i.  j    •    .e  ;„i.+ 

To  a  considerable  extent  railroad  capital  productivity  is  a  study  m  freight 
car  utilization  since  freight  cars  constitute  the  biggest  continuing  form  of  new 
investment.  In  this  critical  area  utilization  has  improved  slowly  and  sporad- 
ically During  the  1960's,  for  example,  net  ton  miles  per  freight  car  day,  a 
commonly-used  index,  rose  at  an  annual  average  rate  of  about  three  per  cent 
(but  the  gains  from  1967-1970  were  only  about  half  those  m  1960-1966). 
Sienificantly  most  of  this  improvement,  modest  as  it  was,  came  from  increases 
in  average  car  size  and  in  the  length  of  the  average  haul  rather  than  from  better 
management  of  the  freight  car  fleet  itself.  Indeed  by  several  tests  freight  cars 
were  being  used  less  intensively  in  1970  than  in  1960.  Turnaround  time  m  1970 
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was  about  the  same  as  in  1960,  the  proportion  of  empty  to  loaded  car  miles 
had  gone  up,  and  average  train  speed  had  remained  constant.  It  is  striking 
that  in  the  course  of  a  year  the  average  freight  car  covers  only  about  20,000 
miles  in  revenue  service  (a  highway  truck  trailer  covers  more  than  three  times 
as  many  miles)  and  is  generating  freight  revenue  only  about  five  per  cent  of 
the  time. 

Poor  utilization  of  freight  cars  brings  us  back  to  the  issue  of  marketing, 
thus  demonstrating  the  interdependence  of  the  railroad  problem.  One  key  reason 
why  shippers,  particularly  those  engaged  in  the  movement  of  higher-valued 
products,  fail  to  use  rail  service  is  that  they  find  it  unreliable,  slow,  and  tinged 
with  other  cost-increasing  characteristics.  Car  availability  cannot  be  well  sched- 
uled, loading  and  unloading  thus  become  protracted  and' inefficient,  and  transit 
times  vary  widely  from  estimates.  The  evidence  is  that  these  conditions  stem 
primarily  from  deficient  management  of  the  fleet,  not  from  a  general  shortage 
of  rolling  stock.  The  shipper's  aim  to  have  greater  reliability  in  car  supply 
and  quicker  turnaround  is  but  the  complement  of  the  railroads'  necessity  of 
gaining  better  utilization  and  improved  productivity  from  their  investment. 
Improved  management  of  capital— putting  it  to  more  intensive  use— is  as 
essential  to  better  railroad  earnings  as  it  is  to  the  broader  marketing  of  rail 
service.  This  consideration  cannot,  though,  be  separated  from  questions'of  rate- 
setting  and  regulatory  policy,  for  without  finer  tuning  of  rates  and  a  reo-u- 
latory  climate  conducive  to  innovation,  the  railroads  cannot  make  the  changes 
necessary  to  improved  investment  utilization  and  enhanced  service  quality. 

This  introductory  review  will  serve  to  provide  a  larger  context  in  which 
to  view  tire  following  assessments  of  more  specific  dimensions  of  the  railroad 
problem.  The  following  section  looks  at  the  changing  economic  environment, 
with  the  succeeding  sections  examining  railroad  revenue  and  earnings,  invest- 
ment, efficiency,  marketing,  and  public  policy. 
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LONG-RUN  TRENDS  IN  RAIL  TRANSPORTATION:  THE  SHAPING 

FORCES 

To  find  out  how  the  nations  railroads  readied  the  position  they  are  in 
.  >  i..r,t  th  >  o utsi't  a  lon.r-term  assessment  of  trends  m  the  economy 

':;Kf^nT  d  mi  U  fo^  ^  t  al'i^K;^  In  the  transportation  sector  major 
c  i4iS     M       quickly.  Investments  are  large  and  substantially  fixed  n 

^  aS-  part  S  lirlv  n  the  dexelopment  of  the  necessary  mfrastruc  ure.  It 
HkS  tak^  an^o  ten  decades,  to  develop  even  a  shigle  transportation  elemeii  , 
vheThir  ifbe  a  railroad  line,  an  inland  waterway,  a  highway  eonn>lex,  a  pipe^ 
ne  m  a  svste.n  of  airports  and  airways.  So  large  are  these  I'l^-^'^*;" '^^^s  that 
ev  influence  the  use  of  land,  the  location  of  industry,  tlie  shape  of  the  apph- 
c  I  e  ma  kK  area,  and  other  dimensions  of  economic  and  social  activit 

Powerf  ,1  though  the  impact  of  transportation  on  the  f  <>'^«^y/"d  the 
society  s  tnnsportation  remains  a  service  function  It  must  respond  to  and 
i^e  Sblv  be  affected  by  changes  m  tlie  economy,  in  the  location  of  population, 
and  n  till  Schno  ogical  envirSnment.  No  transportation  mode  is  ini.nune  from 
hese  a  -e  shapinj  forces  and  to  a  considerable  extent  the  continued  vitality 
o  am  simde  t^^^^  sector  depends  on  its  ability  to  adjust  o  changing 

cirJimilt^l^ces.  For  some  change  means  expansion,  for  others  contraction,  but  for 
nil  it  necessitates  constant  adiustment.  i    ^  j  j. 

To  see  mv  the  raihoads  have  been  affected  by  and  haye  adapted  to  a 
chanffincr  nation  calls  for  a  look  at  what  has  been  happening  in  the  economj. 
In  l^tl^^^^^^^  were  the  nation's  principal  form  of  transportation,  haul- 
mg  about  75  per  cent  of  intercity  freight  and  were  the  principal  onn  o  p^^^^^^^^^^^ 
travel  outside'  of  urban  areas.  That  year  the  railroads  originated  ^^^l^^'^^^^'l 
of  freight,  nearly  as  much  as  in  1970.  From  a  financial  st^/^^PJi-^^  l^^j^^^^'^f^ 
distincflv  profitable  year.  Railroad  net  income  was  nearly  $900  million  an 
amount  Lc^^^^^^^  in  only  two  year^  (1955  and  1D66)  despite  depreciation 

'Todtv! "the  railroads  have  lost  their  preeminent  role  "\ 
portatioit.  They  account  for  only  40  per  cent  of  intercity  freight  ton  m^^es  hey 

re  ^most  con^pletely  out  of  tiie  intercity  rail  l---^^^  ^^^^^^ 
course,  insofar  as  they  provide  operational  support  for  A^M  FRAK)  ,  and.  as  a 
group,  their  earnings  and  financial  position  have  deteriorated. 

OVKRALL  ECOXOMK-  (iUOWTIl  AND  TRANSPORT  DEMAND 

To  explain  what  has  happened  in  the  43  years  between  1929  and  1972,  one 
must  look  to  a  number  of  factors,  among  which  many  of  the  more  important 
are  found  in  the  changing  pattern  of  the  U.S.  economy.  In  the  aggregate  the 
e^onon  has  grown  mpidlV  (though  unsteadily),  but  its  makeup  has  been 
ma  ena^ly  alte^-ed  and  in  a  way  that  has  been  unfavorable  from  the  standpoint 
Tthe  railroads.  Growth,  cyclical  instability,  and  change  have  been  the  primary 

economic  forces  at  work.  ,  ^    ^-  n     •       fu„  n.^A 

The  Vmerican  economy,  though  expanding  substantially  since  the  end  ot 
World  War  II  (the  real  rate  of  GXP  growth  has  averaged  nearly  four  per 
cent  a  year  since  1947).  has  followed  an  uncertain  course.  This,  too,  severelv 

affects  all  forms  of  transportation.  Partic"^'^^iVjl^,^-^iJr?"?^ll'\^^' ^Tfi? 
there  have  been  five  recessions-in  1948-1949,  1953-19o4,  19o<-19o8,  1960-1961 
and  1969-1970.  In  each  the  economy  has  slowed  sharply  or  actua  ly  contiacted 
and  in  each  case  there  has  been  a  decline,  of  even  mo^-%P™"«"'^^^^^^^;^;;^'|''j,;" 
freight  transportation.  The  volume  of  intercity  freight  movement  fell  duung 
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each  of  the  post- World  War  II  recessions.  The  cyclical  impact  was  more  sev ci  elv 
^.x^T?^/^'l^  railroads  than  by  the  other  modes.  In  19r)7-li)a8,  for  example,  the 
(jJNF  declined  about  one  per  cent;  intercity  freight  ton-miles,  howovcr  declined 
13  per  cent  and  radroad  ton-miles  fell  by  10  per  cent. 

The  more  recent  recession  is  but  anotliVr  vivid  illustration  of  this  phenom- 
enon. When  the  economy  began  to  slow  late  in  1908  and  when  it  finally  entered 
a  period  of  outriglit  recession  in  late  railroad  traffic  fell  off  inaikedly 

Kevenue  car  loadings  declined  in  IDGS)  and  then  fell  even  more  sharply  in  1970 
As  will  be  noted  m  later  sections  of  this  repoi-t,  the  effects  were  even  more 
pronounced m  terms  of  levenue,  earnings,  and  finance.  One  important  lesson 
ot  this  cyclical  experience  is  that  great  care  must  be  taken  in  inferriii<r  from 
short-run  circumstances  any  major  long-term  implications.  Just  as  in  the  case 
ot  the  airlines,  the  railioads  are  hui-t  badly  by  recession,  but  as  the  economy 
again  begins  to  expand  railroad  net  revenue  and  earnings  climb  (luickly 

From  the  standpoint  of  overall  growth,  the  American  economy,  as  meas- 
ured in  real  1958  dollars,  has  increased  more  than  three  and  a  half  tunes  in  size 
since  1929.  Despite  an  increase  m  population  of  about  85  million  people  per 
capita  disposable  personal  income  has  more  than  doubled.  With  impro\edV'o- 
ductivity  and  with  additional  investment,  the  value  added  by  manufacturinij 
has  increased  nearly  seven  times  (in  current  dollare)  since  1929.  Industrial  pro 
duction  has  expanded  more  than  four  times.  As  will  be  noted  1k>Iow.  this  record 
thougli  impressive  when  measured  in  (JNP  terms,  masks  important  chancres  in 
us  composition.  *^ 

TABLE  l.-GROSS  NATIONAL  PRODUCT  AND  INTERCITY  RAIL  FREIGHT  TRAFFIC,  SELECTED  YEARS,  1939-70 


Gross  national  product  Industrial  production 


Total  intercity 
freight  ton-miles 


Railroad  originated 
tonnage 


Railroad  revenue 
ton-miles 


Year 


Billions  1947  =  100  1967  =  100  1947  =  100     Billions  1947  =  100    Millions  1947  = 


100    Millions  1947  = 


Rail  share 
of  intercity 
—  freight 
ton-miles 
100  (percent) 


1970   720.  0 

1969   724. 7 

1968..   707.  2 

1967   675. 2 

1966   658. 1 

1965   617. 8 

1964   581. 1 

1963   551. 0 

1962   529. 8 

1961   497.2 

1960   487. 7 

1959   475. 9 

1958   447.  3 

1957   452.  5 

1956   446.  1 

1955   438  0 

1954   407.0 

1953   412.8 

1952   395. 1 

1951   383.4 

1950   355.  3 

1949   324. 1 

1948   323  7 

1947   309. 9 

1946   312.6 

1945   355.2 

1944   361.3 

1943   337.1 

1942   297.8 

1941   263.  7 

1940   227.  2 

1939   209. 4 


232 
234 
228 
218 
212 
199 
187 
178 
171 
160 
157 
154 
145 

m 

144 
141 
132 
133 
128 
124 
115 
105 
105 
100 
101 
115 
117 
109 

96 

85 

73 

68 


106.0 
109.  3 
104.7 
100.0 
98.9 
90.  7 
83.7 
78.6 
74.8 
69.4 
68.8 
66.8 
59.3 
63.7 
63.  2 
61.1 
54.3 
57.7 


53, 

51. 

47. 

40, 

43. 

41. 

37. 

44.6 

51.7 

52.4 

43.8 

35.7 

27.8 

24.2 


254.8 
262.  7 
251.7 
240.4 
237.7 
218.0 
201.2 
188.9 
179.8 
166.8 
165.4 
160.6 
142.5 
153.1 
151.9 
146.9 
130.  5 
138.7 
128.  1 
123.6 
113.9 
98.  3 

104.  1 
100.0 

90.4 
107.2 
124.3 
126.0 

105.  3 
85.8 
66.8 
58.2 


1,925 
1,901 
1,834 
1,765 
1,732 
1,648 
1,  536 
1,463 
1,393 
1,327 
1,326 
1,295 
1,215 
1,352 
1,360 
1,278 
1, 124 
1,204 
1, 144 
1, 178 
1,063 
916 
1,045 
1,019 
904 
1,027 
1,088 
1,031 
929 
772 
619 
544 


40. 1 
41.0 
41.2 
41.4 
43.0 
43.3 
43.2 
43.3 
43.8 
43.5 
44.  1 
45.3 
46.0 
46.9 
48.4 
49.  5 
49.6 
51.0 
54.4 
55.6 
56.2 
58.3 
61.9 
65.3 
66.6 
67.2 
68.7 
71.  3 
69.5 
62.4 
61.3 
62  3 

Transportation,  too,  has  grown  rapidly  over  the  last  four  decades,  but  not 
?al Af^  '^'xi'  '''''^  economy.  Tables  1  and  2  show,  for  example,  that  since 
l.)4,  the  Cx^ P  increased  1:52  per  cent  through  1970.  Intercity  freiglit  ton  milea<re, 
by  all  modes,  however,  increast>d  only  89  per  cent.  There  has  been  a  somewhat 
closer  correlation  between  intercity  freight  traffic  and  the  GXP  since  about 
IJbO,  but  It  IS  one  in  which  the  railroads  have  not  fully  participated 


188.9 
186.6 
180.0 
173.2 
170.0 
161.7 
150.7 
143.6 
136.  7 
130.  2 
130.1 
127.  1 
119.2 
132.7 
133.5 
125.4 
110.3 
118.  1 
112.3 
115.6 
104.  3 
89.9 
102.6 
100.0 
88,7 
100,  8 
106.8 
101.2 
91.2 
75.8 
60.8 
53.4 


1,457 

94.7 

762,  431 

116.4 

1,473 

95.8 

767,841 

117.3 

1,431 

93.4 

744,  023 

113.6 

1,408 

91.6 

719,498 

109.9 

1,449 

94.2 

738, 395 

112.8 

1,  387 

90.2 

697,878 

106.6 

1,355 

88. 1 

658, 639 

100.6 

1,285 

83.6 

621,737 

95.0 

1  234 

80.2 

592,  862 

90.6 

1,  194 

77.6 

563,  361 

86. 1 

1,241 

80.7 

572,  309 

87.4 

1,232 

81.  1 

575,  529 

87.9 

1, 190 

77.4 

551,667 

84.  3 

1,38C 

89.7 

618,  194 

94.  4 

1,447 

94.  1 

647,077 

98.8 

1,396 

90.8 

623,615 

95.3 

1,224 

79.6 

549, 259 

83.9 

1,384 

90.0 

605,813 

92.5 

1,383 

89.  1 

614,754 

93.9 

1,477 

96.0 

546.620 

98.8 

1,  354 

88.0 

588,  578 

89.9 

1,227 

79.8 

526,  500 

80.4 

1,507 

98.0 

637,917 

97.4 

1,538 

lOC.O 

654,  728 

100.0 

1,367 

88.9 

591,982 

90.4 

1,425 

92.7 

681,001 

104.0 

1,491 

97.0 

737,  246 

112.6 

1,481 

96.3 

727.075 

111.0 

1,421 

92.4 

637,983 

97.4 

1,228 

79.8 

475,672 

72.7 

1,009 

65.6 

373,253 

57.0 

902 

58.7 

333,438 

50.9 
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TABLE  2 -RELATIVE  SIGNIFICANCE  OF  TRANSPORTATION  IN  THE  ECONOMY.  SELECTED  AGGREGATIVE 

MEASURES,  1950-70 


Year 


1950.. 
1955. 
1960. 
1965.. 
1966.. 
1967.. 
1968.. 
1969. 
1970. 


GNP 
(constant 
1958  dollars) 

Ton-miles  of 
intercity  freight 
per  dollar  of 
GNP  (constant 
dollars) 

GNP  in 
billions 
(current 
dollars) 

intercity  freight 
revenue  per  $100 
of  GNP 
(current 
dollars) 

355.3 
438.0 
487.7 
617.8 
658.1 
675.2 
706.6 
724.7 
720.0 

2.992 
2. 9C9 
2.694 
2.651 
2. 655 
2.614 
2.601 
2. 623 
2.674 

284.8 
398.0 
503.7 
684.9 
749.9 
793.9 
864.2 
929. 1 
974.1 

5.710 
5. 212 
5.  233 
5.  232 
4. 953 
4.  983 

Source:  Economic  Report  of  the  President  and  Transportation  Assoc.ation  of  America. 

Since  1947  railroad  revenue  ton-miles,  despite  an  increase  in  the  average 
len  J  of  hau  ;  have  increased  only  about  16  per  cent  as  compared  wi  h  a 
lengtn  or  nam  j  .  ^^^^^  industrial 

^'""^  Hon  Wi?h  tot.l  n?ercitv  freight  traffic  up  89  per  cent  from  1947  to 
^^:io^:^  o^  ^^^^d  fi^ight  traffic'ha^s  led  to  a  large  reduction 
in  tt   .11  si  are  of  intercity  transportation.  In  1947  the  railroads  carried  65 

er  nt  of  Th  nat  on's  intercity  freight  (measured  in  ton-miles)  ;  by  1954  the 
^1  sharrhad  declined  below  half  and  then,  somewhat  more  gradua  ly,  con- 

h  ued^o  si  ril  so  1^^  1970  railroads  carried  only  about  40  per  cent.^  During 
r^oiid  tO  freight  volume  was  rising  somewhat  more  slowly 

'  b     noMn  c  rmo^  so)  than  the  economy,  the  railroads  were  experiencing  a 
sicr  irant  de  erioration  in  their  share  of  the  nation's  freight  transportation 
¥ge  r  portion  of  intercity  movements  has  f^^^^dramatical  y  in  the  last  25 
vears    hough  the  rate  of  decline  slowed  considerably  during  the  1960  s 
'      is  for^oersonal  travel,  the  railroads,  onc|  the  f'^^^Y^'/^^^, 
cariiage  have  now  essentially  left  the  business.  Smce  the  ^'^^  of  ^  «[J ^^^^^^^^^ 
Uieir  significance  sharply  declined.  In  1947  they  accounted  for  47  b     on  mter^ 
Htv  nissenffer  miles;  bv  1970  they  accountecl  for  less  than  11  bil  ion,  witn 
nearl    S^^^^  this  made  up  of  commutation  traffic.  The  car,  the  plane  (and 
especially  the  jet),  and,  to  some  extent,  the  bus  have  absorbed  most  of  the  per- 
sonal  travel  market. 

CHANGING  COMPOSITION  OF  THE  ECONOMT 

From  the  standpoint  of  freight  traffic,  the  railroads' graduaUo^^^^^ 
is  explained,  in  part,  by  the  changing  composition  of  the  economy.  In  r^<^ent 
decades  the  mix  of  the  American  economy  has  beeTi  greatly  '^^^^^f  ^.  This  can 
be  seen  in  several  ways,  but  the  basic  trends  have  been  a  g^^^^h  m  the  sort 
wire""  sectors  (services,  finance,  government),^  a  decline  m  the  relative  signifi- 
c^^ce  of  IgrlcuTtur^^^  minin|,  and  a  shift  in  the  manufacturmg  category 
from  lower  to  somewhat  more  higher  valued  goods. 

iFor  distribution  of  iriterclty  freight  by  mode  Iff  ^rfbte  a'-I"'''^'  '^"^'^ 

'  For  breakdown  of  GNP  by  major  sectors,  see  Appendix,  Table  A  ^. 
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As  shown  in  Table  3,  the  ao^rioulturo,  forestry,  and  niinincr  sectors  origi- 
nated more  than  12  per  cent  of  tlie  country's  ^ross  product  in  1929.  The  finance, 
services,  and  government  sectors  to<;ether  originated  about  2(1  per  cent.  By 
1965  the  sliare  accounted  for  by  the  latter  had  increas<>d  to  more  than  30  per 
cent  while  the  agriculture/forestrv/niinino:  sectors  together  were  down  to  only 
about  SIX  per  cent,  or  less  than  half  of  what  it  had  been  in  1929  The  si^r- 
nificance  of  this  is  that  liistorically  the  railroads  have  been  heavily  dependent 
on  agriculture  and  mining  as  sources  of  traffic.  By  coiitra.st,  the  software  aiva 
creates  little  direct  demand  for  transportation  and  practically  none  for  the 
railroads.  To  put  it  differently,  those  areas  of  the  economy  upon  which  the  rail- 
roads have  been  moie  heavily  dependent  are  now  among  the  more  slowly  grow- 
ing while  the  more  actively  growing  sectors  create  little  dcMnand  for  rail  t^rans- 
portation.  Tins  has  clearly  been  one  of  the  more  critical  e.xternal  problems 
tor  the  railroad  industry,  and  projections  to  1980  show  that  it  is  likely  to  remain 
so  in  the  future  (see  Table  4). 

TABLE  4.-PR0JECTED  RATE  OF  GROWTH  TO  1980  AND  DISTRIBUTION  OF  GROSS  PRODUCT  ORIGINATING  t,  1%5, 1968,  PROJECTED 

TO  1980,  BY  MAJOR  ECONOMIC  SECTOR 


_      .  .    .    ,        ,  Distribution  of  gross  product  originating 

Projected  rate  of  growtti     '  * 

1968-80  period  I9g0 

Services  economy           Durables  economy                              Services  OuTables 

3-percent     4-percent     3-percent  4-percent                        ^sTeTcem  ^f-ll^ce^t 

Major  sector                                     ""«'"Pl<'y;    unemploy-  unemploy-                        unemploy  unemploy- 

"lent          ment          ment  ment      1965      1968         ment  J  nient 


Total    4.3  4  2 


Agriculture,  forestry,  fisheries.  3  4  33 

Mining.  _   3  0  2  9 

Construction    47  ^  g 

Manufacturing    4^1  ^'q 

Transportation,  communications 

and  public  utilities    53  52 

Wholesale  and  retail  trade   4' 5  4' 5 

Finance,  insurance,  and  real  estate.  5  1  50 
Services,  including  household 

services...    4  6  45 

Government,  including  government 

enterprises   _   2  6  2  5 


'  Gross  product  originating  is  the  value  added  by  each  sector  to 
the  total  product, 
2  Distribution  at  4-percent  unemployment  is  identical. 


4.3 

4.2 

100.0 

100.0 

100.0 

100.0 

3.2 

3.  1 

3.7 

3,1 

2.9 

2.8 

2.9 

2.8 

1.7 

1.6 

1.4 

1.4 

4,9 

4.8 

5.  1 

4.6 

4.8 

4.9 

4.4 

4.3 

28.2 

28.5 

27.8 

28.8 

5.2 

5.2 

8.2 

8.5 

9.5 

9.  5 

4.6 

4.  5 

16.5 

16.5 

17.0 

17.0 

4.9 

4.8 

13.4 

13.5 

14.8 

14.5 

4.3 

4.  3 

11.0 

11.0 

11.4 

11.  1 

2.4 

2.3 

12. 1 

12.4 

10.2 

9.9 

Note:  Detail  may  not  add  to  total. 

^-^^  Economy  in  1980,  Department  of  Labor  8LS 
nil.  1673,  pp.  10  and  11. 


The  significance  of  difl^erent  rates  of  growth  among  various  parts  of  the 
economy  can  best  be  appreciated  by  looking  at  some  key  commodities.  Table  5 
lists  tliose  product  groups  winch  account  for  about  90  i)er  cent  of  rail  frei^^ht 
tonnage  and  for  75  per  cent  of  railroad  freight  revenue.  As  one  can  see  most^of 
of  tliese  groups  have  grown  only  slowly,  lagging  beyond  the  overall  rate  of 
economic  growth. 

TABLE  5.-PAST  AND  FORECAST  RATES  OF  GROWTH  IN  OUTPUT  OF  MAJOR  COMMODITY  SOURCES  OF  RAIL  FREIGHT  TONNAGE 

1957-80 


STCC  Commodity 


11 
14 

01 
10 
20 
24 
33 
32 
28 
26 


Coal   

Stone   

Farm  commodities  

Metallic  ores  

Food  products  

Lumber.  

Primary  metal  products. 

Cement.   

Chemicals  

Pulp  and  paper 
GNP..  


Share  of 
tonnage, 
average 
percentage, 
1964-68 


Approximate  annual  average 
rate  of  growth 


1957-€5 
actual 


1965-80 
forecast  ' 


26.3 

0.0 

1.7 

12.5 

4.2 

4.4 

9.2 

1.7-2.7 

2.  6-2.  9 

8.3 

0.  1-2.  3 

2.  9-4.  9 

7.1 

4.4 

2.9 

6.5 

2.3 

3.6 

6.2 

1.9 

2.3 

5.4 

4.0 

4.2 

5.4 

6.  0-9.  0 

5.  3-6.8 

2.7 

4.3 

4.8 

3.9 

4.  7 

a  du;/bi;^g'o^^!,\|^^onry"^w':,"h  4^p'?;ce'n?2n?mXy:er^':e"'T'h°:  '""'"^  °' 


U.S.  Economy  in  1980,"  Bureau  of  Labor  Statistics  Bull.  1673 
table  A-U  (1970). 
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Take  coal  as  a  key  example.  It  accounts  for  more  than  one-fourth  of  rail 
tonnage  and  generates'  about  12  per  cent  of  railroad  revenue.  Its  importance  is 
thus  obvious,  vet  coal  production  has  dwindled.  With  1957-1959  equal  to  100, 
U  S  coal  production  is  now  only  about  equal  to  what  it  was  m  19o6  and  is  tar 
below  the  production  levels  achieved  in  the  early  post  war  years  194 (-1948  (the 
index  then  was  approximately  150).  One  reason  for  this  has  been  the  chan^ng 
use  of  energy  sources  for  electricity  generation  and  for  other  purposes.  As 
a  percentage  of  total  energy  in  North  America,  Japan,  and  W^tem  Europe 
(an  appropriately  large  market  since  about  ten  per  cent  of  U.S.  production 
is  now  exported)  coal  supplied  55  per  cent  in  1950,  only  37  per  cent  m  1960 
and  an  estimated  25  per  cent  in  1970.  Future  forecasts  of  coal  usage  indicate 
that  while  aggregate  coal  consumption  will  rise  in  absolute  amounts,  its  con- 
tribution to  total  energ>'  requirements  may  well  continue  to  fall,  though  at  a 
slower  rate  than  in  the  recent  past.  ^„„f^«, 
The  diminishing  relative  economic  significance  of  the  raw  materials  sectors 
and  the  increasing  importance  of  the  software  areas  have  left  manufacturing 
with  a  slightly  larger  share  of  total  economic  activity.  In  some  cases  rapid 
industry  growth  has  been  helpful  to  the  railroads  because  they  carry  a  sigiuh- 
cant  share  of  the  traffic.  This  would  be  true  of  chemicals  or  paper.  On  the  whole, 
however  developments  have  been  disadvantageous  to  rail  movement  1  he  key 
facts  relate  to  the  relatively  faster  rates  of  growth  in  industries  where  the  goods 
produced  are  usually  higher  valued.  Tables  6  and  7  contain  the  basic  data  These 
statistics  show  that 'the  most  rapid  rates  of  growth  have  been  in  products,  such 
as  computers,  which  are  of  high  value  relative  to  size  and  bulk  and  which 
generate  little  transport  demand  relative  to  their  final  value. 

TABLE  6.-C0MPARATIVE  GROWTH  RATES  FOR  MAJOR  INDUSTRIES.  1947-65  AND  PROJECTED  1965-80 

[Average  annual  rates  of  change  of  domestic  output  at  producers  value  in  1968  dollars]   ^ 


1965-80 


Services  economy 


Industry  name  and  number 


1947-65    1947-57  1957-65 


3-percent 
unemploy- 
ment 


4-percent 
unemploy- 
ment 


Durables  economy 

3-percent  4-percent 
unemploy-  unemploy- 
ment ment 


Agriculture,  Forestry,  and  Fisheries   1. 7 

1.  Livestock  and  livestock  products..   1.7 

2.  Other  agricultural  products    J.? 

3.  Forestry  and  fishery  products.   l.o 

4.  Agricultural,  forestry,  and  fishery  services. .  1. 8 

Mining     ^-  ^ 

5.  Iron  and  ferroalloy  ores  mining   2. 7 

6.  Nonferrous  metal  ore  mining   }•» 

7.  Coal  mining   

8.  Crude  petroleum  and  natural  gas   i-  J 

9.  Stone  and  clay  mining  and  quarrying   5-  3 

10.  Chemical  and  fertilizer  mineral  mining   °- ' 

Construction    ^ 

11.  New  construction    

12.  Maintenance  and  repair  construction   4.^ 

Manufacturing  -  -   ^-^ 

13.  Ordnance  and  accessories    7-4 

14.  Food  and  kindred  products   -  ^-4 

15.  Tobacco  manufacturers.-.  

16  Broad  and  narrow  fabrics,  yarn,  and  thread 

mills     2.4 

17.  Miscellaneous  textile  goods  and  floor  cover- 

ings    1-J 

18.  Apparel   v";   Va 

19.  Miscellaneous  fabricated  textile  products...  i- » 

20.  Lumber  and  wood  products,  except  con- 

tainers     

21.  Wooden  containers   ' 

22.  Household  furniture   --  ^-J 

23.  Other  furniture  and  fixtures    J- * 

24.  Paper  and  allied  products,  except  container.  3.  s 

25.  Paperboard  containers,  and  boxes   4./ 

26.  Printing  and  publishing             ...    .  ...  3.3 

27  Chemicals  and  selected  chemical  products...  b. » 

28.  Plastics  and  synthetic  materials   9  3 


1.4 


2.1 


2.9 


2.9 


2.8 


2.7 


1.7 
.9 
2.2 
2.2 


1.7 
2.7 
1.4 
1.4 


2.8 
3.0 
2.0 
1.5 


2.8 
3.0 
2.0 
1.5 


2.7 
2.9 
2.5 
1.5 


2.6 
2.9 
2.4 
1.4 


2.5 


1.7 


3.4 


3.4 


3.5 


3.4 


3. 1 
3.1 
-3.1 
4.6 
6.2 
6.2 


2.3 
.  1 
0 
1.8 
4.2 
6.1 


2.5 
4.8 
1.8 
3.4 
4.2 
5.9 


2.5 
4.8 
1.8 
3.4 
4.2 
5.9 


3.0 
5.0 
1.8 
3.4 
4.5 
6.0 


2.9 
4.9 
1.7 
3.3 
4.4 
5.9 


4.9 


4.4 


4.2 


4.2 


4.4 


4.4 


5.5 
2.9 


4.1 

5.9 


4.4 

3.2 


4.4 
3.2 


4.8 

3.2 


4.7 
3.1 


3.5 


4.1 


4.2 


4.2 


4.5 


14.1 
2.4 
.3 

1.3 

2.5 
3.4 
3.6 

1.4 
-3.6 
3.7 
2.4 
3.6 
4.5 
3.0 
7.5 
9.6 


-.4 
2.6 
2.4 

3.7 

6.9 
3.4 
3.9 

3.3 
-.2 
3.4 
4.6 
4.3 
4.9 
3.6 
6.0 
9.0 


3.2 
3.3 
2.3 

3.7 

4.2 
3.8 
3.7 

3.5 
.3 
5.0 
5.4 
4.8 
4.4 
4.4 
5.4 
6.8 


3.2 
3.3 
2.3 

3.7 

4. 1 
3.7 
3.6 

3.4 
.2 
4.9 
5.3 
4.7 
4.3 
4.3 
5.3 
6.7 


5.7 
3.2 
2.2 

3.7 

4.3 
3.5 
3.6 

3.7 
.4 
5.3 
5.4 
4.8 
4.4 
4.3 
5.4 
6.8 


4.4 

5.6 
3.1 

2.1 

3.6 

4.2 
3.5 
3.5 

3.6 
.3 
5.2 
5.4 
4.7 
4.3 
4.3 
5.3 
6.8 
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TABLE  6— Continued 


1965-«0 


Industry  name  and  number 


1947-65  1947-57 


Services  economy 

Durable 

economy 

3-percent 

4-percent 



3-percent 

4-percent 

1957-65 

unemploy- 

unemploy- 

unemploy- 

unemploy- 

ment 

ment 

ment 

ment 

7  0 

6. 0 

5. 9 

J.  / 

5. 6 

4.' 3 

4.3 

4.2 

4.4 

4.3 

2  8 

3.5 

3.4 

J.  ^ 

3.  3 

7.3 

6.3 

6.2 

6.4 

6.4 

-.8 

-.3 

-.3 

-.4 

-.4 

.6 

1.  4 

1. 4 

1.2 

1.2 

4.4 

3.9 

3.8 

4.0 

3.9 

3  8 

4.6 

4.5 

4.  0 

4. 8 

l!9 

1.9 

1.8 

2.2 

2.2 

4.3 

5.3 

5.2 

5.7 

5.6 

2.9 

3.3 

3.2 

3.1 

3.0 

2.7 

4.2 

4.1 

4.5 

4.4 

2.7 

3.7 

3.7 

4.1 

4.0 

3.8 

3.9 

3.8 

4.1 

4.0 

3.9 

4. 1 

4.6 

4.5 

3.6 

3.4 

3.4 

3.7 

3.7 

2.  4 

3.5 

3.4 

J.  9 

4. 1 

4.2 

4.1 

4.  5 

4.  5 

2.3 

3.0 

2.9 

3.6 

3.5 

4.2 

4.0 

3.9 

4.  4 

4.3 

5.5 

3.  4 

3.3 

3.9 

3.9 

5.6 

4.9 

4.8 

5.5 

5.  4 

10.5 

10.3 

10.2 

10.9 

10.8 

7.2 

6.5 

6.4 

6.9 

6.8 

3.6 

4.9 

4.8 

5.5 

5.4 

6.8 

5.  1 

5.0 

5.4 

5.3 

5.0 

4.7 

4.6 

5.0 

4.9 

9.1 

6.2 

6.  1 

7.0 

7.0 

29.  Drugs,  cleaning  and  toilet  preparations   7.1  7  1 

30.  Paints  and  allied  products   ,   2.6  12 

31.  Petroleum  refining  and  related  Industries...  3.9  4  8 

32.  Rubber  and  miscellaneousplasticsproducts.  4.8  2.9 

33.  Leather  tanning  and  industrial  leather 

products   —1. 5  —2  2 

34.  Footwear  and  other  leather  products   .5  '4 

35.  Glass  and  glass  products   3. 0  1.9 

36.  Stone  and  clay  products   5.0  5  9 

37.  Primary  iron  and  steel  manufacturing  !.  l!6  l!3 

38.  Primary  nonferrous  metals  manufacturing...  3.7  3  1 

39.  Metal  containers   3.1  3.  3 

40.  Heating,  plumbing,  and  structural  metal 

products    3.8  47 

41.  Stampings,  screw  machine  products,  and 

bolts   1.7  1.0 

42.  Other  fabricated  metal  products   3. 2  2  8 

43.  Engines  and  turbines    3.0  2.4 

44.  Farm  machinery  and  equipment    1.  7  '2 

45.  Construction,  mining  and  oil  field  machinery.  2.1  1^8 

46.  Materials  handling  machinery  and  equip- 

ment...    3.4  30 

47.  Metalworking  machinery  and  equipment   2.7  3.1 

48.  Special  industry  machinery  and  equipment.  1. 1  —1. 3 

49.  General  industrial  machinery  and  equipment.  3.4  1.8 

50.  Machine  shop  products   7.  2  8.  5 

51.  Office, computing  and  accounting  machines.  8.9  7.7 

52.  Service  industry  machines   4.6  2.6 

53.  Electric  industrial  equipment  and  appartus.  3. 9  4. 1 

54.  Household  appliances..   4.5  2.7 

55.  Electric  lighting  and  wiring  equipment   3.  3  2. 1 

56.  Radio,    television,    and  communication 

equipment      9.1  9.0 

57.  Electronic  components  and  accessories   13.4  12.  0 

58.  Miscellaneous  electrical  machinery,  equip- 

ment, and  supplies   2.2  .9 

59.  Motor  vehicles  and  equipment    5.3  4^5 

60.  Aircraft  and  parts.   11.1  20.2 

61.  Other  transportation  equipment    2.5  .  9 

62.  Scientific  and  controlling  instruments   4.1  4.0 

63.  Optical,   ophthalmic,   and  photographic 

equipment      6.7  6.4 

64.  Miscellaneous  manufacturing   3.  4  2.  2 

65.  Transportation  and  warehousing   1.6  .7 

Communications  and  public  utilities   7.5  8.6  6.0 

66.  Communications,  excluding  radio  and  TV 

broadcasting    7.4  7.7  7.1 

67.  Radio  and  TV  broadcasting    7.5  10.  3  4.1 

68.  Electric,  gas,  water,  and  sanitary  services. .  7.5  9!  0         5  7 

69.  Wholesale  and  retail  trade..   3.9  3.6  4.4 

Finance,  insurance,  and  real  estate   5.1  5.  0         5.  2 

70.  Finance  and  insurance   4.  4  4.  2  4.  7 

71.  Real  estate  and  rental     5.4  5.  4         5.  4 

Services  and  miscellaneous    4.0  3.5  4.6 

72.  Hotels,  personal  and  repair  services,  exclud- 

ing auto    2.8 

73.  Business  services   5.2 

74.  Research  and  development   6.4 

75.  Automobile  repair  and  service    3.  0 

76.  Amusements     .  2 

77.  Medical,  educational  services,  and  nonprofit 

organizations     5.0 

Government  enterprises   4.2  3.3  5.3 

78.  Federal  Government  enterprises    5.4  4.9         g.  1 

79.  State  and  local  government  enterprises   3.  4  2.  3         4. 8 


15.2 

3.7 
6.2 
.7 
4.5 
4.2 

7.1 
5.0 
2.8 


8.4 

5.  5 
2.9 
2.6 
2.9 
5.  4 


5.6 
4.0 


8.4 

5.4 
2.8 
2.6 
2.9 
5.4 


5.5 
3.9 


6.6 


6.6 


7.0 
2.0 
6.7 
4.7 
4.8 
4.4 
5.0 


6.9 
1.9 
6.6 
4.6 
4.8 
4.3 
4.9 


5.5 


5.5 


2. 1 
5.2 
5.2 
^3 
-1.5 

5.0 


3.7 
5.3 
7.8 
3.9 
2.3 

5. 1 


4.6 
6.3 
6.0 
4.8 
4.  4 

5.5 


4.5 
6.2 
5.9 
4.7 
4.3 

5.4 


5.3 


5.3 


9.3 

5.7 
3. 1 
4.6 
3.7 
6. 1 

9.0 
5.6 
4.0 


6.6 


6.9 
2. 1 
6.6 
4.7 
4.7 
4.3 
4.8 


5.4 


4.3 
6.4 
6.7 
4.6 
4.  1 

5.2 


5.  2 


9.2 

5.6 
3.  1 
4.6 
3.7 
6.1 

8.9 
5.5 
3.9 


6.5 


6.9 
2.0 
6.5 
4.6 
4.6 
4.2 
4.8 


5.3 


5.  1 


5.  1 


5.1 
5.5 


5.0 
5.4 


5.0 
5.3 


4.9 

5.  3 


Source:  The  U.S.  Economy  in  1980,  Department  of  Labor,  BLS  Bull.  1673,  table  A-11. 

Input-output  analyses  of  the  Department  of  Commerce  show,  as  an  ex- 
ample, that  for  a  given  dollar  increase  in  final  demand  of  computers  and  related 
products  (Row  51,  Table  7) ,  there  is  only  a  .02833  per  cent  increase  in  transport 
requirements  (direct  and  indirect).  By  contrast  a  similar  increase  in  steel 
output  calls  for  four  times  as  much  transportation.  As  previously  noted,  how- 
ever, It  IS  at  the  high  valued,  relatively  low  transport  input  end  of  the  industrial 


232 


spectnun  wliere  the  most  rapid  rates  of  growth  generally  arc  likely  to  come, 
just  as  they  have  in  the  last  several  years.  Moreover,  as  goods  increase  m  value 
and  as  the  significance  of  transportation  in  the  final  price  declines,  the  fastest 
growing  sources  of  traffic  will  be  exposed  to  growing  intcrmodal  competition. 
Given  these  trends  it  is  interesting  to  recall  that  truck  transportation  has 
doubled  its  share  of  intercitv  freight  movement  in  the  last  25  years.  For  rela- 
tively expensive  products  like  TV  sets,  cigarettes,  office  machines,  electronic 
components  and  optical  and  photographic  equipment,  where  transportation 
costs  are  a  proportionately  smaller  share  of  the  delivered  price,  non-rail  modes, 
like  truck  and  even  air,  can  represent  superior  alternatives. 

TABLE  7 -OUTPUTOFTRANSPORTATION  AND  WARtHOUSINGSECTOR  REQUIRED,  DIRECTLY  AND  INDIRECTLY,  FOR  EACH  DOLLAR 
OF  DELIVERY  TO  FINAL  DEMAND  BY  VARIOUS  INDUSTRIES 
[In  producers'  prices] 


1  Livestock  and  livestock  products..   .  'S^n? 

2  Other  agricultural  products    -  nlril 

3  Forestry  and  fistiery  products    ■  05l?6 

4  Agricultural,  forestry,  and  fishery  services.  04894 

5  Iron  and  ferroalloy  ores  mining     nU?? 

6  Nonferrous  metal  ores  mining  -  0*«1 

7  Coalmining     '  Socio 

8  Crude  petroleum  and  natural  gas.   niniA 

9  Stone  and  clay  mining  and  quarrying...   04034 

10  Chemical  and  fertilizer  mineral  mining   nicna 

11  New  construction    07079 

12  f^aintenance  and  repair  construction  UblBJ 

13  Ordnance  and  accessories.  03132 

14  Food  and  kindred  products  OlbSi 

15  Tobacco  manufacturers  .--  .02202 

16  Broad  and  narrow  fabrics,  yarn  and  thread 

mills  .05365 

17  IWiscellaneoustextiiegoods  and  floor  coverings.  •S«72 

18  Apparel    -03679 

19  Miscellaneous  fabricated  textile  products   -SJoi? 

20  Lumber  and  wood  products,  except  containers.      .  06941 

21  Wooden  containers.  09664 

22  Household  furniture   0b8W 

23  Other  furniture  and  fixtures  -.  "WUd 

24  Paper  and  allied  products,  except  containers. .      .  V/iii 

25  Paperboard  containers  and  boxes.   -"'^nf 

26  Printing  and  publishing    04601 

27  Chemical  and  selected  chemical  products  064  /4 

28  Plastics  and  synthetic  materials.    ntlii 

29  Drugs,  cleaning  and  toilet  preparations   • 

30  Paints  and  allied  products   '  S,q?, 

31  Petroleum  refining  and  related  industries   -^,11, 

32  Rubber  and  miscellaneous  plastics  products...  .04924 

33  Leather  tanning  and  industrial  leather  prod- 

ucts       •  0^'°° 

34  Footwear  and  other  leaiher  products   '  n>Qn^ 

35  Glass  and  glass  products   -04901 

36  Stone  and  clay  products   ■  UBSM 

37  Primary  iron  and  steel  manufacturing.   ■  ^""^^ 

38  Primary  nonferrous  metal  manufacturing   '  Siaic 

39  Metal  containers    ---      ■  0741b 

40  Heating,  plumbing,  and  structural  metal  prod- 

ucts.   .059/8 

41  Stampings,  screvK  machine  products,  and  bolts.  -^mi 

42  Other  fabricated  metal  products    .05069 


43  Engines  and  turbines     SJcl? 

44  Farm  machinery  and  equipment    ^,111 

45  Construction,  mining  and  oil  field  machinery...  ^'^^b 

46  Materials  handling  machinery  and  equipment..      •  S*^°J 

47  Metalworking  machinery  and  equipment   nllcl 

48  Special  industry  machinery  and  equipment  04196 

49  General  industrial  machinery  and  equipment...      •  ^*f°t 

50  IVlachine  shop  products  04125 

51  Office,  computing  and  accounting  machines...  -OjoW 

52  Service  industry  machines   04946 

53  Electric  industrial  equipment  and  apparatus...      .  04288 

54  Household  appliances   ObZOb 

55  Electric  lighting  and  wiring  equipment  ...      ■  "'^jf 

56  Radio,  television,  and  communication  equip-  .03081 

ment.  n-ioij 

57  Electronic  components  and  accessories  

58  IVIiscellaneous  electrical  machinery,  equip-  .04295 

ment  and  supplies.  ncun 

59  Motor  vehicles  and  equipment  Ob/4^ 

60  Aircraft  and  parts     -■  -2?!?? 

61  Other  transportation  equipment    n^oii 

62  Scientific  and  controlling  instruments  038// 

63  Optical,  ophthalmic  and  photographic  equip-  .03424 

ment.  n/ccoc 

64  Miscellaneous  manufacturing    ,  ,J^5n 

65  Transportation  and  warehousing   '-'O^u 

66  Communications,  except  radio  and  TV  broad-  .UlUZS 

casting. 

67  Radio  and  TV  broadcasting   -"^i;? 

68  Electric,  gas,  water  and  sanitary  services  U44S/ 

69  Wholesale  and  retail  trade..   -XifSf 

70  Finance  and  insurance.   .-.  -  nfioi 

71  Real  estate  and  rental...  --  •'i\t°i 

72  Hotels;  personal  and  repair  services  except  .02bJ9 

Auto. 

73  Business  services      'mcTo 

75  Automobile  repair  and  services   niiH 

76  Amusements    -niili 

77  Medical,  educational  services  and  nonproht  .Vilss 

organizations. 

78  Federal  Government  enterprises'    niVio 

79  State  and  local  government  enterprises   ni\ao 

80  Gross  imports  of  goods  and  services   .irSi 

81  Business  travel,  entertainment  and  gifts   nSioa 

82  Office  supplies   -.  ---  .U5U94 


elivery  to  final  demand,  the  Commodity 
the  specified  industries  are;  Industry  2, 
'  istry  69,  $24  million;  and  value  added. 


.  To  remove  a  source  of  instability  in  the  measure-rient  of  tola  P,t,;''°''?^°L^^' 
Credit  Corporation  has  been  excluded  from  this  industry.  The  excluded  inputs  to  he  CCC  from  tt 
V636  mS:  Industry  14,  $214  million;  Industry  16,  $15  million;  Industry  65.  $642  million;  Indu 
—$1,531  million. 

Source;  Department  of  Commerce,  Input-Output  Study,  in  Survey  of  Current  Business,  November  1969,  table  3,  pp.  42-47. 

In  addition  to  the  changing  pattern  of  industrial  output,  other  more  subtle 
economic  and  technological  forces  have  also  been  at  work  that  affect  transporta- 
tion. Some  of  these  relate  to  the  way  products  are  made,  as  with  the  substitution 
of  licrhter- weight  components  for  heavier  components.  Others  involve  the  loca- 
tion of  manufacturing  and  distribution  centers  that  bring  goods  closer  to  final 
markets.  In  some  instances  the  "product"  itself  is  altered.  Electricity  was  once 
generated  close  to  the  consuming  market,  with  coal  or  other  energy  sources  trans- 
Sorted  to  the  generating  station :  now  it  is  becoming  common  for  electricity  to  be 
generated  close  to  the  source  of  fuel,  with  the  electricity  being  "transported 
through  long-distance  transmission  lines.  In  still  other  cases  the  change  involves 
the  substitution  of  one  transport  mode  for  another,  with  the  user  taking  advan- 
tage of  speed/rate/service  differentials  in  a  way  that  alters  the  mix  ot 
transportation  services  consumed. 
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Recent  studies  have  attempted  to  measure  the  impart  of  the  factors  in 
terms  of  tlie  transportation  implications.  One  assessment,  conducted  bv 
Alexander  L.  Morton,  estimated  for  some  20  industries  the  "losses  in  freicht 
traffic"  due  to  the  changing  composition  of  final  demand  and  "structural 
changes  (the  substitution  of  lower-cost  inputs).  Table  8  sums  up  the  results 
Those  columns  in  the  table  identified  as  "loss  due  to  changing  compositioii 
of  final  demands"  show  the  loss  in  freight  traffic  as  estimated  by  the  ditlerence 
iDetween  growth  in  the  industry  as  comi)ared  with  what  would"  have  occurred 
It  tlie  industry  shown  had  grown  as  rapidly  as  gross  domestic  output  The 
columns  headed  "loss  due  to  structural  change"  are  based  on  changes  in  input- 
outimt  coefficients  between  the  years  in  question  (i.e.,  did  transport  ini)ut  fall 
or  rise  as  a  factor  in  output).  For  the  period  1958-19(5:5  freight  loss  is  estimated 
at  about  $4  billion,  with  the  dollar  amounts  varying  widely  by  sector.  In  some 
there  is  an  actual  increase  in  transportation  requirements  (signified  by  the 
negative  numbers),  but  in  most  there  is  a  freight  loss.  The  transportation  and 
warehousing  sector  itself  plays  a  major  role,  with  more  efficient  means  of  dis- 
tribution reducing  this  sector "s  own  requirements  for  transportation  services 


TABLE  8.- 


-FREIGHT  LOSS  DUE  TO  CHANGING  COMPOSITION  OF  FINAL  DEMAND  AND  STRUCTURAL  CHANGE  AMONG  THE  20  IN- 
DUSTRIES WITH  THE  LARGEST  TOTAL  TRANSPORTATION  REQUIREMENTS! 


Industry 


1947-58  (millions  of  1958  dollars) 

Loss  due  to 

changing 
composition      Loss  due  to 

of  final        structural  Total 

demands  change  loss 


1958-63  (millions  of  current  dollars) 


Loss  due  to 
changing 
composition 
of  hnal 
demands 


Loss  due  to 
structural 
change 


Total 
loss 


Transportation  and  warehousing 

New  construction    

Food  and  kindred  products 

Wholesale  and  retail  trade.;..!!!! 

Motor  vehicles  and  equipment 

Real  estate  and  rental  

Petroleum  refining.   

Medical,  educational  services 
and  charities  

Electric,  gas,  water  and  sanitary 

Apparel   

Finance  and  insurance  !!!!!!!! 

Hotels,  lodging  and  personal  services 

Drugs,  cleaning  and  toilet  preparations 

Aircraft  and  parts.  

Radio,  TV,  and  communication  equip- 
ment   ...  .. 

Maintenance  and  repair  construction.'. ! 

Other  transportation  equipment 

Agricultural  products  2.  

Business  services.  ...!! 

Household  furniture  !!!!!!!!!!! 

Total....   

>  Minus  signs  indicate  a  gain, 
■  Exclusive  of  livestock. 


3,492 
-764 
620 
280 
174 
-135 
-246 

-89 
-212 
76 
-15 
46 
-95 
-210 


-11 
102 
48 
20 
25 


-115 
634 
151 

1,055 
-II 
682 
121 

289 
127 
173 

39 
4 
133 

61 

58 
82 
-12 
146 
25 
53 


3,  377 

-130 
771 

1,  335 
163 
547 

-125 

200 
-85 
249 
24 
50 
38 
-149 

-28 
71 
90 
194 
45 
78 


1,681 
285 
811 
7 

-361 
-2 
135 

-87 
-37 

49 
-22 

10 
-28 


-152 
35 
-6 
42 
-67 
14 


-282 
421 
403 
71 
166 
175 
92 

106 
-1 
125 
143 
38 
31 
14 

110 
-40 
21 
17 
13 
18 


1,399 
706 

1,214 
78 

-195 
173 
227 

19 
-38 
174 
121 
48 
3 

22 

-42 
-5 
15 
59 

-54 
32 


3,020 


3,695 


6,715 


2,315 


1,641 


3,956 


Source:  Ph.D.  dissertation  of  Alexander  L.  Morton  Harvard 
University. 


LOCATIONAL  .\DJUSTMENTS 

The  changes  in  the  industrial  mix  of  the  economy  have  been  accompanied 
by  important  changes  m  the  location  of  economic  activity.  This  development 
has  also  had  major  transportation  ramifications,  especially  for  the  railroads 
Lnlike  most  of  the  other  modes,  they  have  large,  inflexible  capital  investments 
A  lailroad  plant  with  its  track,  terminals,  and  other  investments  in  fixed  loca- 
tions cannot  be  shifted  about  m  the  short  run  as  demand  fluctuates.  If  there  are 
Tr!TA  -f  "'m'*'  geographic  pattern  of  economic  activity,  a  railroad 

nroceSf  )f  Vr''  '""'1"^'^     '^^''^"^"^  circumstances.  PreciselV  this  sort  of 

process  has  been  taking  place. 

There  have  been  substantial  geographic  adjustments  in  all  areas  of  the 
economy.  Consider  manufacturing.  In  1929  Xew  England  and  the  Mid-Atlantic 
btates  together  accounted  for  about  42  i)er  cent  of  the  total  value  added  by 
manufacturing  in  the  United  States.  As  shown  in  Table  9,  their  share  had 
declined  below  30  per  cent  by  1968  as  industrial  activity  sharply  increased  m 
country,  notably  in  the  South  and  tlie  West.  Auto  production, 
np^!3     '•  Michigan  and  in  surrounding  states,  his  been  dis- 

on?hrwil  'r''\'1^i"'^'-  .^'^''"*'  T^'"^  ^'^^  ^^'^  Southwest,  and 

on  tne  \v  est  L  oast.  This,  of  course,  has  had  major  transportation  consequences, 
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but  they  are  most  serious  in  the  case  of  the  railroads  because  so  much  of  their 
investment  is  fixed  in  location.  For  the  railroads  serving  the  Northeast  quadrant, 
diffusion  of  industrial  activity  has  resulted  in  slowly  growing  traffic  and,  in  some 
cases,  an  actual  decline.  Unmistakably,  this  was  one  of  the  principal  problems 
faced  by  the  Penn  Central.  Finally,  just  as  the  changing  pattern  of  the  economy 
has  hampered  some  railroads,  it  has  helped  others,  with  increasing  traffic  for 
roads  in  the  South  and  the  West. 

TABLE  9.-VALUE  ADDED  BY  MANUFACTURING  REGION  AS  A  PERCENT  OF  TOTAL  FOR  NATION,  1929-68 


East  West  East  West 

New      Middle       North  North  South  South  South 

United     England     Atlantic     Central  Central  Atlantic  Central  Central  Mountain  Pacific 

Year                  States     division     division     division  division  division  division  division     division  division 


1929  100.0  10.2  31.9  31.3  5.9  7.7  2.9  3.0  1.2  6.0 

1939 mo  lo.o  30.2  30.8  5.6  9.2  34  3.4  .  6.4 

1947  100.0  9.2  27.9  31.6  5.5  9.3  3.9  4.1  1.1  7.5 

19i9 00  0  8.4  27.4  32,5  5.8  9.4  3.8  4.1  .0  7.6 

950::::::;::;::::.-  loo.o  8.3  26.2  33.2  5.7  9.4  3.8  4.3  .2  7.9 

1951  100.0  8.3  26.1  32.9  5,6  9.1  3.8  4.7  1.2  8.2 

1952  — 00  0  8,3  26,2  32.5  5.9  8.8  3.7  4.7  1.2  8.7 

§53   00  0  8.1  26.0  32.8  5.8  8.8  3.8  4.6  .2  8.7 

954 " 00  0  7.8  26.0  31.2  6.1  9.1  4.0  4.9  .2  9.7 

955   100  0  7.4  24.9  32.1  6.0  9.4  4.2  5.2  1.4  9.5 

955   UUU  /  ^2  5.3  .5  9.9 

957 ■ 100.0  7.3  25.1  30.8  6.0  9.4  4.3  5.4  .4  0.3 

958 ' 00.0  7.4  24.6  28.9  6.3  10.1  4.5  5.5  .6  1.1 

559   100  0  7.5  23.9  29.9  6.2  10.3  4.4  5.4  1.5  0.9 

{geo   00  0  7  5  24.1  29.4  6,1  10,4  4.4  5,4  ,6  .0 

961   100  0  7.7  23.8  28.7  6.2  10.5  4.5  5,6  ,7  .2 

I9I2   00.0  7.5  23.3  29.2  6.2  10.7  4.5  5.4  .8  ,4 

}«,   1000  7  1  22.8  29.4  5.7  11.1  4.8  5.7  1.8  11.5 

963   00  0  ,1  z^.^  J 

965   100.0  7.  1  22,5  30.2  6.2  11.1  5.1  5.8  .6  0.7 

967  "" " 100.0  7.2  21.9  28.6  6.4  11.2  5,2  6.3  1.7  11.3 

968   00  0  7.0  21.3  28,6  6.5  11,4  5,4  6,4  1.8  11.6 


Source:  Bureau  of  the  Census. 

Coal  traffic  illustrates  the  shifting  location  of  output.  In  the  1950's,  for 
example,  Pennsylvania  accounted  for  nearly  20  per  cent  of  total  U.S.  bituminous 
coal  production.  By  1969,  however,  Pennsylvania's  share  had  fallen  by  almost 
a  third.  Meanwhile  Kentucky  had  increased  its  share  from  about  14  per  cent 
to  20  per  cent  (Table  10).  Not  only  did  this  southward  shift  m  the  balance  of 
coal  production  open  up  coal  traffic  to  other  modes,  namely  inland  waterway 
operators,  but  it  hurt  some  railroads,  like  the  Penn  Central,  and  helped  others, 
notably  those  with  lines  into  the  lower  Appalachian  territory. 


TABLE  lO.-PERCENT  OF  U.S.  BITUMINOUS  COAL  PRODUCTION,  BY  SELECTED  MAJOR  PRODUCING  STATES,  1951-69 


1951-55 
average 

1960 

1969 

100.  0 

100.0 
28.6 
16.1 
15.7 
11.1 
8.2 

100.0 
25.2 
19.5 
14.0 
11.5 
9.1 

Source;  U.S.  Bureau  of  Mines. 


The  economic  environment  in  which  transportation  must  subsist  has  thus 
undergone  radical  change  in  recent  decades.  For  a  whole  host  of  reasons  the  mix 
and  geographic  pattern  of  the  American  economy  have  been  materially  altered. 
For  some  modes  and  for  many  transportation  enterprises  this  has  meant  new 
opportunities  for  growth  and  expansion.  For  others— and  specifically  for  the 
railroads,  notably  those  in  the  Northeast— the  evolving  circumstances  are  con- 
siderablv  less  favorable.  Areas  of  activity  best  serv^ed  by  rail  transportation 
are  generally  experiencing  slow  rates  of  growtli.  In  the  more  rapidly  growmg 
sectors  the  transportation  market  is  becoming  increasingly  competitive,  posing 
difficult  new  challenges  for  the  railroads.  In  subsequent  sections  of  this  report 
the  performance  of  the  railroad  industry  is  probed  m  considerable  detail,  im- 
plicitly testing  the  effectiveness  of  the  way  in  which  the  railroads  have  been 
able  to  respond  to  changing  economic  circumstances. 
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RAILROAD.  FINANCE  AND  EARNINGS 


This  section  examines  the  financial  condition,  earnings,  and  investments  of 
the  Class  I  railroads,  with  emphasis  on  the  changes  tliat  took  place  during  the 
1960's.  In  carrying  out  this  assessment,  information  has  been  developed  not  only 
for  the  railroads  as  a  group  but,  selectively,  for  the  major  regions  (East,  South, 
West)  and  for  individual  railroads.  This  has  revealed  such  sharp  differences,  in 
both  situation  and  trend,  among  regions  and  roads  that  a  cautionary  note  must 
be  introduced  whenever  generalizations  are  nuide  about  the  nation's  railroads. 

Indeed,  any  presentation  that  lumps  together  the  railroads  and  attempts 
to  draw  conclusions  or  create  impressions  about  the  railroad  situation  as  a 
whole  can  be  highly  deceiving.  This  is  especially  so  when  the  objective  is  to 
suggest  that  all  railroads  are  in  extreme  financial  distress.  The  fact  is  that 
while  some  railroads  are  in  poor  financial  condition,  many  others  are  relatively 
well  off  and  are  likely  to  experience  substantial  rates  of  growth. 

To  reveal  how  misleading  can  be  general  or  aggregated  statistics  about  the 
railroad  mdustry,  one  has  only  to  look  at  the  impact  of  the  Penn  Central. 
It  bulks  so  large  in  the  railroad  picture,  accounting  for  about  ten  per  cent  of 
total  rail  traffic,  and  its  performance  was  so  disastrous  from  the  date  the  merger 
became  effective  that  it  radically  distorts  industry  results.  For  example,  in  1969 
railroad  net  ordinary  income  fell  by  $55.2  million ;  actually,  all  of  this— and 
then  some— was  accounted  for  by  the  Penn  Central,  whose  income  alone  fell  that 
year  by  $80  million.  What  thus  appeared  to  be  a  serious  decline  in  rail  earnings 
could  more  accurately  be  attributed  entirely  to  the  PC.  Similarly,  between  1969 
and  1970  Class  I  railroad  ordinary  income  fell  by  $288  million,  but  $243  million 
ot  this  (84  per  cent  of  the  total)  was  reported  just  by  the  Penn  Central.  The 
lesson  IS  that  extreme  care  must  be  taken  in  drawing  conclusions  from  consoli- 
dated industry  statistics.  Because  of  this  the  material  in  this  section,  as  well  as 
in  other  parts  of  the  report,  provides  disaggregated  statistics  for  key  variables. 

J^or  the  railroads,  like  any  industry  or  enterprise,  financial  condition  is 
determined  by  flows  of  earnings  and  capital.  The  balance  sheet  sums  up  the 
situation  at  a  particular  point  in  time,  with  the  flow  data  largely  explaining  the 
differences  that  have  taken  place.  It  is  the  actual  flows  of  funds  in  which  we  are 
interested,  of  course,  not  the  bookkeeping  entries  that  are  made  to  characterize 
particular  items.  This  is  why  earnings  or  reported  net  income  are  inadequate 
bases  tor  evaluation,  since  they  reflect  as  expenses  such  things  as  depreciation 
which  do  not  in  fact  involve  cash  disbursements.  The  succeeding  sections  deal, 
in  turn,  with  flows  of  earnings,  cash  flow,  and  changes  in  balance  sheet 


EARNINGS 


During  the  1960's  Class  I  railroad  net  operating  revenue,  determined  bv 
?JaTTu''']^  expenses,  rose  from  $1.9  billion  in  1960,  peaked  at  $2.5  billion  in 
1966,  fell  sharply  m  1967,  and  then  climbed  slowly  to  $2.3  billion  by  the  end 
ot  the  decade.  Total  operating  revenues,  mostly  from  freight,  increased  almost 
every  year  from  the  preceding  year,  with  a  gain  of  almost  $2.5  billion  taking 
place  between  1960  and  1970.  Meanwhile  operating  expenses  also  increased,  but 
by  only  a  slightly  larger  amount.  The  operating  ratio,  which  was  79.52  in 
Zrl  r^L^'P      T^^i^^-l^  ^-X  1^^^-  ^hole,  therefore,  if  the  railroads 

wnn^^  g^^f^d^  solely  by  their  net  operating  revenue,  no  significant  change 
would  appear  to  have  taken  place  during  the  1960-1970  peri^. 

and  Llecttd  ^nanciaf  RaUosT^  ^"^       comprehensive  Income  Statement,  Financial  Summary. 


74-924  O  -  73  -  17 
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Table  11,  however,  reveals  considerable  chanj2:e  during  the  decade,  among 
individual  roads  and  regions  as  well  as  for  the  railroads  as  a  group.  The  over- 
all rail  operating  ratio  fell  almost  steadily  through  1966,  then  rose  in  1967, 
remained  relativelv  constant  in  the  following  two  vears.  and  then  climbed  again 
in  1970.  The  pattern  for  the  regions  and  the  identified  railroads  followed 
roughly  this  same  pattern,  but  there  are  both  differences  in  the  timing  of 
particular  movements  as  well  as  in  the  level  achieved.  The  operating  ratio  in 
the  East  has  remained  above  that  for  the  Nation  while  that  for  the  South 
has  held  consistently  below  the  national  average  since  1964.  In  the  West  the 
ratio  has  been  generally  slightly  below  the  national  ratio  although  beginning 
in  1968  the  West  has  done  considerably  better.  As  among  individual  roads, 
all  of  those  identified  except  the  Penn  Central  have  performed  better  than  the 
national  average.  For  the  Penn  Central  the  operating  ratio  had  increased 
steeply  since  1966,  up  from  approximately  79  in  1966  (based  on  premerger 
pro  forma  results)  to  92  in  1970. 

TABLE  n.-OPERATING  RATIO,'  CLASS  I  RAILROADS  AND  SELECTED  RAILROADS,  1960-70 


1960      1961      1%2      1963      1964      1965      1966      1967      1968      1969  1970 


S;i;:S'?' -----  'All  r.l  nil  lis  its  ^  S|  si  its  iS:SS 

Norfolk  &  Western'    67.97  67.47  66.80  65.52  66.47     65.95     66.90     70.04  69.74  69.95 

^^r^^i^T*'':""^::::::  H-H  ''oil  llll  ||  |  rioiri^-?rir^)  "f^  " 

Sr^^ct^c;::::::::::::-::::  ?Al         :      |    :  :     |     :  | 

Union  Pacific   72.79  72.30  72.28  71.69  74.69     73.51     72.14     74.73     75.63  75.68  7b.  U8 


1  Operating  expenses  per  operating  revenues. 

2  1960-67  pro  forma. 

3  1960-64  pro  forma. 


Source:  Moody's  Transportation  Manual. 
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CHART  2 

OPERATING  RATIO,  CLASS  I  RAILROADS  AND  SELECTED  LINES,  1960-1970 


OPERATING 
RATIO 
95-1  
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In  explaining  the  differences  in  operating  results  among  the  various 
regions  and  roads,  the  answers  naturally  are  to  be  found  in  the  balance  of 
revenue  and  expenses.  In  terms  of  revenue  the  East  lags  behind  the  nation,  a 
point  that  further  confirms  the  evidence  advanced  earlier  concerning  the  chang- 
mg  nature  of  the  economy.  With  1960  as  an  index,  the  operating  revenue  of  the 
Eastern  roads  stood  at  only  about  115  per  cent  of  the  base,  while  the  railroads 
nationally  had  increased  their  revenue  by  more  than  25  per  cent."  This  dis- 
crepancy  'is  primarily  explained  by  the  more  rapid  rates  of  growth  in  the  West 
and  particularly  in  the  South.  On  the  expense  side  operational  outlays  can 
generally  be  expected  to  parallel  changes  in  revenue  and  traflSc,  but  the  net 
revenue  impact  of  even  small  differences  can  be  substantial.  By  1970  the  operat- 
ing expenses  of  the  Eastern  roads  were  120  per  cent  above  the  1960  average; 
much  of  this  was  due  to  the  Penn  Central,  whose  expenses  had  increased  by  23 
per  cent  over  the  base  period.^  Generally  speaking,  those  roads  that  did  well 
during  the  1960's,  like  the  Southern  Pacific  and  Union  Pacific,  were  keeping 
their  revenue  and  expense  flows  more  nearly  in  balance.  By  1970,  for  example, 
the  SP's  operating  ratio  was  below  what  it  had  been  in  1960. 

Although  there  was  some  deterioration  in  the  railroad  operating  ratio 
during  the  1960's,  it  was  not  because  of  operational  reasons  that  the  railroads 
sustained  such  a  steep  drop  in  their  net  income.  Indeed  it  is  in  the  sources  of 
the  difference,?  between  net  operating  revemLc  and  net  ordinary  income  tha,t  are 
to  be  found  the  principal  adverse  developments  of  the  decade.  The  dollar  differ- 
ences and  changes  in  the^se  basic  earnings  measures  are  indeed  striking  and  can 
be  quickly  summarized  as  follows : 


CHANGE  IN  SELECTED  INCOME  ACCOUNTS.  1960-70,  CUSS  I  RAILROADS 


Amount 

Percent 

.     +$382, 000, 000 

  -100,000,000 

-218,000,  000 

+19.7 
-16.9 
-49.0 

The  substantial  differences  noted  in  this  table  between  net  operating  revenue, 
which  was  up  significantly,  and  the  subsequent  items,  down  substantially,  are 
determined  by  a  combination  of  factors,  notably  rents  paid  for  the  hire  of 
equipment,  fixed  charges,  and  "other  income."  Of  these  the  former  two  increased 
steeply  and  while  the  latter  also  rose,  it  fell  far  short  of  offsetting  the  two  other 
sources  of  cash  outflow.  The  changes  in  these  items  can  be  summed  up : 


CHANGE  IN  MAJOR  ITEMS  AFFECTING  ORDINARY  INCOME.  1960-70,  CLASS  I  RAILROADS 


Amount 

Percent 

+$415,  000.  000 
+216,  000,  000 
+136,000, 000 

+129.0 
+58.1 
+39.3 

Other  items  also  changed  during  the  period.  Railway  tax  accruals,  for  examj)le, 
increased  by  about  $70  million,  but  their  impact  on  earnings  was  small  relative 
to  the  items  noted  in  the  preceding  table. 

To  gain  a  better  impression  of  the  impact  of  increased  equipment  rentals 
on  railroad  earnings,  Table  12  shows  that  as  a  percentage  of  net  operating 
revenue  these  rental  payments  held  almost  constant  from  1960  through  1966, 
remaining  on  an  approximate  20  per  cent  plateau.  In  1967,  however,  rentals 
rose  steeply  and  by  1970  they  were  absorbing  a  third  of  rail  net  operating 
revenue.  Not  all  the  regions  and  roads,  though,  followed  this  pattern.*  In  the 


«  See  Appendix,  Table  A-6. 
5  See  Appendix,  Table  A-7. 
•  See  Appendix,  Table  A-8. 
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East  rentals  were  far  more  si^niificant.  largely  because  of  the  Penn  (Vntral. 
By  1970  equipment  rents  in  fact  exceeded  the  PC  net  oi^erating  revenue  In 
other  geographic  areas  the  pattern  fairly  closely  followed  that  for  the  nation, 
with  equipment  rentals  taking  a  larger  share  o"f  operating  revenue  after  1966 
but  with  the  percentage  remaining  considerablv  below  that  for  the  nation  For 
some  individual  roads,  such  as  the  Southern  and  Union  Pacific,  rents  for  equip- 
ment continue  to  consume  only  a  small  percentage  of  operating  revenue. 


TABLE  I2.-EQUIPMENT  AND  JOINT  FACILITIES  RENTS  AS  A  PERCENT  OF  NET  OPERATING  REVENUE,  CLASS  I  RAILROADS 

1960-70 


Year 

Percent 

Year 

Percent 

1960  

1961  

1962  

1966  

1967.  

1968  

1963  

1964  

1965  

1969  

1970  

Source:  ICC  and  AAR. 
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CHART  3 


EQUIPMENT  AND  FACILITIES  RENTS  AS  A  PER  CENT  OF  NET  OPERATING  REVENUE, 
CLASS  I  RAILROADS  AND  SELECTED  LINES,  1960-1969 


YEARS  60 


61 


62  63  64  65  66  67  68  69 


I 
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In  terms  of  fixed  charges  the  major  portion  of  tlie  incioasos  is  in  iiitoiest 
on  fuiidod  debt.  Tiiis  siibcate<rory  alone  <renerated  incieased  expenditures  of 
$184  million,  equal  to  about  85  per  cent  of  the  <rain  in  fixed  charm's  that  took 
place  between  1960  an<l  1970.  What  caused  this  expense  catefroi y  to  increase  so 
markedly  was  a  coml)ination  of  two  elements,  increased  debt  ()iitstandin<r  and 
nsnig  interest  rates.  In  1900  the  railroads  had  outstanding  $2.7  billion  in  c^iuip- 
ment  obligations,  with  new  issues  that  year  of  $:m  million  at  an  average 
of  f  6.5  per  cent.  By  the  end  of  19(58  equipment  obligations  exceeded 
|4.2  billion  and  in  the  three  years  19GG  through  1968  railroads  issued  about 
5^2.0  billion  in  new  equipment  obligations,  at  an  average  annual  interest  rate 
ot  almost  six  per  cent.  These  large  additional  issues,  along  with  climbing  inter- 
est rates,  combined  to  increase  fixed  charges,  wliich  have  come  to  absorb  a  grow- 
ing proportion  of  net  railway  operating  income.  From  1961  through  1966  the 
share  of  net  railway  operating  income  taken  by  fixed  charges  fell  from  nearly 
lO  per  cent  to  about  40  i)er  cent.  In  contrast  by'  1969  fixed  charges  amounted  to 
almost  80  per  cent  of  net  railway  oi)erating  income  and  by  1970  they  had 
climbed  above  the  100  per  cent  level.^ 

As  can  be  seen  in  Table  13  there  are  radical  differences  among  regions 
and  individual  companies.  The  Peim  Central  is  once  more  the  primary  statisti- 
cal culprit,  pushing  the  average  above  100  per  cent  even  though  for  other  roads 
the  share  of  net  railway  operating  income  accounted  for  by  fixed  charges  is  far 
loss.  Ainong  the  other  railroads  identified  in  the  table  the  N&AV,  Southern,  and 
Union  Pacific  were  paying  out  less  than  half  of  their  net  railway  oi)erating 
income  (NKOI)  :n  fixed  charges  in  1970.  ' 

TABLE  13.-ANNUAL  FIXED  CHARGES  AS  A  PERCENT  OF  NET  RAILWAY  OPERATING  INCOME,  REGIONAL  DISTRICTS  AND 

SELECTED  RAILROADS,  1964-70 


19"  1965  1966  1967  1968  1969  1970 


Eastern  district   Sfi  4  k  cc  q  /.^ 

Penn  Central  3.    l\  l  M  7  9,1  9 

Pennsylvania   ,  l\l                                             «              0)  O 

New  York  Central   (\<  li  n  ll\  <  >   

•     Norfolk  &  Western*   28  0  26  9  ?l  l   ^i  i  in  -i .P.  -. 

Southern  district  67  6  iT  k  t?' ?  il  l           f              40.7  40.2 

Southern  Railway  -  310  i  i'l'^               f                           «-6  50.6 

Illinois  Central.;..:::::   36  6  29'l  28?  HI           11' 0               ?  f'^ 

Western  distiict     314  ||  i  ^8.2  36.4           63.2           51.  61.5 

Southern  Pacific...  455  Ift  ^8.6  45.5           42.8           47.4  51.1 
Union  Pacific.    .  gl  <9  Ik  ??I           fM  ^9. 4 
   "-^  6.6  12.5            13.8           14.2  22.8 


'  Over  100  percent  ,  iqr^ct  < 

deb'lount""'  "''"'^  '""^^  "  '         *  1964  prorrr!ir'- 


'  See  Appendix,  Table  A-9. 


Source:  Moody's  Transportation  Manual. 
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CHART  4 


ANNUAL  FIXED  CHARGES  AS  A  PER  CENT  OF  NET  RAILWAY  OPERATING  INCOME, 
CLASS  I  RAILROADS  AND  SELECTED  LINES,  1960-1970 


(PER  CENT) 


1 
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CAPITAL  OUTLAYS,  OVERT  AND  DISGUISED 


Although  the  degree  of  change  varied  considerably  among  the  individual 
roads  and  geographic  regions,  increases  took  phice  generally  in  the  industi-y  in 
the  relative  significance  of  fixed  charges  and  equipment  rents  after  19GG. 
Explaining  this  was  a  high  level  of  gioss  capital  investment  that  began  to 
exceed  cash  flow  by  a  considerable  margin  beginning  in  about  1964.  Before  that 
cash  flow  was  greater  than  the  amount  of  annual  capital  outlays,  which  meant 
that  the  railroads  did  not  need  to  increase  their  external  borrowings.  From 
1960  through  1963  outstanding  equipment  obligations  actually  fell  and  by  1963 
they  were  just  about  the  same  as  in  1955  despite  an  overall  expansion  in  rail 
revenues. 

However,  in  1964  gross  capital  expenditures,  rising  steeply,  climbed  above 
cash  flow,  forcing  the  railroads  as  a  group  to  enter  the  market  in  search  of 
capital.  They  did  this  in  two  ways,  with  each  being  reflected  in  the  growth  of 
fixed  charges  and  equipment  rents.  From  a  level  of  outstanding  equipment 
obligations  of  $2.6  billion  in  1963,  the  railroads  increased  this  predominant 
foim  of  debt  at  a  rate  of  almost  $300  million  a  year  over  the  next  five  years. 
\yith  interest  rates  escalating,  the  combined  effect  of  increased  borrowings  and 
rising  interest  rates  laised  fixed  charges  by  almost  $200  million  between  1964 
and  1970,  with  the  bulk  of  this  represented  in  interest  on  funded  debt  (The 
railroads  also  stepped  up  their  short-term  borrowings,  including  commercial 
paper;  interest  on  unfunded  debt  increased  from  $2  million  in  1965  to  more 
than  $25  million  in  1970.) 

The  second  source  of  capital  outlays,  disguised  in  character,  took  the  form 
ot  equipment  leasing  with  the  rents  being  an  alternative  to  interest.  Rents  for 
the  hire  ot  equipment,  mostly  rolling  stock,  rose  steeply  after  1964.  Not  all  rail- 
roads emp  oyed  this  technique  (the  Southern  and  the  UP  are  two  important 
exceptions),  but  most  railroads  did  so,  with  the  Penn  Central  being  the  most 
t  i^fcF  ^^iv  •  Total  rents  paid  by  the  railroads  rose  from  $392  million  in  1964 
to  $736  million  in  1970.  This  increase  of  more  than  $340  million  took  place  at  a 
time  when  pre-tax  operating  revenue  was  up  only  about  $200  million. 

Because  of  their  growing  absolute  and  relative  significance,  it  is  well  to  look 
closely  at  railroad  equipment  rentals.  First,  most  of  the  equipment  which  was 
rented  came  from  non-rail  investors.  By  leasing  equipment  rather  than  lending 
capital  their  security  was  enhanced  without  losing  the  benefit  of  depreciation 
and  the  Investment  Tax  Credit,  which  had  taken  effect  with  taxable  yea^S 
ending  after  December  31,  1961.  For  these  reasons  equipment  leasing  became 
frr^'^v,"'  railroad  industry  during  the  middle-1960's,  just  as  it  did  in 
Znnnf  ^7  ^ ^  ^couomy  (e.g.,  air  transportation ) .  Second,  a  significant 

tZTJf^  «q^"P"^^^^t  I'-'^'i"^  ^""^  involved  railroad-affiliated  fii^s,  a?d  some- 
times those  under  railroad  control  (directly  or  through  a  controlling  holding 
company)  The  exact  extent  of  intra-family  leasing  is%nknown,  butVmmS 
s  on  investigation  has  sho^v,.  that  at  least  one  railToad  made  extensive  usTof 

^hthT:    ""''^''^r^^^-  V''  P^i^t  is  the  Kansas  City  Southern 

Hhich  set  up  a  subsidiary  known  as  Carland,  Inc.,  to  lease  various  tvpes  of 
equipment  to  the  railroad.  According  to  the  Commission  the  terms  oTthfleases 
were  disadvantageous  to  the  railroad^  calling  for  the  carrier  to  pTy  considerTb^^^^ 

iQRn?''*^  !^''^^  '""^^"^^  and  rentals  rising  steeply  in  the  latter  half  of  the 
S  J  '^11  "^'"^  ""r^^^-  ^^^^""^  markedly.  "Other  income,"  which  do^  not 
an  n.l  •"'"''"'"'^  'f'^^"^'  ^^^P"^  '^'^  P^^^lem  somewhat,  repi^senthig 
an  increasing  percentage  of  pre-tax  net  income  after  1966.«  Fo;  the  witerS 

tSfLst  1t"ifl?f  7"''  increase  in  revenues  from  other  source^  whfe  n 
kTns  Desnite  thP^  sharp  decline  in  earnings  from  railroad  opera- 

1965  ai^To7^^  tLZ   fV'  'TT''  ^^^^^  ^^^^  between 

ireat  thnf  f/ nr-nn!  A  "s^^g  fifed  charges  and  equipment  rentals  was  so 
great  that  it  produced  a  sharp  fall  during  that  same  period  in  net  income  It 
aeserv^  reemphasis,  though,  to  note  that  more  than  68  per  cent  of  the  dSne 
m  net  earnings  comes  from  the  Penn  Central  alone. 

represfnied  raher  ?ncome.^~'^  pr^Federal  Income  Tax  Ordinary  Income 
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CASH  FLOW 


In  the  late  1960's  the  railroads,     »,™rvin.  d^^^^^^^ 
siderable  de.enoration  ™  -^^^^  ^aas^    railroad  cashflow,  although 

far  less  pronounced.  In  19,0,  '%^i'™P'';', V".  $1  billion.'  By  corn- 

down  about  33  per  cent  from  196»,  t„      per  cent."  Since 

parison,  net  income  in  that  same  P^^d  fell  by  close  to  p^r 

earning^  involve  many  non-cash  '^^'"f  P  ^^'f ;  this  test  the  railroad 
criterion  by  which  to  judge  ^^^'-^  >„  JfJ^  nor 

position,  though  m       ™,f ft^^^^lSt/^ 

''^TthrPenfcenT^^^  Tb  d^y  dSorts^the^'mdustr^'s  eannngs  picture  as  to 
°rSJ^alo™;?hVghly"suspeJt  bas.s  for  financial  evaluation. 

»  Appendix,  Table  i„eome  and  Cash  Flow,  see  Appendix.  Table  A-13.  Tables  A-14 

and  TlO^eTaTe^Calh  Fit  witL"n^ed  cCr^^^  and  Net  Wortb.  respectively. 
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CHART  5 

ORDINARY  INCOME  AND  CASH  FLOW,  CLASS  I  RAILROADS,  1960-1970 


(IN  MILLIONS  OF  DOLLARS) 
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late  1960  s.  By  lyjU  ^asn  aiviu«  instances  this  practice  might  arguably 

than  40  per  cent  of  /^^^  Tthe  rXads  were  raisin?  significant 
be  understandable.  *or  example,  ii  u  ml o-ht  bp  that  dividends  were 

amounts  of  capital  through  new  ^llLent -^rSf^^^^  is  that 

essential  to  attract  and  \?J?^Sfic^^^^  industry,  pro- 

new  public  equity  issues  are  ly/.^fi|^^^^J^Vxpla^  for  the  perpetua- 
viding  only  a  miniscule  amount  of/^.tL  fa^e  oFfXnff  earnings  thus  must 
tion  of  large  cash  dividend  P^JJ^^f^^^^  \Tercov^^&  Siofships,  with 
be  found  elsewhere.  Conceivably^  it  reflects  int^^  ^^^^ 

■Mrs  ~nfe?p1=r4»|:Zrdi.idends  which  have 
been  paid  under  recent  railroad  circumstances. 


u  Appendix,  Tables  A-16  and  A-17. 
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CHART  6 

CASH  DIVIDENDS  AS  A  PER  CENT  OF  PRE  FEDERAL  INCOME  TAX  ORDINARY  INCOME, 
CLASS  I  RAILROADS  AND  SELECTED  LINES,  1960  1970 

PER  CENT) 


i  CLASS  1  RAILROADS 

M 

/  v 

[SOUTHERN  PACIFIC  ^ 

NORFOLK  &  WESTERN 

-f- 

V 

1 

/— 

y 

 ^ 

> 

■ 

f  

41 

V 

'v,  

r 

f 

SOUTHERN  RAILWAY 

"  / 

> 

— — 

/ 

% 

/ 

/  J 

ILLINOIS  CENTRAL 

UNION  PACIFIC 

/ 

V 

i 

248 


WORKING  CAPITAL 


The  consolidated  financial  impact  of  all  the  preceding  fo^^^^as  been  to 
reduce  net  working  capital  of  the  Class  I  railroads  by  more  than  $oOO  million 
sLcT^qS  Current^s^ts  as  a  percentage  of  -rrent  liabilities  have  alien  from 
an  average  of  more  than  150  per  cent  in  the  first  half  of  the  1960  s  to  less  than 
125  per  cent  in  1970.'^  Since  there  is  no  acceptable  measure  for  the  desirable 
current  ratio,  this  shrinkage  in  the  margin  of  current  assets  ov-er  current  liabili- 
ties cannot  necessarily  be  judged  as  bad.  Indeed,  some  o  he  stronger  roads 
have  maintained  for  some  time  only  a  small  working  capital  margin,  in  addi- 
tion, corporations  generally  have  reduced  their  working  capital  margins  m  the 
last  ten  years.  Between  1961  and  1969  U.S.  corporations  cut  back  the  margin 
by  almost  20  per  cent  reflecting,  in  part,  greater  efficiency  m  the  management 
of  short-term  balances. 


"  Appendix,  Tables  A-18  and  A-19. 
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CHART  7 

CURRENT  ASSETS  AS  A  PER  CENT  OF  CURRENT  LIABILITIES, 
CLASS  I  RAILROADS  AND  SELECTED  LINES,  1960  1970 


YEARS  60 
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pmpoition  of  d^«^^^^^^o7r(Tabk  UK"  This  amounted  to  about  six  times  net 
million     t^e  end  oi  19  .  0  (1  able  U^  ^      ^  ^^.^^^^^  dangerous 

that  short-term  debt  is  usually  more  costly. 


Year 


Percent 


I960., 
1961.. 
1962. 
1963. 
1964. 
1965. 


69.8 
63.1 
58.5 
55.4 
54.3 
47.4 


Year 


Percent 


1966. 
1967. 
1968. 
1969. 
1970. 


48.6 
84.6 
93.7 
(») 
0) 


Source;  ICC  and  AAR. 


1  Before  1967  reported  as  net  income. 

2  Over  100  percent. 

pui-clmse  rolling  stock)  and  •'q^f  i^^S.  oad  ^  income 

h^:°^'^  of  rto?  ll-ecati'Tn^rellnf thus  so  . ^rtant 

the  next  section  is  devoted  to  its  assessment. 

 »  similar  data  for  selected  railroads  are  reported  In  Appendix,  Table  A-20. 
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INVESTMENT  AND  PRODUCTIVITY 

As  an  industry  rail  transportation  is  one  of  the  most  capital-intensive 
in  the  economy.  At  the  end  of  1970  total  investment  in  railroad  proneitv  iised 
in  transportation  amounted  to  $;}7.5  billion.  After  deducting  accrued  deprecia- 
tion and  amortization  of  over  $10  billion,  average  net  investment  came  to  more 
than  $28  billion  The  latter  figure  is  only  $600  million  more  than  in  1960  but 
this  masks  the  tact  that  between  1960  and  1970  the  railroads  reported  more 
than  $14  billion  111  gross  capital  expenditures.  The  industry  has  an  enormous 
appetite  tor  capital,  one  that  is  fed  by  its  low  rate  of  capital  turnover  With 
net  investment  of  more  than  $28  billion  and  total  oi)erating  revenues  of  about 
$12  billion,  the  ratio  of  revenue  to  assets  remains  low  by  comparison  with  other 
industries  despite  some  improvement  over  the  last  decade.  Because^  of  its  larire 
capital  requirements  railroad  economic  health  depends  heavily  on  the  way  in 
which  assets  are  used  and  how  they  are  financed.  The  ability  of  the  industry 
to  increase  its  utilization  of  capital  by  even  a  very  small  ainount  can  mean  a 
large  difference  m  earnings  because  of  the  impact  on  debt  and  fixed  charges 
J^or  example,  if  freight  car  use  were  to  improve  at  an  annual  rate  of  3  5  per 
cent  over  the  next  ten  years  instead  of  1.5  per  cent,  railroad  capital  needs  could 
be  reduced  by  as  much  as  $18  billion.  P]qually  important,  more  intensive  use 
ot  capital  investment  would  mean  better  service  to  shippers  and  attract  addi- 
tional traffic,  lo  a  very  great  extent,  therefore,  the  question  of  capital  manage- 
ment IS  the  key  to  the  problems  of  the  railroad  industry. 

Investment  statistics  in  recent  years  clearly  demonstrate  one  fact-  the 
railroads  are  able  to  raise  large  amounts  of  capital.  It  is  often  pointed  out  that 
the  earnings  ot  the  railroad  industry,  as  a  percentage  of  net  wortli,  are  low  by 
comparison  with  other  sectors.  Class  I  railroad  earnings  amounted  to  only 
about  three  per  cent  on  net  worth  in  1970,  only  a  fourth  of  the  rate  of  return 
m  manufacturing  and  a  third  of  the  rate  of  return  in  all  industries  If  this 
were  the  appropriate  investment  yardstick,  the  railroads  would  obviously  be 
unable  to  attract  any  external  funds  since  a  tliree  per  cent  rate  of  return  is 
below  even  the  prime  interest  rate.  What  is  also  true  is  that  both  the  railroads 
and  their  investors  realize  that  for  some,  new,  incremental  investment  returns 
are  actually  considerably  higher.  On  an  intensively  used  freight  car,  for  ex- 
ample, the  anticipated  discounted  return  may  be  as  high  as  20  per  cent. 

THE  CHARACTER  OF  RAIL  INVESTMENT 

Railroad  capital  requirements  are  highly  diverse  and  the  investment  cir- 
cumstances are  equally  varied,  meaning  that  it  is  much  easier  to  raise  funds 
tor  some  purposes  than  for  others  and  that  the  pattern  of  investment  can  be 
skewed  This  is  attributable  in  part  to  the  fact  that  while  investments  are 
typically  made  by  individual  railroads,  the  benefits  are  shared  by  the  entire 
railroad  system.  This  is  exemplified  by  freight  cars,  which  account  for  the 
bulk  ot  new  railroad  investment.  Since  at  any  given  time  a  substantial  })er- 
centage  of  a  railroad's  freight  cars  will  be  in  use  on  other  lines  and  since  a 
typical  shipment  moves  on  more  than  two  lines,  the  benefits  of  such  rolling 
stock  investment  are  shared  within  the  system.  So  long  as  some  returns  can  be 
derived  from  the  capital  outlay  which  is  made,  as  is  true  with  per  diem  pay- 
ments for  freight  cars,  the  system  characteristics  may  not  inhibit  carrier  invest- 
ments. However,  where  this  is  not  feasible,  a  railroad  may  hesitate  or  refrain 
troni  inventing  m  certain  types  of  capital.  For  example,  any  one  carrier  may 
not  be  willing  to  invest  in  a  costly  electronic  system  for  freight  car  manage- 
ment it  the  benefits  can  be  realized  only  if  other  railroads  also  make  similar 
investments. 


74-924  0  -  73  -  18 


252 


Tn  considerino-  the  nature  of  railroad  investment,  there  are  other  factors 

acquired  chuises  in  existing  mortoagos  or  covenants.)  A^  hile  sucli  ^^^^^^  imesi 
f3s  mioht  -idd  -reatlv  to  raTlroad  operating  efhciency,  they  tend  to  be 
;;;X\-iina^!ied  ek't  iol-  railroads  whicL  can  generate  the  necessary  capital 

Sinie'l9C-t  the  railroads  have  recorded  gross  capital  expenditures  of  well 
over  $  bil  ion  a    ear.  Between  19(i.)  and  1970  their  gross  capital  expenditure 
^moimted  t^^^^^^     billion  (Table  15).  Of  this  about  three-fourths  was  for 
ZZciVas  note^d  elsewhere,  additional  capital  investment  was  made  in 
SoTd    ro  xn-tv  by  non-railroad  interests  and  either  leased  to  t  le  railroads  o 

o  s mc  V/i^^^^^^^^^^  numbers  are  unavailable,  but  some  indication  can  be 

lai  d^oi  rth"  iact  that  private  car  companies  and  shippers  (--l^^mg  h^^^^^ 
such  as  the  Trailer  Train  ('oiiipany  which  are  owned  by  the  railroads)  added 

no  e  t  iln  oi.ioO  cars  to  tlieirW-ets  between  1960  and  ^^  li-^r^^^^::^ 
owned  or  leased  by  the  Class  1  railroads  declined  by  '^^f^!  ^^^^^^^^^^ 
the  number  of  freight  cars  in  railroad  service  was  nearl>  f'f^ll'l^  "^"^^'^ 
than  1960,  total  freight  car  capacity  increased  somewhat,  because  ot  the 
substitution  of  bigger  for  smaller  cars. 

TABLE  15.-GR0SS  CAPITAL  EXPENDITURES  AND  CASH  FLOW,  CLASS  1  RAILROADS,  1960-70 
(In  thousands  of  dollars] 


Gross  capital  expend.tures  ^rpenSfturel 


Year;  Roadway  and  as  a  percent 

Equipment         structure        Cashflow       of  cash  flow 


Total 


919  154  633,490  285,664  1,191,693  1 

1960     mill  427  130  219,295  1,073,155  60.2 

1961   -    S,2  938  593  369  239,569  1,023.229  81.4 

1962       1  043  788  784;874  258.914  1,226,326  85.1 

1963   -  -   -  •Su  263  1,139  683  277,580  1  383.824  02.4 

1964.....      630  686  1  303  602  327,084  1,521,210  07.2 

1965   - 952  804  554  223  398,581  1,634,349  9.5 

1966.    linm  381  374,097  1,310,092  116.2 

1967   -  --  186  979  818  720  368,259  1,363,132  87.1 

1%8  -  509  393  1  088  712  420,681  1,280,043  17.9 

1909                                              - -  \iTom  993,095  357,025  1,016,177  132.9 

1970     -  -■-  i.J^"."^"   


Source:  ICC,  AAR  and  Moody's  Transportation  r/lanual. 
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The  character  of  freight  car  investment  during  the  last  decade  has  resulted 
in  a  fleet  that  in  1970  was  quite  different  from  what  it  was  at  the  beginning  of 
l  e  peiiod.  First,  a  growing  proportion  of  freight  cars  m  railroad  service  are 
owned!  not  bv  the  railroads!  but  by  car  companies  and  shippers.  Of  the  cars  m 
the  railroad  fleet  in  1960,  U  per  cent  were  owned  by  car  companies  and  shippers; 
Iv  970  tins  share  had  increased  to  19  per  cent.  One  of  every  five  f  i-eight  cars 
is  thus  now  owned  by  a  non-railroad  organization.  Closely  related  to  this 
development  is  the  growing  insistence  by  major  shippers  that  railroads  commit 
or  dedicate  a  certain  number  of  cars  to  their  requirements. 

Second,  the  freight  car  fleet  is  becoming  increasingly  specialized  by  func- 
tion (Table  16).  The  number  of  unequipped  box  cars  has  fa  len  sharply,  but 
the  number  of  equipped  box  cars,  special  service  flat  cai^  and  covered  hopper 
cars  has  increased.  The  general  impression,  therefore,  is  that  the  i  ail  fi eight 
car  fleet  has  been  more  closely  tailored  to  special  purposes,  reflecting  the  pai- 
ticular  requirements  of  the  approximately  100  or  so  big  shippers  who  account 
for  an  estimated  75  per  cent  or  more  of  rail  traffic.  Among  o  her  implications 
this  trend  means  that  the  railroads  are  increasingly  less  flexible  in  their  abilitv 
to  meet  seasonal  requirements  and  the  demands  of  the  many  sma  1  and  medium- 
size  shippers.  It  also  helps  explain  why  empty  freight  car  miles  have  increased, 
as  cars  are  routed  empty  rather  than  being  used  for  a  different  return  load. 
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ADEQUACY  OF  INVESTMENT 

Little  can  be  said  about  the  adequacy  of  the  investment  in  roadway,  struc- 
tures and  otlier  non- rolling  stock  items.  It  is  often  said,  for  example,  that 
railroad  replacement  of  cross  ties  and  rail  has  not  been  sufficient  to  replace 
existing  installations;  but  this  would  be  true  only  if  all  rail  and  all  cross  ties 
had  to  be  replaced  at  the  same  rate  and  on  the  same  schedule.  On  some  little-used 
track  no  replacement  at  all  may  be  called  for;  secondary  tracks  similarly  require 
less  frequent  upgrading  than  main  lines.  Currently  the  railroads  are  replacing 
about  IT  million  cross  ties  a  year  and  installing  over  2,000  miles  of  new  rail 
(Table  17)  AMiat  is  not  known  is  how  these  replacements  and  installations  are 
being  allocated  among  track  types  and  uses.  New  rail  and  cross  tie  installations 
are  presently  running  at  a  rate  below  that  experienced  in  the  early  19o0  s. 
However,  the  average  weight  per  yard  of  rail  has  been  increased ;  by  the  end 
of  1969  more  than  63,000  miles  of  track  had  rails  averaging  more  than  160 
pounds  per  yard.  This  is  up  10,000  miles  since  1960  and  almost  9,000  miles  since 
19&5  In  addition,  more  than  40,000  miles  of  road  are  now  under  centralized 
traffic  control;  this  is  up  by  a  third  since  1960.  These  facts  represent  major 
improvements  in  the  physical  plant,  but  whether  they  are  adequate  would 
require  far  more  disaggregated  information  about  patterns  of  use  than  is  now 
available. 

TABLE  17  ^MILES  OF  NEW  RAIL  LAID,  NUMBER  OF  TIES  REPLACED  AND  MILES  OF  CENTRALIZED  TRAFFIC  CONTROL,  CLASS  I 

RAILROADS,  1960-70 


Year 


Miles  of 

Miles  of    Number  of  centralized 
new  rail  ties  replaced  traffic 
laid  (ttiousands)  control 


I960                                   1.285  14,237 

961   1.364  11,970 

962  ""■            1,802  13,375 

963 1,669  13,601 

1964 "  1,882  13,524 

965 i.885  14,714 


35, 997 
(') 
(') 
(') 
(') 

44,  025 


Year 


Miles  of    Number  of 
new  rail  ties  replaced 
laid  (ttiousands) 


Miles  of 
centralized 
traffic 
control 


1966..    2.363 

1967   1.912 

1968    2,292 

1969   (') 

1970   (') 


15,250 
15,022 
17,044 
17,323 
(') 


44.  258 

45,  400 
46,598 
47, 097 
47,900 


>  Not  available. 

Source:  ICC,  AAR,  Department  of  Transportation  and  Moody's  Transportation  Manual. 

If  there  are  inadequacies  in  railroad  non-rolling  stock  investment,  they 
are  likely  to  be  related  to  those  elements  that  have  a  so-called  systems  ettect 
This  relates  to  the  point  made  earlier,  namely  that  certain  individual  railroad 
investments  may  be  worthwhile  only  if  other  railroads  make  similar  commit- 
ments. The  best  example  concerns  national  freight  car  utilization.  Recogiuzmg 
the  need  for  a  nation-wide  approach  to  this  problem,  the  Association  of  Ameri- 
can Railroads  set  up  a  computer  system  called  TRAIN.  It  calls  for  member 
Class  I  railroads  to  transmit  information  about  their  car  movements,  notably 
at  int<>iT.hange  points.  Its  potential  is  considerable,  but  its  use  to  date  has  been 
limited  largely  because  some  carriers  do  not  have  sufficiently  reliable  inter- 
change telepr^essing  systems  to  provide  the  necessary  timely  mfomiation 
While  adoption  of  such  a  national  s^-stem  would  be  highly  ad^•antageous  and 
permit  the  railroads  to  make  more  efficient  use^  of  their  rail  car  fleet,  the  nec^- 
sary  capital  commitment  is  large  and  the  uncertainty  that  othei-s  would  also  do 
so  has  caused  carriers  to  hesitate,  thereby  frustrating  implementation  of  a  po- 
tentially high  payoff  system. 

PRODUCTIVITT 

The  relative  scale  and  composition  of  railroad  investment,  though  an  im- 
portant dimension  of  industry  activity,  necessarily  offers  an  incomplete  pic- 
ture for  it  concentrates  on  only  the  input  side  of  the  equation  Lltimatel>,  ot 
coui-se,  investment  must  be  tested  by  its  payoff  and  this  ca  Is  for  an  examma- 
ion  of  the  pertinent  productivity  data."  At  issue  here  is  whether  and  at  what 
rate  of  change  capital  in\  ested  by  the  railroads  is  generating  increasing  returns 
per  unit  of  investment.  There  is  nothing  peculiar  to  the  railroads  in  this  mquiiT, 

"  The  basic  data  for  capital  productivity  are  in  Table  18. 
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for  the  question  of  produetivity  is  fuiHlainental  to  the  jri-owtli  of  tlie  economy 
and  is  a  Avell-accepted  test  of  rehitixe  inchistiy  liealth.  Normally  we  would 
expect  that  o\er  time  both  labor  and  capital  will  become  more  productive.  The 
hour  of  woi'k  or  the  dollar  of  capital  that  yields  100  units  of  output  one  year 
mi<;ht  generate  lO.")  \mits  the  next  yeai\  lli)  the  followint;  year,  ami  so  forth. 
Increased  productivity,  of  cai)ital  and  labor,  is  indeed  the  chief  determinant 
of  the  <»'rowth  of  tlic  American  economy.  Conversely,  in  sectors  where  pro- 
ductivity is  not  rising,  or  where  its  rate  of  increase  is  below  tlu\t  for  the 
economy  as  a  whole,  decline  is  inevitable. 


TABLE  18.-CAPITAL  PRODUCTIVITY,  SELECTED  MEASURES.  CLASS  I  RAILROADS,  1960-70 
Index.  1%0  =  100 


1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

Operating  revenue  per  dollar  of  net 

investment 

0.346 

0.338 

0.365 

0.371 

0.379 

0.388 

0.390 

0.374 

0.392 

0.411 

0.425 

Index 

100.0 

97.7 

105,5 

107.2 

109.  5 

112. 1 

112  7 

108.1 

113.3 

118.8 

122.8 

Originated  tonnage  per  dollar  of  net 

investment 

.045 

.044 

.048 

.050 

.052 

.053 

.053 

.051 

.052 

.053 

.053 

Index 

100.0 

97.8 

106.8 

111.1 

115.  5 

117.8 

117.8 

113.3 

115.5 

117.8 

117.8 

Dollar  of  operating  expenses  per 

originated  tonnage  ($)  _ 

6.097 

6.094 

6.014 

5.780 

5.  712 

5.658 

5.603 

5.828 

5.995 

6.153 

6.630 

Index 

100.0 

99.6 

98.6 

94.8 

93.7 

92.8 

91.9 

95.6 

98.3 

100.9 

108.7 

Ton-miles  per  dollar  of  net 

investment. 

20.83 

20.73 

22.93 

24.12 

25.34 

26.52 

27.03 

25.94 

26.89 

27.  53 

27.05 

Index 

100.0 

100.0 

110.  1 

115.8 

121.7 

127.3 

129.8 

124.5 

129.1 

132.2 

129.9 

Railway  operating  income  per  dollar 

of  net  investment  . .  _ 

.035 

.034 

.043 

.047 

.048 

.055 

.057 

.045 

.048 

.049 

.045 

Index 

100.0 

97.  1 

122.9 

134.3 

137,  1 

157. 1 

162.9 

128.6 

137. 1 

140.0 

128.6 

Net  railway  operating  income  per 

dollar  of  net  investment  . .  _  _ 

.021 

.020 

.028 

.031 

,031 

.037 

.038 

.024 

.025 

.023 

.017 

Index.  . . 

100.0 

95.2 

133.3 

147.6 

147,6 

176.2 

180.9 

114.3 

119.0 

109.5 

81.0 

Income  available  for  fixed  charges 

per  dollar  of  net  investment 

.032 

.029 

.038 

.041 

,043 

,048 

.050 

.038 

.039 

.038 

.030 

Index 

100.0 

90.6 

118.8 

128.  1 

134.4 

150.0 

156.3 

118.8 

121.9 

118.8 

93.7 

Source;  ICC  and  AAR. 

How  to  measure  productivity?  This  has  been  a  topic  for  extended  debate 
among  economists,  witli  considerable  argument  (and  little  agreement)  as  to 
the  approi)riate  indicia  of  both  ini)ut  and  output.  For  immediate  prirposes 
several  different  standards  can  be  employed,  recognizing  that  each  lias  some 
infirmity.  As  an  example,  the  available  outi)ut  indicators — tons,  ton-miles, 
operating  revenue — are  influenced  by  short-run  fluctuations  in  the  economic 
cycle,  but  injnits  (number  of  workei-s,  invested  capital )  do  not  change  as  readily. 
In  short  periods  of  time  this  imbalance  can  produce  statistical  aberrations  and 
regardless  of  tlie  statistical  techniqiu'  used  this  problem  cannot  be  fully  com- 
pensated for.  Acknowledging  the  difficulties  that  are  necessarily  involved, 
we  can  define  a  few  practical  tests  and  apply  them  to  the  railroad  situation.  The 
objective  is  to  determine  whether  the  productivity  of  labor,  on  the  one  hand, 
and  capital,  on  the  other,  has  been  increasing  over  the  last  ten  years,  at  what 
rate,  and  in  what  pattern  within  the  period. 

Two  sets  of  output  criteria  will  be  used  :  one  will  focus  on  physical  measures 
(e.g.,  tons  of  freight  transpoi-ted) ,  the  other  on  financial  measures  (e.g.,  has 
there  been  an  increasing  earnings  return  on  investment).  A  good  starting 
point  is  the  relationshii)  between  railroad  traffic  and  railroad  investment.  As 
Table  IS  shows,  between  lOGO  and  1970  there  was  a  modest  gain — very  small  in 
fact — of  IS  per  cent  in  tonnage  moved  per  dollar  of  investment.  In  terms  of 
ton-miles  there  was  a  somewhat  largei-  increase,  of  about  30  per  cent.  By  either 
standard  the  improvement  was  quite  small,  "\^^ly?  For  one  thing  productivity 
gains  in  the  use  of  freight  cars,  the  biggest  continuing  source  of  industry  invest- 
ment, were  modest.  Net  ton-miles  per  fi'eight  car  day,  for  exami)le.  increased 
bv  less  than  three  per  cent  a  year  during  the  1060s.  (And  this  gain,  as  noted 
elsewhere,  is  explained  almost  entirely  by  lengthening  of  the  average  haul  and 
the  sub.stitution  of  bigger  for  smaller  capacity  cars.)  Average  freight  car  turn- 
around time  has  not  significantly  improved,  the  proportion  of  empty  to  loaded 
car  miles  has  gone  up,  annual  average  car  mileage  in  1070  was  no  greater  in 
1070  than  in  1000,  and  average  train  speed  has  remained  constant.  By  other 
tests,  such  as  gross  ton-miles  per  fi-eight  train  hour  (up  by  about  22  per  cent 
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between  1960  and  1970)  and  car  miles  per  day  (up  from  45. <  to  54.6,  but  with 
a  h  ercon^     empty),  productivity  gains  were  also  small.  During  the 

foeof  tholvfoJIi  tlS^  raili-oads  succeeded  in  getting  only  somewhat  more  physical 

"^'^hen"ie'^krrilrM>roductivity  the  gains  have  been  far  more  sub- 
stantia Tins  reflects  a  sharp  \-oduction  m  tlie  number  of  railroad  enip%^^^^ 
n"  le  19)  Between  19(>()  and  1970  the  work  force  was  cut  bv  more  tlmn  200,000 
with  only  56(i^^^^^  people  employed  in  1970.  Since  railroad  ^'^--^^'^'.^^^^-^^^Ij 
■  d  ine  eased  over  tlK\^  sanu-  period  by  about  33  per  cent,  productivity  rose 
a  K  Iv  XlXr  Departmen't  calculates  that  output  per  man-hour  climb^^^^^ 
at^an  average  annual  rate  of  approximately  six  per  cent  during  the  1960s. 

TABLE  19.-NET  INVESTMENT  PER  EMPLOYEE,  CLASS  I  RAILROADS,  1960-70   


Net  investment 


Employees 


Net  investment  per 
employee 


Year 


(Millions 
of  dollars) 


1960  =  100       (Thousands)     1960  =  100  (Dollars)       1060  =  100 


1960  . 

1961. 

1962. 

1963.. 

1964. 

1965 

1966- 

1967. 

1968. 

1969. 

1970. 


27,474 
27,181 
25,858 
25,773 
25,989 
26.319 
27.322 
27.733 
27,  668 
27,892 
28, 186 


100.0 
98.9 
94. 1 
93.8 
94.6 
95.8 
99.4 
100.9 
100.7 
101.5 
102.6 


780 
718 
700 
680 
665 
640 
631 
610 
591 
578 
566 


100.0 
92.1 
89.7 
87.2 
85.3 
82.1 
80.9 
78.2 
75.8 
74.1 
72.6 


35,  223 
37,  857 
36, 940 
37,901 
39,081 
41,123 
43,300 
45,464 
46. 816 
48,256 
49,  799 


100.0 
107.5 
104.9 
107.6 
111.0 
116.8 
122.9 
129.1 
132.9 
137.0 
141.4 


Source:  ICC  and  AAR. 


One  suggestive  measure  is  found  simply  in  the  ratio  of  "J^^^^^t^.V^^Jfo^ thi^s 

the  prodVtVity  gains  have  been  considerable,  at  least  when  measured  by 
physical  output  indicators. 

TABLE  20.-LABOR  PRODUCTIVITY,  SELECTED  MEASURES  CLASS  I  RAILROADS,  1960-70 

(Except  where  noted,  1%0-100)   

1970 


1960   1961     1962     1963     1964     1965     1966     1967     1968  1969 


Output  per  man-hour;'  Production  workers  in-         ^  ^  g  gj  g     gj  q  97  g  iqo.  0  104.4  109.3  2  109.9 

Ou1put^'pe?~man-hour;V  Air  employees  mdex  ^  1     90.8  97.5  100.0  104.  4  ' 

O^S^^na.eperemp.yee(tons):;;:::::  ^  ^  US^  1,889  2,037  2,16^  .|  .|  2,|3 

Total'TaboVcosts  per  dollar  of  net  investment....  ^195  188  ^200  199  ^202  ^^204  ^^202  ^ 

Oper^^revenueperdo,laro,lal.rcos,s;::;::  ^Vi  ^  l%2  r  860  r  876  .  90.  .  933  .  849  .  858  .  872     .  874 

^wr^Ki)^!"""^"":^^"""-  ,„««o  i'l     -^2  z  -^'i  lof^ 


Index. 


Index. 


63.2 

68. 1 

72.4 

76.9 

63.6 

68.2 

72.6 

77.1 

1,589 

.667 

1,762 

1,889 

100.0 

104.9 

110.9 

118.9 

.195 

.  188 

.200 

.  199 

100.0 

96.4 

102.6 

102. 1 

1.775 

1.779 

1.882 

1.860 

100.0 

101.4 

102.6 

104.8 

.860 

.865 

.841 

.829 

100.0 

100.6 

97.  8 

96.4 

.902 

.905 

.877 

.864 

100.0 

100.3 

97.2 

95.  8 

.849 

.847 

.823 

.808 
95.2 

100.0 

99.8 

96.9 

.865 


Labol"co*sts  per  labor  costs  plus  railway  operating  ggg      ygg      jgg      gig      815      819  .835 


95.2 


9.0 

97.6 

100.0 

104.4 

90.8 

97.5 

100.0 

104.4 

2, 168 

2.296 

2.308 

2,422 

136.4 

144.  5 

145.2 

152.4 

.  204 

.202 

.202 

.211 

104.6 

103.6 

103.6 

108.2 

1.901 

1.933 

.849 

1.858 

107. 1 

108.9 

104.2 

104.7 

.810 

.801 

.842 

.843 

94.2 

93. 1 

97.9 

98.0 

.848 

.841 

.892 

.896 

94.0 

93.2 

98.9 

99.3 

.788 

.788 

.818 

.815 

92.8 

91.6 

96.3 

96.0 

. 903      . 929 


95.9     94.0     93.2     98.9     99.3   100.1  103.0 

o        -100        7B«        SIR  R15   

96.  5      98.  4 


.  Class  1  railroads  and  Class  I  switching  and  terminal  companies.  Source:  ICC,  Department  of  Labor  and  AAR. 

2  Preliminary. 

Phvsical  measures  of  a  change  in  productivity-how  much  more  output 

1=  See  Appendix.  Table  A-23. 
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compared  with  only  35  cents  in  1969  (Table  18).  Operating  revenue  per  dollar 
of  labor  costs  rose  about  6  per  cent.  Tlie  result  is  that  despite  a  sharp  decline 
in  the  nuniber  of  workers,  the  labor  share  of  railway  operating  income  as  well 
as  net  railway  operating  income  and  income  available  for  fixed  charges 
reniained  about  the  same  or  was  up  somewhat  in  1970  compared  with  19(50. 
This  signifies  that  the  full  measui-e  of  rising  physical  labor  productivity  has 
been  paid  out  in  increased  employee  compensation. 

The  pattern  of  productivity  change  dui-ing  the  1960's  was  highly  uneven, 
however,  which  further  helps  explain  the  problems  exi)erienced  by  the 
industry  in  the  later  years  of  the  decade.  Especially  noticeable  is  a  sharp  break 
IJOint  m  capital  productivity  that  took  place  about  19(56.  Fii-st,  though,  consider 
labor  productivity,  where  there  was  a  noticeable  yet  less  pronounced  slowdown 
in  the  rate  of  increase.  As  can  be  seen  in  Table  20,  aggregative  measures  of  gains 
in  output  i)ei'  man-houi-  rose  steei)ly  from  about  1962  through  1966,  with  annual 
percentage  gains  averaging  well  over  six  per  cent.  The  freight  tons  per  em- 
ployee index,  as  indicated  in  Table  20,  climbed  from  105  per  cent  of  the  1960 
base  m  1961  to  145  per  cent  in  1966.  In  the  face  of  these  gains  total  labor  costs 
per  unit  of  net  investment  held  steady  from  1962  through  1967,  as  seen  in 
Table  20.  Even  more  importantly  labor  costs  as  a  percentage  of  income  available 
tor  fixed  charges  plus  labor  costs— what  has  sometimes  been  called  the  labor 
distributive  share— fell  m  the  early  1960  s.  From  a  value  of  86.5  per  cent  in 
1961,  the  highest  it  had  been  since  1950,  the  labor  share  declined  to  81  per  cent 
in  1965.  Seen  in  another  way,  labor  costs  were  consuming  a  smaller  propoi-tion 
of  operating  revenues.  The  index  of  operating  revenue  per  dollar  of  labor 
costs  rose  9  per  cent.  From  the  standpoint  of  investment  efficiency  measured 
in  financial  terms,  the  early  1960's  were  a  similarly  optimistic  period  for 
the  railroads.  Relative  to  investment,  railway  operating  income,  net  railway 
operating  income,  and  income  available  for  fixed  charges  all  rose  steeply 
througli  1966.  As  seen  in  Table  18,  the  net  railway  operating  income/investment 
index  escalated  81  per  cent  from  1960  to  1966.  There  were  similar  sizable 
tliough  less  dramatic  gains  in  the  two  other  financial  measures  of  capital 
productivity.  In  short,  the  railroads  were  squeezing  far  more  revenue  out  of 
their  investment  and  this  efficiency  was  being  carried  forward  into  eaniings. 

In  about  1966  railroad  fortunes  went  into  sharp  reverse,  with  a  particularly 
niarked  deterioration  in  the  financial  measurements  of  productivity.  The  rate 
of  increase  m  labor  output  per  man-hour  slowed  considerably,  averaging  only 
about  three  per  cent  a  year  from  1966  to  1970— in  contrast  with  gains  of  more 
than  twice  that  in  the  earlier  years.  This  slowdown  in  labor  productivity  was 
not  ottset  by  any  change  in  compensation.  Total  labor  costs  began  to  consume  a 
growing  share  of  operating  revenue,  with  the  index  of  operating  revenue  per 
dollar  of  labor  costs  falling  from  108.9  in  1966  to  104.2  in  1967  and  rising 
niodestly  to  105.6  in  1970.  Even  more  striking,  the  labor  distributive  share 
climbed  from  81  per  cent  in  1965  to  more  than  88  per  cent  in  1970  when  measured 
against  income  available  for  fixed  charges  (it  also  increased  in  comparison 
^  Vu    l^^^^^^y  operating  income  and  railway  operating  income). 

Ihe  financial  measurements  of  capital  productivity  also  displayed  sharp 
declines  after  1966,  with  the  most  pronounced  setbacks  showing  up  in  earnincr^ 
lai'i  /    %  operating  revenue/net  investment  was  higher  in  1970  than  in 

1J66  (and  23  per  cent  more  than  1960),  the  ratio  of  railway  operating  income 
(revenue  less  expenses)  to  net  investment  began  to  fall  in  1967  By  1970  this 
latter  ratio  was  only  29  per  cent  above  1960,  down  from  63  per  cent  in  1966. 
bignihcant  though  this  is,  it  understates  the  problem  for  railway  operating 
income  does  not  take  into  account  the  growing  costs  associated  with  equipment 
rentals.  It  net  investment  is  related  to  mt  railway  operating  income,  the  fall 
m  productivity  is  dramatically  portrayed.  In  1966  the  investment/NROI  index 
was  181  per  cent  of  the  1960  base,  but  as  shown  in  Table  18  by  1969  it  had  fallen 
to  110  and  by  19r0  it  was  down  to  81.  There  was  a  neariy  comparable  pre- 
cipitous decline  in  the  ratio  of  investment  to  income  available  for  fixed  charges 
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From  1966  on,  therefore,  increasingly  more  investment  was  required  each 
year  to  produce  a  doHar  of  net  earnings  and  by  1970  tlK>  situation  was  worse 
than  it  had  been  in  1960.  Bv  these  tests  the  improvements  m  capital  prodm  tiMt> 
ha  iMili  been  made  in  the  first  half  of  the  1960  s  wore  dissipated  - 
later  vears.  Some  of  this  decline,  of  course,  can  be  exp  amod  by  falling  outpu  . 
attributable  to  tlie  general  slowdown  in  the  economy,  but  by  no  means  all  of  it. 
The  rate  ^i  averagre  annual  gains  in  net  ton-miles  per  --/^}(/[-; 
1967  to  1970  slowed  to  about  half  the  rate  recorded  from  1962  to  1966.  H^  l.)<0 
t\!ri  ax^uiKl  time  was  slower  tlian  in  1960.  Tlie  index  ^--^^^^^^^^^ 
of  net  rail  investment  showed  practically  no  gam  from  1966  thiough  1J70  m 
cLtTasrwi     In  increase  of  nearlv  HO  per  cent  from  1960  tlirough  196(, 

sui    up  for  the  railroads  the  1960's  were  a  decade  marked  initially  by 
imnrovei  ent    nd  then  bv  decline  in  the  productivity  of  their  investment.  In 
the  call  e    vJa  s  steppeiup  capital  investment  and  declining  onii^oy.uent 
^suited  in  productivitv  gains  and  l)etter  earnings  for  the  industry  Af  er  1966 
l^we^r  allhough  labor  productivity  continued  to  P^^alol  ^r^^^^^^ 

at  a  substantial  rate  wlien  measured  m  hnancial  terms.  A\  ith  the  l«boi  stiare  oi 
op  rati^  i^^^^^^^^^^^^^^  tending  to  rise,  ortsetting  gains  m  plivsical  l'^;-;.!;;-  J';;  ^ 
the  ertect  was  to  depress  earnings.  In  this  later  period  railroad  capital  o  tla>s 
were  no  contril)Ut ing  to  increased  efficiency  or  higher  capital  productivity 
Ouite  he  cm  arv  :  capital  output  was  falling,  gains  in  labor  F-"^l''^-t^^->t>  ;3 
b^  ir  oun^erbalanced  by  ris/ng  labor  -".M-"-^^-'^-;' .JX've^J'Zr 
investment  utilization  as  reflected  m  f  i,  ves  me  t  iVl<m^ 

i:;^^iS;aSl^:;;.:^^X^^ 

one  problem. 
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EFFICIENCY  AND  SERVICE 


The  appeal  of  rail  tiaiispoitation  to  sliippei-.s  is  a  composite  of  many 
vai'iables,  with  the  (jualitative  dimensions  of  seivice  becominf;  increasin<;ly 
im{)ortant.  Kates,  always  si<fnificant  of  course,  aie  but  one  aspect  of  the  pioduct 
the  railroads  have  to  offer.  As  shippers  become  more  sophisticated  and  come  to 
view  the  distribution  process  as  a  totality,  the  "cost'"  of  transportation  lanf^es 
far  beyond  its  quoted  price.  Tliis  is  especially  the  case  with  hi<?her-valued 
mainifactured  floods,  whose  rate  of  jiiowth  and  yield  make  their  movement 
such  a  crucial  factoi-  in  the  future  development  of  the  lailroad  industry.  The 
quality  of  sei'vice,  impoi-tant  as  it  is  in  atti-actin<;  lail  ti  aftic.  is  lai  <fely  dependent 
on  the  efiiciency  of  rail  op(Mations  and  the  utilization  of  iHiuipment.  What  this 
signifies  is  the  interdependence  of  railroad  problems,  for  without  l)etter  use 
of  equipment  there  can  neither  be  improved  service  nor  a  moi-e  piofitable 
exploitation  of  the  substantial  rail  capital  investment  in  plant  and  rolling 
stock. 

From  the  standpoint  of  shippers,  rail  transpoi'tation  services  comes  down  to 
a  function  of: 

*  rates 

*  availability 

*  dependability 

*  shipment  loss  and  damage 

Obviously  these  can  be  consolidated  into  a  single  cost  function,  but  for  present 
purposes  they  are  best  viewed  separately.  In  doing  so  one  finds  the  keys  to  some 
of  the  railroads'  most  serious  problems— namely,  the  relatively  low  overall  rate 
of  capital  utilization  and  the  generally  detei  iorating  quality  of  service.  Several 
highlights  can  be  noted: 

*  There  is  evidence  that  shippers  have  experienced  increasing  difficulty  in 
iccent  years  in  obtaining  cars  on  a  predictable  schedule.  This  reflects  less 
an  inadequate  supply  of  cars  than  the  absence  of  a  system  to  manage  the 
distribution  of  cais. 

*  In-transit  and  car  delivery  schedules  have  slowed  but,  more  importantly, 
they  have  become  less  reliable. 

*  Less  trains  are  hauling  heaviei-  carloads  greater  distances.  From  a  service 
standpoint,  tliese  facts  suggest  that  the  railroads  ai'e  concentrating  more 
of  their  efforts  in  servicing  the  relatively  small  number  of  big  shippers 
whose  rail  transportation  needs  are  both  great  and  highly  routinized. 
One  result  of  this  concentration  of  effort,  of  course,  is  increasingly  poor 
service  to  shippers  whose  demands  for  rail  service  are  not  as  great  and 
not  as  regular. 

*  Loss  and  damage  claims  for  rail  freight  movements  have  escalated 
sharply,  rising  fi'om  $107  million  in  1967  to  more  than  $224  million  in 
1970. 

*  Utilization  of  the  railroads'  single  biggest  category  of  investment,  freight 
cai-s,  has  shown  some  improvement  during  the  last  decade,  but  almost 
all  of  this  can  be  attributed  to  shipper  insistence  on  larger  cars  and  to 
lengthier  hauls  rather  than  to  better  management  of  the  car  fleet. 

T^^^h  -^^'^  overview  in  mind,  we  can  turn  to  a  more  detailed  examination 
ot  the  efficiency  and  service  record  of  the  industry  in  the  last  decade. 

FREIGHT  TRAIN  INDICATORS 

Statistics  for  all  Class  I  lailroads  show  that  both  the  number  of  miles  and 
ia«A'^  /^^u?  ^^'^^^^^^  ^^'^i'^s  has  remained  virtuallv  constant  during  the 
IJbOs  ( lable  21).  Regional  figures,  however,  indicate  that  there  has  been  a  23 
per  cent  increase  in  freight  train  miles  for  lines  in  the  Southern  district,  but 
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a  six  per  cent  drop  for  Eastern  district  roads.  Given  the  fact  that  the  average 
len<^h  ofTtul-  has  increased  about  ten  per  cent  (from  452  to  almost  500 
^t  St  be  expected  that  a  similar  increase  in  fi-eight  train  miles  and 
WswouW  be  evident  That  this  is  not  the  case  points  to  the  tailing  number 
of  trails  beins  made  up  for  line  haul  operation.  This  is  c^nhrmed  in  l  able  21 
?4  ch  SowrtfvaTmoreS^  one  million  fewer  trains  were  made  up  in  1970  than 
n  960  iTshort ,  the  combination  of  fewer  trains  traveling  greater  dist.anc^  has 
riulted  in  about  the  same  number  of  tram  hours  and  miles  of  service  in  the 
1960's. 

TABLE  21.-FRE1GHT  TRAIN  MILES  AND  HOURS  AND  TRAINS  MADE  UP  FOR  LINE  HAUL,  ■  CLASS  1  RAILROADS,  1960-70 


[Index.  1960=1001 


Freight  f'fi*^^ 

ho2'rs  Number  of 

Index     (thousands)  Index  trains  Index 


train 

Yg3,_  (thousands)  Index  (thous 

^■:-=--^--=  i^  il     i  I 

1967-  -.-    --         lll'lf^  °06.1  21  031  101.6       1,465,268  93.3 

1968   If^'^!;]  107.1  21,561  04.1  |H 

1969   ----  105  6  21,247  102.6       1,437,392  91.6 

1970  --    Hi:/,iiD  ^  

.  Total  tonnage  per  average  freight  train  load.  Source;  ICC  and  AAR. 

Q^m^l^rlv  there  has  been  virtually  no  change  over  the  decade  in  the  number 
of  caii^  the  Iverag^  addition,  there  has  been  no  change 

in  t'^tendercy  f^r  E^^^^  railroads  to  make  up  slightly  longer  trains 

Ln  lin^h  both  k  Southern  and  Western  districts)  Nevertheless,  there  has 
Lee    a  sfeady  hicrease  in  the  amount  of  freight  hauled  by  the  average  tram 

running  time  have  remained  unchanged. 

FREIGHT  CAR  INDICATORS 

Table  22  presents  data  regarding  loaded  cur-mjles.- It  if/^^f^^^hat  while 
wi.n+  thi^  sncro-ests  is  that  in  accommodating  the  wishes  of  a  shipper  ana 

may  be  harmful  to  the  railroad. 

18  See  Appendix,  Table  A-26. 
"  See  Appendix,  Table  A-27. 
«  See  Appendix,  Table  A-28. 

t^ltrr^'rau'oTfelected  Railroads  can  be  found  in  Appendix,  Table  A-30. 
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TABLE  22.-L0ADEO  FREIGHT  CAR  MILES,  CLASS  I  RAILROADS,  1960-70 


Year 


Loaded 
car-miles 

Car-miles  as  percentage 

loaded  Index  of  total 

(millions)  1957-59=100  car-miles 


1960. 
1961. 
1962. 
1963. 
1964. 
1965. 


17,287 
16.  648 

16,  990 

17,  133 
17,487 
17,885 


95.9 
92.4 
94.3 
95.1 
97.1 
99.3 


61.4 
61.2 
61.2 
60.9 
60.6 
61.0 


Year 


1966. 
1967. 
1968. 
1969. 
1970. 


Car-miles 
loaded 
(millions) 

Index 
1957-59  =  100 

Loaoeo 
car-miles 
as  percentage 

of  total 
car-miles 

18,  304 

101.6 

60.3 

17,  449 

96.8 

58.9 

17,825 

98.8 

59.3 

17,965 

98.9 

59.2 

17,  300 

96.0 

57.8 

Source:  ICC  and  AAR. 


The  trend  toward  building  larger  freight  cars  is  reflected  in  a  gain  of  over 
11  tons  in  the  capacity  of  the  average  car  over  a  ten-year  period."  Reflecting 
this  gain  in  capacity  is  a  similar  increase  in  the  average  freight  car  load  (Table 
23).  It  IS  interesting  to  note,  in  this  respect,  that  the  industry  employs  two 
methods  for  calculating  the  average  freight  car  load.  One  procedure  simi)ly 
measures  the  weight  of  originated  freight,  while  the  other,  based  on  operating 
statistics,  introduces  distance  factors.  It  is  clear  from  Table  23  that  when  the 
first  method  is  used,  only  a  23  per  cent  increase  is  seen,  whereas  operating  data 
suggest  an  increase  of  32  per  cent. 

TABLE  23.-AVERAGE  FREIGHT  CARLOAD,  CLASS  I  RAILROADS,  l%0-70 


Year 


Tons  par  originated 
carload 


Index,  1960  =  100 


Net  ton  miles  per 
loaded  car  mile 


Index,  1%0  =  100 


1960. 
1961. 
1962. 
1963. 
1964. 
1965. 
1966. 
1967_ 
1968. 
1969. 
1970. 


44.4 
44.9 
45.4 
46.7 
47.8 
48.9 
50.1 
51.1 
51.8 
53.1 
'54.6 


100.0 
101.1 
102.2 
105.2 
107.7 
110.1 
112.8 
115.1 
US.  7 
119.6 
123.0 


34.0 

34.  / 

35.  ■/ 
37.1 
38.3 
39.6 
40.3 
41.2 
43.0 
43.5 
44.9 


100.0 
102. 1 
105.0 
109.1 
112.6 
116.5 
118.5 
120.9 
126.5 
127.9 
132. 1 


'  Estimated. 


Source:  ICC  and  AAR. 


Along  with  these  increases  in  freight  car  capacity  and  load,  there  has  also 
been  a  rise  m  daily  car  mileage  (Table  24).  While  the  20  per  cent  increase  in 
car  mileage  is  consistent  with  earlier  data  indicating  an  increasing  length  of 
haul,  nevertheless  this  statistic  should  be  regarded  with  some  caution.  The 
daily  car  mileage  figure  is  calculated  for  serviceable  freight  cars  both  loaded 
and  empty."  Since  there  has  been  a  drop  in  the  percentage  of  loaded  to  total 
freight  car  miles,  it  must  follow  that  the  rise  in  daily  car  mileage  includes  an 
increase  of  "light"  car-miles. 

TABLE  24.-DAILY  CAR  MILEAGE  AND  TIME  AVERAGE  CAR  SPENDS  IN  FREIGHT  TRAINS",  CLASS  I  RAILROADS,  1960-70 


Year 


Miles    Index,  1%0  =  100 


Hours  per  day  in 
freight  train 


Index,  1960  =  100 


1960. 
1961. 
1962. 
1963. 
1964. 
1965. 
1966. 
1967. 
1968. 
1969. 
1970 


45.7 
45.5 
47.6 
49.2 
50.0 
51.7 
53.0 
51.5 
53.5 
54.9 
54.6 


100.0 
99.6 
104.2 
107.7 
109.4 
113.1 
116.0 
112.7 
117.1 
120.1 
119.5 


2.34 
2.29 
2.27 
2.38 
2.48 
2.57 
2.61 
2.54 
2.62 
2.73 
2.72 


100.0 
97.9 
97.0 
101.7 
106.0 
109.8 
111.5 
108.5 
112.0 
116.7 
116.2 


■  Daily  car  mileage  times  average  freight  train  speed. 


Source:  ICC  and  AAR. 


^  See  Appendix,  Table  A-31. 

^  For  data  on  car  serviceability,  see  Appendix,  Table  A-32. 
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noted  in  the  average  freight  car  l^''- T°  »  ''f "  f^^'^'jj'l^  due  to  the 
mileage  is        ;X"t  mife ^^fo  tWs  Lave  i-st  seen, 

percentage  of  fieight        "^^'^^  •  ,      index  of  efficiency  is  so  dependent 

has  declined.  Since  the  performance  of  this  kew^^^^  i  j^^^ 

on  the  weight  of  the  ^^^^age  carload  of  fi^^^^^^^^^  ^^^^  j^^^  1^ 

this  latter  item  can  be  computed.  A>  l^'^'^^f  ^^Vd  \ws  -i  far  -reater  increase 
haul  into  account  the  average  ff  'S^^^Jt^JX  The  nearly  50  per  cent  increase 
than  when  calculated  on  a  mere  t^^^^,^;^,  ^  .'^^^J;^  re 'u  t  ^om  inclusion  of 
in  "net  ton-miles  per  freight  car  day,  t^^^^^^o/;;  oX  a  38  P^r  cent  increase 
distance  :  if  the  tonnage  figure  7;7;^^>^!!f^  f  ^^^^^^^^^^  indi- 
in  freight  car  efficiency  would  be  indicated  f,,     '  fonnance  bv  ditferent  roads. 

c;ei;su;n£i.;r^jif^;s 

*^,r,!:nro'rrh(le  ^C^^Sl:^!^!^^^^^-^^  fo.,o.  the 
performance  of  all  Class  I  roads. 

.  -„=T  ,0«..US  n,  m.»T  CM  »«.  C-SS  ,  .«L»O..S,  .S,«,S,  ..0  SEUCeO  »..L.O..S, 


Year 


1^^        ''m  'HI        1:"^  \^^^  \^  \^  ul 

"  ^Penn'centrai;;.     594       734       989     1,021  1,113  1,063    

Kr«n,.::":::-::::  J    J         All        i^^^  i:«r  u93 " 

^-S^'^„.a.:::::::::::::  '|    -3    990    939  .040  ^997  ,     .  ; 

Illinois  Central    <'        961      .  Uia      ,  ^  ^^^     j^^j  1529     1455     1593     1.63*      l.'  f 

western  D,stnct_    1.13  9         Ssl     1  696     1,790     1,929  ,    5      ,0         .188      .1  ^^.U^^ 

Southern  Pacific    U     J.         j^^gj     j  493     ,  528     1,768  1,850     1, i.aa^  ^'^ 

Sources-  Class  I  Railroads  and  Regional  Districts-ICC  and 
bources.  1.10"  Transportation  Manual. 


Union  Pacific. 


I  Not  available.  aAR;  Selected  Railroads^-lifloody's  Transportatio 


NET  TON  MILES 
PER  FREIGHT 
CAR  DAY 
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CHART  9 

NET  TON  MILES  PER  FREIGHT  CAR  DAY,  CLASS  I  RAILROADS  AND 
SELECTED  RAILROADS,  1960-1970 
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To  summarize,  at  this  point,  two  .najor  '<'":;™--^jJ-|f 4^^:;,*^ 
resufting  from  the  use  of  more  specialized  equipment. 

CAR  UTILIZATION 

Data  relating  to       -  P-*L^lr™tES^^^^^^^^ 

service  aspoc  s  of  the  about  the  same  number  of  trips 

shipper,  there  has  been  a  decline  m  the  numbei  ot  trips. 

TABLE  26.-TR1PS  PER  YEAR  BY  TYPE  OF  CAR,  CLASS  1  RAILROADS.  1958-69  


Hopper  car 

Refriger-    Gondola       Open  Stock      ^^^^^^^       Ta^nk       ^^^^^  ^^^^^ 


Year 


Boxcar     aior^ar  ca^         top  Covered 


ISSS...  -   -3        U.9        ..9        .J        ^  19.| 

1965    ^-^2  9  1         26.3         18.1  6  6        29.  4.0  ^3- 

Source:  AAR 

Critical  to  the  subject  of  car  -tH^ticm  is  the  c^sd^ 
In  the  last  ten  years  there  has  been         "l^^f  ^l^^^^^^'X  are  still  consumed 
time,  but  even  with  these  gains  some  two  ^^d  a  ha  t  ^If^^^^^^^^^^^  ^^^^  i^di- 
by  s^ich  procedures  for  an  -^'^--Sl^^:;^^''^^^^  times  for 

cate,  however,  that  there  is  ^^^^^^^^^^^^JXt  „„rs  for  example,  achieved 
different  types  of  equipment  ^^^fl'^'^^^^J^^ 

turnaround  times  of  shghtlv  less  tl^^^/^^^^^^d  there  a  deterioration  with 
days  compared  with  1960.  On  the  other  hand^^  1970  J  -er  three  weeks  of  turn- 
respect  to  box  and  refrigerator  car  ^«  ^^^^  ^^^,7^0^1960.  Although  small, 
around  time  was  required,  a  decline      ^ '  P/^^;^,^^  occurred  at  the  same  time 

j!;:.^?;;VdSri^^^ 

In-:"  mei^^r  took  terminal  and  classification  procedures. 

TABLE  27.-TURNAROUND  TIME-DAYS.  CLASS  I  RAILROADS,  SELECTEDJTEARS  

 '  i960  1965  1970 

  19^18  1^-55  II- n 

BOX.......  --  31.51        .  33.21 

Refrigerators  -    20.99  1394 

Gondolas  —  -  ---  -    16."  ^J-^j  20.23 

Hoppers  --  ---     20- 9«  13.46 

Covered  lioppers   "   15-59  

fat     19.16  18.02  18-73 

Average  all  cars   -  -   

A^»3  c«n,.,n.  ....  ....n.  ......  ......  n..  r.p.,.s 

locomotive  utilization  statistics. 
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Encouraging  as  this  may  be,  however,  it  is  still  true  that  on  the  average 
a  freight  car  is  in  line  haul  movement  only  about  12  per  cent  of  the  time.  With 
another  40  per  cent  of  the  time  spent  loading  and  unloading,  about  half  a 
car's  time  is  spent  either  waiting  movement  or  sitting  idle  for  assignment.  This 
represents  very  low  utilization  of  railroad  investment.  From  the  viewpoint  of 
the  rail  shipper,  the  problem  is  compounded  by  the  decline  in  service  reliability, 
with  delays  of  as  much  as  one  week  in  actual  versus  promised  train  arrivals 
not  uncommon. 

These  facts  point  to  the  heart  of  the  so-called  freight  car  shortage  problem : 
poor  use  of  existing  equipment.  To  some  extent,  shippei-s  themselves  contribute 
to  poor  utilization  by  not  loading  and  unloading  cars  quickly.  (Even  with 
increased  demurrage  charges,  the  freight  car  can  be  a  cheap  warehouse.)  But 
even  more  critical  is  the  absence  of  any  surety  on  the  part  of  the  shipper  respect- 
ing car  availability,  which  prevents  efficient  scheduling  of  loadings  and  unload- 
ings.  One  shipper  has  estimated  that  if  the  railroads  could  deliver  90  per  cent 
of  cars  to  his  loading  docks  within  a  "target"  72  hour  time  frame,  his  freight 
car  demands  could  be  cut  by  as  much  as  45  per  cent,  a  staggering  amount.  Fur- 
thermore, such  delivery  reliability  would  result  in  greater  utilization  of  less 
equipment  because  an  additional  carloading  per  month  could  be  achieved  with 
the  reduced  rolling  stock  required.  In  a  test  of  these  guidelines,  however,  the 
railroads  only  managed  to  deliver  about  66  per  cent  of  the  equipment  within 
the  three  day  "target"  period. 

It  is  this  kind  of  poor  service  record  that  is  most  telling.  Not  only  does  it 
seriously  compromise  other  statistics  which  suggest  gains  in  rail  service,  it  also 
indicates  that  in  essence  the  so-called  freight  car  shortage  problem  is  less  one 
of  equipment  supply  than  of  poor  utilization.  This  hampers  the  railroads  in  the 
marketing  of  their  service  and,  as  noted  elsewhere,  it  also  imposes  a  severe 
financial  strain  by  inhibiting  better  capital  productivity. 

Discussion  of  the  adequacy  of  service  points  to  the  highly  significant  inter- 
locking relationship  between  this  facet  of  rail  operations  and  the  capital  invest- 
ment needs  of  the  industry.  One  way  of  demonstrating  the  sensitivity  of  railroad 
capital  requirements  to  car  utilization  is  to  examine  industrv  projections  of 
future  rail  investment  needs.  Consider  the  conclusions  reached  in  the  industry's 
1970  ASTRO  report.  It  proposed  expenditures  from  1970  through  1980  of  $18.6 
billion  for  freight  cars,  a  dollar  amount  equal  to  half  the  total  expenditure 
forecast.  This  conclusion  was  based  on  several  assumptions : 

*  a  3.5  per  cent  annual  increase  in  traffic 

*  a  relatively  stable  lailroad  share  of  total  intercity  freight  movement 
T^u-  *i  J  (''^"d  unexplained)  1.5  per  cent  increase  in  car  utilization 

1  his  led  to  the  determination  that  a  two  per  cent  annual  increase  in  the  number 
of  freight  cars  was  required,  a  conclusion  carrying  with  it  the  $18  billion-plus 
price  tag. 

As  one  looks  at  these  assumptions  one  can  see  that  even  modest  differences 
greatly  alter  the  investment  implications.  Even  if  it  is  granted  that  traffic  will 
grow  at  3.5  per  cent  a  year  and  that  the  railroads'  share  will  remain  about  what 
It  was  in  1970— two  assumptions  open  to  debate— the  low  rate  of  projected 
increased  car  utilization  becomes  critical.  If  car  utilization  (as  measured  by 
net  ton-mi  es  per  freight  car  day)  were  to  increase  at  3.5  per  cent  a  year,  capital 
needs  would  be  slashed  sharply,  since  no  net  increase  in  the  freight  car  fleet 
would  be  required.  Whether  such  a  gain  in  utilization  is  possible  depends  on 
recent  railroad  experience  and  on  the  prospect  that  the  same  underlying  casual 
factors  may  prevail  m  the  future.  As  noted  earlier,  the  railroads  have  improved 
their  car  use  by  about  50  per  cent  in  the  last  ten  years.  It  will  be  recalled, 
tnough,  that  the  gains  have  come  about  almost  entiiely  because  of  larc^er  cars 
and  a  longer  average  length  of  haul,  not  because  of  better  management  of  the 
?Qftn  r  «Y  1  .  a^^^^'Y^l?'^'^.^'*  capacity  having  climbed  from  55.4  tons  in 
1960  to  67.1  tons  in  1970,  it  is  doubtful  whether  comparable  gains,  at  least  in 
percentage  terms,  can  be  expected  to  continue.  As  for  length  of  haul,  movement 
distances  have  increased  about  ten  per  cent  in  the  last  ten  years,  but  here,  too  it 
IS  questionable  whether  similar  changes  will  take  place  in  the  next  decade 
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With  the  t«;o  key  '^^'^^^1^]^-::^^^::^^^^^::^ 

tion  unlikelv  to  be  as  significant  in  the        /"V^       make  better  use  of  their 
[hat  the  railroads  themselves  been  u  aW  bette^  ^^^^^ 

rolling  stock  investment  is  accentuated  Recent  ex^  railroads  have 

types  1>f  movements  such  as  those  invohed  muint  t^^^^^^  ^^^^^^  ^^^^^.^^ 

bettered  their  use  of  some  fj^^g^t  cars  (more  le^^^^^^^^  ^         ^^^^  ^^^^^ 

per  unit  of  time  and  ^"^^  of  ln^^stmem 

the  case.  In  fact,  from  l%b  to  l^^f^^^^^^^JIj^^l^f;^  'av.va.o.  boxcar  made  19.1  trips 
Take  boxcars  as  a  specific  ^^^^mple.  In  I960  1^  a  deterioration  of  considerable 
a  year;  in  1969  this  figure  dropped  to  16.8  tups,  a  cleteiioiai 

magnitude.   ^r-P^o-ht  cars  and  with  no  improvement 

^  With  so  much  railroad  investment  ^^^f^^^^^^  average  hauls  and 

in  car  utilization  (except  as  it  has  come  abo^^^^^^^^  ^  5  p,, 

bigger  unit  capacity) ,  even  a  ^«^fX7as  excSshX  optimistic.  To  say  that, 
cent  in  productivity  might  be  regained  as  excessn  e  y   p  ^^^^ 
though,  is  only  to  dramatize       critical  charactej  o^^  railroads  them- 

up  the  necessity  for  better  rolling  ^l^'^^^Z  ^^r^cte^^^^  the  basic  problem, 
selves.  This  brings  us  back  to  the  ^"^^^^^^^^^^g^^^'^Xo^^  their  car  investment 
Clearly  the  railroads  must  sqiiee^e  m^^^^^^^  ^  ^  of 

but  that  AYill  come  about  only  it  f  ^PP^^  aenendabilitv)  and,  m  turn, 

reliability  of  service  (i.e  car  ^^^PP^^  f^^^f  \f  t^SeL  carloadings 
that  depends  on  improved  ^^J. ^^'^V;'^^"  ^^^^  ,  average  of  about  1.6  per 

could  be  increased  significantly  ^^;«.l",;h^J^'P^''^u,h  smaller  fleet  than  now 

s;?«rts^^^^^^^^^^ 
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MARKETING  AND  TRAFFIC 

Railroads  earn  revenue  by  providing  transportation — obvious  enough — 
but  it  is  in  the  marketing  of  that  service  and  in  tlie  use  of  tlic  substantial  asso- 
ciated investment  are  the  more  subtle  underlying  and  inter-ivlated  aspects 
of  the  railroad  problem.  From  the  standpoint  of  the  freight  shipper  the 
absolute  and  relative  appeal  of  rail  transportation  comes  down  to  a  question 
of  its  total  distribution  costs— which  is  a  function  of  price  and  quality 
(dependability,  speed,  damage  susceptibility,  etc.).  SexMi  thi-ough  railroad 
eyes  satisfaction  of  shipper  desires  reduces  also  to  a  question  of  costs, 
particularly  those  relate<l  to  the  use  of  what  is  the  industry's  largest  investment 
commitment,  the  freight  car  fleet. 

In  matching  up  rail  service  with  shipper  requirements  there  is  clearly 
a  wide  range  of  demand  elasticities,  with  some  movements  having  little  alterna- 
tive other  than  rail  while  many  others  are  highly  sensitive  to  relatively  small 
changes  in  pi-ice  and  service  quality  as  between  the  modes.  It  is  in  the  "area  of 
higher  demand  elasticity,  one  made  up  sigjiificantly  of  manufactuied  goods, 
that  service  quality  considerations  become  critical  and  where  the  greatest 
traffic  potential  and  revenue  yields  are  to  be  found.  If  this  potential  is  to  be 
realized,  however,  aggressive,  highly  flexible  marketing  is  imperative,  with 
sensitive  adaptation  of  rates  and  service  to  carefully  denned  markets.  To  say 
this,  though,  is  not  to  belie  the  complexity  of  the  matter.  Among  other  things, 
meeting  increasingly  refined  shipper  demands  necessitates  large  capital  out- 
lays (e.g.,  for  specialized  rolling  stock)  which  can  be  counterproductive 
unless  there  is  improved  use  of  investment.  Fortunately,  better  utilization 
can  complement  a  carefully  structured  marketing  program  since  it  implies 
faster  turnaround  of  equipment,  something  of  distinct  appeal  to  shippers. 
This  is  hardly  to  suggest  that  the  challenges  confronted  by  carrier  manage- 
ment are  easily  met,  but  it  does  point  up  the  interlocking  character  of  the  basic 
probleni — with  investment,  operational  efficiency,  marketing,  and  public  policy 
all  playing  a  significant  and  interdependent  role.  With  those  tlioughts  to  serve, 
then,  as  a  point  of  reference,  a  more  specific  reAdew  of  railroad  traffic— its 
volume  and  composition— is  in  order,  one  that  takes  into  account  the  differences 
among  individual  roads. 

TONNAGE 

As  evidenced  in  Table  28,  all  Class  I  railroads  considered  together  have 
experienced  a  relatively  modest  20  per  cent  increase  in  traffic  in  the  ten  yoai' 
period  ending  in  1970.  Tlie  decade  can  conveniently  l)e  divided  into  two  periods: 
through  1%6  the  industry  registered  annual  gains  of  over  three  per  cent  (1965 
excepted)  ;  in  the  last  four  years  of  the  period  traffic  declined  considerably, 
with  an  actual  drop  in  traffic  in  1967  and  1970  and  only  small  increases  in  1968 
and  1969.  Thus  by  the  end  of  the  decade  the  rail  system  as  a  whole  was  hauling 
slightly  less  traffic  than  it  had  been  in  1966. 


"  As  used  here,  tonnage  refers  to  both  originated  and  received  tonnage. 
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As  Table  28  also  indicates,  however,  the  traffic  generation  picture  of  vari- 
ous individual  railroads  deviates  sharply  from  the  national  pattern.  The  Penn 
Central,  for  example,  closely  follows  the  national  trend  throu^jh  1965,  but  falls 
off  thereafter.  On  the  other  hand,  two  Western  District  roads,  the  Union  Pacific 
and  the  Southern  Pacific,  follow  the  trend  for  all  Class  I  railroads  through 
1968,  but  then  register  gains  that  far  exceed  the  aggregated  figures.  Of  special 
interest  are  the  data  reported  for  the  two  Southern  District  lines  examined, 
the  Southern  and  the  Illinois  Central.  No  doubt  reflecting  the  economic  growth 
prevalent  in  this  territory,  these  lines  record  traffic  gains  even  in  those  years 
when  the  national  totals  are  in  decline. 

At  this  point,  it  is  worth  considering  the  impact  of  the  selected  lines 
on  the  national  figures.  Despite  the  large  gains  registered  by  the  Union 
Pacific  and  Southern  Pacific,  their  respective  shares  of  total  rail  tonnage 
in  1970  were  still  below  five  per  cent.  On  the  other  hand,  the  relatively  stag- 
nant performance  of  the  Penn  Central  more  directly  affects  national  totals 
when  it  is  realized  that  it  hauls  over  ten  per  cent  of  all  rail  tonnage," 

When  the  concept  of  distance  is  considered  along  with  tonnage,  the  picture 
for  the  industry  is  not  altered  markedly.  In  Table  29,  it  can  be  seen  that  all 
Class  I  roads  experienced  a  35  per  cent  increase  in  ton-miles  hauled.  For  the 
most  part,  the  better  performance  indicated  for  ton-miles  in  contrast  to  tonnage 
reflects  gains  in  the  length  of  haul  (increases  in  mileage  were  recorded  for  all 
years  except  1964).  Again,  1967  serves  as  a  distinct  break-point  for  the  decade : 
up  to  that  year  annual  gains  of  over  five  per  cent  can  be  noted,  while  thereafter 
increases  of  only  three  per  cent  (1968  and  1969)  are  intersj^ersed  with  declines 
in  1967  and  1970.  Table  29  also  reports  data  for  the  major  geographical  regions 
and  various  railroads  within  them.  In  comparison  with  ten  year  improvements 
of  60  and  38  per  cent  in  the  Southern  and  Western  Districts,  the  Eastern  region 
is  up  only  22  per  cent  and  therefore  acts  adversely  on  the  national  statistics. 

TABLE  29.-REVENUE  TON-MILES,  CLASS  I  RAILROADS,  REGIONAL  DISTRICTS  AND  SELECTED  RAILROADS,  1961-70 

IMillions;  1961  =  100) 


1961        1962       1963       1%4       1965        1966       1%7        1%8       1969  1970 


Class  I  railroads    563,361  592,862  621,737  658,639  697,878  738,395  719,498  744,023  767,841  762,431 

r     1000  105.2  110.4  116.9  123.9  131.1  127.7  132.1      136.3  135.3 

Eastern  district....  ...  208,550  220,216  230,382  244,691  259,477  265,504  258,361  259,391  259,827  254,694 

„     I"!)"  ----   100.0  105.6  110.5  117.3  124.4  127.3  123.9  124.4      124.6  122.1 

Penn  Central  1   72,725  76,698  78,806  83,601  89,128  92,061  89,630  86,561     88,156  83,955 

Index    100.0  105.5  108.4  115.0  122.6  126.6  123.2  119.0      121.2  115.4 

Pennsylvania.   42,071  45,239  46,396  49,765  51,755  53,316  50,730 

T,''^^  S*"''^'   30,654  31,459  32,410  33,835  37,373  38,744  38,901  "          .    "  '  " 

Norfolk  &  Western'    31,249  32,086  34,581  45,405  48,301  50,194  49,039  51,3%    52,928  52  815 

Index..    ....   100.0  102.7  110.7  145.3  154.6  160.6  156.9  164.5      169.4  169.0 

Southern  district..   87,873  95,829  102,532  108,316  116,836  125,462  127,988  130,686  139,256  140  034 

o    100  0  109.1  116.7  123.3  133.0  142.8  145.7  148.7      158.5  159.4 

Southern  Railway   14,931  15,941  17,164  18,533  20,100  21,356  21,933  23,820    25.601  26  111 

,„•  '■"''I''-;-.---- - '00.0  106.8  115.0  124.1  134.6  143.0  146.9  159.5      171.5  174.9 

Illinois  Central.    16,954  19,681  19,582  20,556  21,926  22,831  22,410  23.700     24  673  23  701 

."''^*-v:v   116- 1  115-5  121.2  129.3  134.7  132.2  139.8      145.5  139.8 

Western  district.......    266,938  276,818  288,823  305,631  321,564  347,429  333,149  353,946  368,757  367,703 

c   .i"''®'k-.v   100  0  103.7  108.2  114.5  120.5  130.2  124.8  132.6      138.1  137.7 

Southern  Pacific    50,740  54,697  56,617  60,479  64.813  69,330  66,845  73  520  75  480  74  115 

„  .  '"^ex      100.0  107.8  111.6  119.2  127.7  136.6  131.7  144.9      148.8  146.1 

Union  Pacific    32,409  33,188  35,076  37,949  38,883  41,766  41,071  44,133  46  483  47  575 

   100.0  102.4  108.2  117.1  119.8  128.9  126.7  136.2      143.4  146.8 


I  \^\~V.      1°™'-  Sources:  Class  I  railroads  and  regional  districts-ICC  and  AAR; 

liH)l-b4  pro  torma  estimate.  selected  railroads— Moody's  Transportation  Manual. 


Important  to  these  considerations  is  the  question  of  how  traffic  is  generated. 
Of  the  six  lines  selected  for  close  study,  four  (the  Illinois  Central,  Norfolk  & 
Western,  Southern  Pacific,  and  Union  Pacific)  can  be  classified  as  originating 
lines  in  the  sense  that  over  60  percent  of  their  tonnage  begins  its  trip  on  line 
(Table  30).  In  contrast,  the  Penn  Central  and  the  Southern  tend  to  haul  about 
as  niuch  originated  freight  as  that  received  from  other  carriers.  Thus  any  gen- 
eralization suggesting,  for  example,  that  Eastern  District  roads  are  receiving 
carriers  is  belied  by  the  case  of  the  N&W.  Similarly,  there  is  no  consistency  with 
respect  to  the  Southern  District  roads. 


See  Appendix,  Table  A-35. 
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TABLE  30.-OR1GINATEO  TONNAGE  AS  A  PERCENT  OF  TOTAL  FREIGHT  TONNAGE,  SELECTED  RAILROADS,  1961-70 


1961        1962       1963       1964       1965       1966       1967        1968  1969 


1970 


Penn  Central.   «  50  51  51  51  51          49          51          51  5J 

Norfolk  &  Western'   "  "  \l  49  49  51         51         51  50 

Southern  Railway   f  f  %  ^9  'gg  67         71         72         73  75 

Illinois  Central  — --  69  70  M  o  g  gg 

Southern  Pacific   -  69  69  68  /y  gj  53 

Union  Pacific     61  61  01  ^ 

Source;  Moody's  Transportation  Manual. 

1  1961-67  pro  forma. 

2  1961-64  pro  forma. 

3  Not  available. 

General  railroad  theory  holds  that  lines  which  have  significant  amounts 
of  terminal  traffic  are  likely  to  be  burdened  with  costly  turnaround  expenses 
For  most  of  the  lines  examined,  the  extent  to  which  they  are  terminating  traffic 
wK  they  originate  has  changed  very  little  over  the  decade.-  There  are,  how- 
Tvei-  two  Ltable  exceptions.  First,  both  Eastern  District  roads  are  erminati^^^^ 
ten  per  cent  more  of  their  originating  traffic  now  than  they  did  in  1965.  In  the 
case  of  both  The  Penn  Central  and  the  N&W.  there  were  significant  gams  in 
?his  itLii  after  their  respective  mergers.  Second,  the  Union  Pf^^^^*;  terminated 
slTiiTcent  Lss  of  its  originated  tilffic  in  1970  compared  with  1960-a  down- 

"'iCt'is' wi?h  respect  to  received  f reightj  Consider  those  lines 
handHn'  sign  filSit  amounts  of  this  kind  of  traffic.-  The  data  shows  that  for 
the  So  Uhen  th      has  been  a  drop  of  seven  per  cent  in  the  amount  of  recei  ed 

Bis  ^  ^^.^t^^^^^^^ 

n'^the' sttistics  for  terminated  traffic  of  both  originated  and  received 
cent  age  now  as  at  the  beginning  of  the  decade. 


REVENtTE 


did  not  exceed  five  per  cent  Vj^^/I'Vh^s  ^^^^^^^^^^  in  revenue  closely  track 

ient  fvor  the  decade,  freight  revenues  jumped  41  per  cent. 


M  See  Appendix,  Table  A-36. 
«  See  Appendix,  Table  A-37. 
See  Appendix,  Table  A-38. 
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For  some  of  the  individual  railroads  the  revenue  patto^^ 

^tt^-StSTsKSaSToa-H^^^^^^^ 

sn^-re^rttufp^^x 

poor  performance,  it  still  accounted  for  almost  13  per  cent  of  total  rail  freight 
revenue  in  1970. 

REVENUE  PER  TON-MILE 

Tn  lijrht  of  the  data  already  presented  concerning  traffic  and  revenues,  the 

increases  in  revenue  (the  P''«»"\tS^^{^^t|^^^^  in  the  moi 

^S^:.ry^~^^rZ  &S  ^h"^t  Ifim  ,t  has  surpassed  the 
1960  figure. 

TABLE  32.-REVENUE  (CENTS)  PER  TON-M,LE,  CLASS  ,  RAILROADS,  REGIONAL  DISTRICTS,  AND  SELECTED  RAILROADS, 


I960      1961      1962      1963      1964      1965      1966      1967      1968  1%9 


1970 


Class  U3.oa.s.  -   I- ^3    1. 3M    1.3.8    1.310    1.28.    1.2.     1.2|7       |     .  ^  .| 

-'V^^t^J^r:::::::::::::::    ^    |         -  i.^i  i.^i  i.3S6  }• 

Southern  Railway...-  -■-  (  )  l-"0  }•  ^{g  J- 1.130  1. 140  1.180  1.150  .190  .320 

Illinois  Central  --  (')  1-^*25       294  1.263     1.256  1.242  1.262  .277  1.309  .382 

Western  district   1-3"  .347  1  32b  1  «J  ^  ^60  1.280  1.340  .340  .390 

Southernjacific  -   P)  \f^^  J;^^  {:250     1.240  1.240  1.260  1.240  1.290  1.320 

 Source-  Class  I  railroads  and  regional  districts- ICC  and  AAR; 

1  1960-67  pro  forma.  Selected  railroads— Moody's  Transportation  Manual. 

2  Not  available. 

5  1960-64  pro  forma  estimate. 

,,BLE  33.-RELATIONSH,P  OF  CHANGES  IN  RAIL  TRAFFIC  TO  CHANGES  IN  GNP  AND  AVERAGE  REVENUE^nEL^19S0^ 
 ■  ^  mZ      1963      196^      1965      1966      1967      1968  1%9 


1970 


Percent  change  from  prior  yearm:  _i  4  _o.  06   -0.09    +3.3    +2.8  +6.0 

Average  revenue  per  ton-mile   -2.1  »  ^\  _j.5  4  +2.4  +4.4     -2.8     +1.7     +2.9  -1.1 

Originated  tonnage  -  -  -  -3-8  +3. 3  +J.^  +             3  5     ^2.6     +4.7     +2.8  -0.4 

Gross  national  product   -^^-^  °  ^  ^  


Source:  ICC  and  AAR. 
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REVENUE  PER 
TON-MILE 
(IN  CENTS) 


CHART  10 

REVENUE  PER  TON  MILE,  CLASS  I  RAILROADS  AND 
SELECTED  RAILROADS,  1960-1970 
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■    -a  the.  Ppnn  Central  and  the  Southern  in  the 

In  Table  32,  the  significance  of  the  Penn  Lemia^^^  ^^^^       available,  the 

national  figures  is  'Mn^arent:  in  ever>  >ea  ^^^^s  together.  Previously 

yields  of  these  lines  are  greater  than  tor  all  ^^^s  e  ^^^^^^ 

?he  impact  of  the  Penn.  Cent-;!  on  ^f/^^^^^^^^^  road  boosts  the  aggre- 
vocative,  therefore,  to  ^^^icate  the  extent  t^^^^^^^^         following  table  compares 

^I^t^-^^rT^^l'^S^  post-1-^  period  with  the  Penn 
Central  included  and  then  excluded : 


lln  cents! 


All  class  I  roads 
All  class  1  roads  except  PC 


Year   

  1.27 

 -   1.31 

1967   -   1.35 

1968  - '  -   1.43 

1969  :    

1970     


1.26 
1.29 
1.32 
1.40 


MODAL  COMPKTITION 


What  has  been  the  effect  of  these  t-ffic  trcmds  iiis^ 
the  railroads  with  its  co"n>et;tors  is^-  d  ^ 

an  answer  to  this  question.  points.  In  short,  despite  a 

transport  market  l^^s  dropped  o  ei  UNo  P^;^  j^^,.,  ,,,,,  their  share 

ten  year  nicrease  of  3..  per  ^•^^  ,  '1     ^     ^om  4^  to  iust  over  40  per  cent.  It  is 
of  the  total  transportation  maiket  ^^^^  .^^^j'V traffic  problems,  pointing 
this  anomaly  which  lies  at  the        ^^-J^^'^Xi^       ion  variables.  To  1967  rai 
up  the  interplay      ween  dicing  sen  ce  and  utili^a  ^^^^^^^^^  ,apidly,  the  rail 
rites  (as  reflected  in  yield  pei  o  -m^le^   el M  ^^^^^ 

deterioration  in  each  of  I^^^^^.^f.'J'^^'^^.ieeze''  on  the  railroads  rests  with  the 
Much  of  tlK^  explanation  foi   Im  J'^,  manufactured  goods 

carriers'  inability  to 

market.  Available  coimnodity      *        i^^^^^;^  traffic  and  that  there  has 

roadscontinuepreponderan tb  to  m  ^^,^'„,,tter  can  be  simply  seen  by 

been  little  change  m  ^  ^ ^^^^^f -^V^J^  ,';,od\ties  both  of  which  account  for 
examining  two  separate  gioups  ot  co  m^  following  table,  which  averages 
about  one-fifth  of  t«tal  i;ajl^|eigh    e^  ^^^^^  ^^^^^  commodities 

statistics  for  the  yeai.1%^^^^^^^  the  higher  yield 

'S:^:^^lotS'Lt:^^n  .  tenth  of  such  tonnage. 

COMMODITY  GKOUPS  CO^•TRIBUTI^■G  20  PERCENT  OF  REVENUE 

[Share  of  originated  tonnage]  Percent 

.  —  26.3 

Commoaitj  .  ^    5 

Stone,  minerals  """"   8.3 


Metallic  ores  

Total   


47.1 


1. 


Transportation  equipment    1 

Pulp,  paper   

Electrical  equipment     -o 

Machinery    '   ^ 

Metal  products  -—    

Petroleum  and  coal  products   -  
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Comparison  of  the  Census  of  Transportation  for  1003  and  1907  reveals 
that  the  railroads  liave  failed  to  improve  their  position  with  respect  to  the  move- 
ment of  higher  valued  commoditi(>« ;  indeed  the  rail  share  of  intercity  ton-miles 
for  24  manufactured  commodities  fell  about  one  percentage  point.  It  is  reason- 
able to  assume  that  were  it  not  for  the  intensified  use  of  "pi^rfryback"  move- 
ments,^* the  rail  share  would  have  dropped  more.  (To  the  exteiit  that  TOFC 
has  merely  diverted  shippers  from  rail  carload  movements  to  rail  i)iiijryback,  the 
railroads  may  have  suffered  from  the  substitution  of  some  net  lower-tariff 
shipments.)  What  is  clear,  tliou<2:h,  is  that  even  with  <rreater  T()F(\^ai  loadin<rs, 
the  railroads  have  failed  to  make  any  substantial  inroads  on  the  movement  of 
higher  yieldin«r  commodities.  One  key  reason  is  the  raili-oads'  near  total  abdica- 
tion of  LCL  and  other  snuill  shipment  traffic  to  the  trucks.  Growin<r  rapidly 
in  volume,  such  traffic  now  nuikes  up  over  95  per  cent  of  all  shipments  that 
move  by  for-hire  motor  carrier  and  has  contributed  materially  lo  the  doubling; 
of  Class  I  and  II  truck  revenue  that  took  place  between  1960  and  1909. 

Ix)okinfr  to  the  future,  tliere  is  a  good  reason  to  believe  that  the  fate  of  the 
railroads  will  m  large  measure  be  determined  bv  the  extent  to  which  the  industry 
can  gam  a  greater  share  of  the  manufactured  goods  market.  If  the  railroads 
are  to  improve  their  financial  posture  and  keep  up  with  the  rapidly  changing 
character  of  the  economy,  more  aggressive  initiatives  aimed  at  these  kinds  of 
markets  are  called  for.  Should  the  industry  continue  to  dejjend  so  lieavily  on 
the  lower  valued  bulk  conunodities,  it  runs  the  l  isk  of  confining  itself  to  traffic 
that  not  only  yields  comparatively  little  in  terms  of  revenue,  but,  as  noted 
earlier,  possesses  less  potential  for  traffic  growth.  In  contrast,  manufactured 
goods  offer  the  railroads  tlie  twin  prospects  of  greater  returns  and  growing 
markets. 

Can  the  industry  move  more  of  this  kind  of  traffic?  The  answer  ultimately 
reduces  to  the  matter  of  rail-motor  carrier  competition  since  almost  all  truck 
traffic  IS  concentrated  in  the  high  yield  sectors.  As  Table  34  shows,  the  railroads 
now  move  less  than  30  per  cent  by  weight  of  manufactured  goods  traffic,  while 
the  trucks  enjoy  about  two-thirds  of  this  market.  What  is  particularly  striking, 
however,  is  that  contrary  to  popular  impression,  about  a  third  of  all  truck 
shipments  move  500  miles  or  more,  a  distance  on  which  for  most  shipments 
(with  weight  and  cube  considered),  comparative  costs  should  make  rail  move- 
ment superior.  The  example  of  how  the  railroads  regained  from  tnicks  a 
significant  share  of  the  automobile  market  stands  as  evidence  tliat  higli-rated 
traffic  can  be  held  by  or  attracted  to  the  railroads.  The  fact,  however,  is  that 
for  most  manufactured  goods  the  rail  share  of  longer-haul  shipments  is 
decidedly  below  the  apparent  iwtential. 


See  Appendix,  Table  .\-39. 
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TABLE  34.-SHIPMEMS  SUBJECT  TO  TRUCK  AND  RAIL  COMPETITION 


Percentage  distribution 


Shipper 
class 


Commodity 


Total  tons 
(thousands) 


Rail 


For-hire 
truck 


Private 
truck 


on  Meat,  fresh  or  frozen   -   

012  Meat  products  -      

013  Dairy  products   -  -  

021  Canned  fruits  and  vegetables  

022  Canned  specialties  and  frozen  food    

023  Gram  mill  products  and  sugar  

024  Miscellaneous  food  preparations  -  -  -  

031  Candy  and  confectionery    

032  Alcoholic  beverages  -  

033  Soft  drinks  and  flavorings     

034  Tobacco  products   

041  Broadwoven  fabrics   -  

042  Other  basic  textiles      

043  Footwear,  except  rubber   

044  Leather  and  leather  products    

051  Men's,  youth's,  and  boy's  clothing    

052  Women's  and  girl's  clothing   ---  -  

053  Knitted  clothing    -  "  

054  Millinery,  fur  goods,  and  miscellaneous  clothing  --  -  

061  Pulp  and  paper        

062  Building  paper  and  boards      

063  Paperboard  products,  excluding  boxes  and  cartons    

064  Containers,  boxes  and  similar  products    -- 

Basic  inorganic  chemicals   -  -    „  iis 

Miscellaneous  industrial  chemicals.  -   iS'  «7 

Plastic  materials  and  synthetic  resins  and  fibers     i^. 


071 
072 
073 
081 
082 
083 


16,641 
10,579 
11,455 
17,229 
14, 826 
85,724 
37,  592 
4,931 
23, 995 
9.587 
1, 814 
5, 517 
7.695 
409 
874 
862 
757 
1.046 
1,849 
25, 370 
18,951 
13, 085 
14,271 
29,247 


Drugs. 

Soap,  detergents,  toilet  preparations. 
Paint  and  applied  products. 


10, 372 
5.061 


084   Guiri  aniTwood  chemicals,  agricultural  chemicals..     am'^^ 

nni      Dm/i,,r-*c  nf  rtatrrtloiim  rpfininff    W*. 


091 
092 
101 
102 
103 
104 
112 


Products  of  petroleum  refining  -  -  

n-..:_n  rnndnn  m^ltonalc  .   


721 
939 


Paving  and  roofing  materials 

Tires  and  inner  tubes...  

Rubber  footwear.   

Miscellaneous  rubber  products 
Miscellaneous  plastic  products 
lu   Lumber  and  dimension  stock   j  -  V  "  .  lo  ooi 

113  Millwork.  veneer,  plywood,  and  prefabricated  wood  products..   ,niio 

114  Wooden  containers  and  miscellaneous  wood  products    4  49? 

121  Household  and  office  furniture      ^'^""^ 

122  Other  furniture  and  fixtures      

123  Jewelry,  toys,  amusement  and  sporting  goods..   ,  -v.i 

124  Musical  instruments,  pens,  pencils,  and  miscellaneous  manufactured 

goods    

131  Flat  glass    

132  Glass  containers...     

133  Structural  clay  products...   

134  Concrete,  gypsum  and  plaster 


143 
295 
2,605 
3,014 
38  714 


1,830 
760 

1,640 
1,388 
12,  751 
23.  680 
31.273 


Steel  works  and  rolling  mill  products  

I  ^-ift.nejc   


Iron  and  steel  castings   ---  898 

im   Miscellaneous  primary  metal  products     11  156 

151  Nonferrous  metals  primary  smelter  products     » 

152  Nonferrous  metal  basic  shapes   --  'I'lss 

153  Nonferrous  metal  castings  

161  Cutlery,  tools  and  hardware   

162  Plumbing  fixtures  and  heating  apparatus      n  057 

163  Fabricated  structural  metal  products.-..    ---  nfi? 

171  Metal  cans      

172  Bolts,  nuts,  screws,  rivets    

173  Metal  stampings  and  plating  ....  

174  Miscellaneous  fabricated  wire  and  metal  products  

181  Metalworking  machinery  

182  Special  industry  machinery    

183  General  industrial  machinery  and  equipment   

191  Engines  and  turbines    

192  Farm  machinery  and  equipment  ...   , 

193  Construction  mining,  and  materials  handling  equipment    0.^°° 

194  Office  and  service  industry  machinery      ijfi 

195  Miscellaneous  machinery  and  parts,  exc.  electrical    

201  Radio,  TV  and  phonographs  and  records  

202  Communication  equipment.   

203  Electronic  components  and  accessories  .  

211  Electrical  transmission  and  distribution  equipment  

212  Electrical  industrial  apparatus      

213  Household  appliances  ...    -  -   

214  Electrical  lighting  and  wiring  equipment  

215  Miscellaneous  electrical  machinery    

221  Truck  and  bus  bodies   -  -- 

222  Motor  vehicles  and  parts  

231  Aircraft  and  parts      

232  Ships  and  boats     

233  Other  transportation  equipment    

242  Measuring  and  controlling  instruments.    - 

243  Medical  instruments  and  supplies   - 

244  Watches,  clocks  and  photographic  equipment  and  supplies  


1,925 
1.686 


5,067 
1,842 
6, 320 
5,179 
1,908 
1,447 
3,348 
1,237 
4,199 


I.  288 
653 
573 
1.636 
2, 159 
4.077 
2.225 
2.018 
896 
35.  629 
1,232 
605 
4,322 
354 
524 
564 


28.7 
26.7 
35.5 
51.3 
43.3 
59.6 
55.1 
22.4 
40.4 

4.3 
52.1 

6.9 
U.0 

3.9 

9.2 

2.8 

9.0 

9.7 

17.3 

71.9 
68.5 

45.7 

17.8 

54.2 

55.2 

35.8 

30.2 

23.8 

10.2 

43.0 
5.3 

23. 1 

45.3 
5.6 
9.6 

13.9 

51.7 

71.1 

39.4 

26.4 
14.7 

29.6 

6.8 
50.0 
16.3 
33.5 
41.5 
37.2 
52.9 
31.5 
29.5 
70.4 
29.0 
18.1 
20.6 
18.3 
23.9 
29.0 
5.8 
19.8 
21.2 
10.0 
12.5 
23.3 
28.1 
32.3 
40.1 
23,1 
1.3 
21.6 
26.2 
14.6 
23.5 
22.7 
65.3 
21.9 
9.6 
57.9 
57.5 
26.9 
21.7 
52.5 
3.9 
5.3 
27.3 


32.7 
34.3 
30.3 
23.6 
40.5 
12.5 
23.8 
73.4 
23.3 
19.6 
46.4 
67.9 
53.9 
61.2 

59.6 
70.9 

61.0 

67.8 

60.2 

22.7 

17.4 

39.0 

39.7 

23.4 

22.4 

51.6 

60.0 

61.5 

74.1 

23.0 
9.8 

44.2 

47.9 

77.7 

77.3 

71.8 
U.5 
12.4 
21.6 
40.5 
65.9 
60.0 

70.3 

41.4 

70.2 

33.4 

36.3 

47.6 

35.9 

49.8 

55.6 

15.7 

56.1 

66.4 

65.7 

64.8 

38.9 

44.3 

82.1 

58.5 

55.9 

59.1 

73.0 

66.5 

62.3 

42.0 

49.3 

65.3 

58. 1 

64.7 

65.4 

59.8 

64.  5 

57.0 

30.3 

64.  1 

60.6 

26.4 

37.2 

62.3 

44.7 

29.1 

81.3 

71.4 

66.7 


37.6 
37.6 
34.0 
22.4 
15.3 
26.8 
12.4 
3.2 
35.5 
74.3 
.9 
24.2 
34.2 
27.0 
27.8 
16.0 
14.1 
16.9 
19.5 
3.0 
12.1 
14.6 
41.  1 
10.0 
8.8 
11.0 
6.  2 
13.4 
15.2 
21.2 
4.0 
32.1 
6.1 
6.1 
10.3 
12.6 
28.8 
16.2 
38.4 
30.8 
18.4 
2.0 

18.6 
8.6 
13.4 
32.1 
21.3 
11.8 
3.6 
17.6 
14.8 
10.8 
13.8 
15.2 
11.4 
15.8 
34.4 
24.8 
7.5 
19.5 
22.0 
14.4 
13.2 
8.3 
8.1 
24.6 
9.4 
8.2 
37.8 
10.6 
1.2 
15.9 
10.5 
16.2 
3.2 
11.6 
26.8 
14.3 
4.7 
6.5 
25.5 
18.0 
4.6 
17.1 
3.2 


Source;  U.S.  Bureau  of  the  Census,  Census  of  Transportation,  1967  Commodity  Transportation  Survey:  Shipper  Series. 
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To  further  participate  in  high  yield  traffic  will  require  policies  that  are 
highly  sensitive  not  just  to  pricing,  but  to  speedier  delivery,  and  sharply  re- 
duced loss  and  damage  claims  as  well.  Although  a  finer  tuning  of  rates  is 
important,  it  would  probably  be  a  mistake  to  regard  lower  tariffs  as  the  only 
barrier  to  be  surmounted.  Delays  in  and  the  increasing  uncertainty  of  delivery 
also  contribute  to  shipper  avoidance  of  rail  service,  with  terminal  and  classifica- 
tion yards  representing  notable  bottlenecks.  With  freight  transportation  con- 
sumers increasingly  viewing  the  intercity  movement  of  merchandise  as  only  one 
part  of  a  complete  distribution  system,  these  delays  and  attendant  costs  assume 
growing  significance.  Especially  foe  higher-valued  commodities  these  factors 
can  assume  more  importance  than  the  tariff  itself.  They  help  explain  why  some 
shippers  will  pay  a  premium  to  ship  via  truck  rather  than  rail. 

Along  with  the  problem  of  delivery  schedules,  the  railroads  must  also 
develop  solutions  to  the  rising  rate  of  loss  and  damage.  Shippers  now  using 
rail  are  becoming  increasingly  concerned  about  these  claims,  hut  perhaj)s  equally 
as  critical,  other  shippers  may  well  be  avoiding  rail  service  because  of  the  iK)or 
reputation  the  carriers  are  gaining.  Calculations  reveal  that  over  $224  million 
was  spent  by  the  railroads  for  loss  and  damage  in  1970 — an  amount  equaling 
46  per  cent  of  net  railway  operating  income. 

CONCLUSION 

As  has  been  true  for  many  years  and  as  is  likely  to  be  the  case  for  many 
years  to  come,  the  railroads  are  hea\dly  oriented  to  the  transportation  of  bulk 
commodities.  On  this  traffic  yields  are  relatively  low  (though  not  nece-ssarily 
unprofitable,  at  least  in  the  sense  of  coverage  of  marginal  costs)  and  the  rate  of 
growth  is  likely  to  continue  to  be  generally  slow.  If  the  railroads  are  to  expand 
and  increase  their  share  of  intercity  transportation  they  must  exploit  the  poten- 
tial that  lies  in  the  movement  of  manufactured  goods,  notably  including  ship- 
rnents  by  TOFC— trailer  on  fiat  car— and  container.  The  economies  of  the 
situation  make  this  feasible  for  many  types  of  movements,  taking  into  account 
the  character  of  the  product.,  costs,  weight,  and  shipment  distance.  If,  though, 
the  potential  is  to  be  converted  into  reality  it  will  require  better  service  (mean- 
ing improved  utilization  of  equipment,  notably  freight  cars),  faster  turn- 
arounds, reduced  terminal  and  handling  times,  and  a  highly  flexible  marketing 
approach  that  more  closely  relates  rates  and  service  to  competitive  modes  of 
transportation.  Among  other  things  this  demands  a  complementary  public 
policy,  one  that  is  conducive  to  innovation. 
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RAIL  TRANSPORTATION  AND  PUBLIC  POLICY 

PubUc  policy  for  the  nation  s  ^^^-^^fj^l^^^^^^ 
of  manv  elements,  assembled  piecemeal  labuiuii  "^  -^  -    ^  ^  ^ 

iflferences  in 

of  highly  diverse  ingredients  Among  the  m^^^^^^^^^  financ  aVaid,  and  other  key 
the  way  they  are  treated  m  ternis  J:^^f  ^^^j^'^iS^^^  differences  have 
economic  and.  institutional  Y^^^^^ble^ 

their  impact 

on  the  railroads.  .    .  ,   *        n^nrA  c,n  is  the  economic  and  attitudmal 

The  details  are  important,  ^^^^^  "^,3 '^//oliJS^  produced  over  the 
environment  which  tliese  divergent      ^  ""^'3  we  are  dealing 

vears.  In  speaking  of  public  policy  as  it  P^^^am.  to  the  conditioned 
with  forces  that  have  been  at  work  for  ^J^J^f  ^  '".^^^i^^^Verations.  There  is  an 
management  thinking  as  well  as  ^^^^  J^P^f^^o  and  changes  thus  take  place 
enornTous  investment  m  the  ^Jf  f  P^^^jf^^  the  topic  and  in 

very  slowly,  a  fact  that  is  well  to  keep  m  ^  '^  '''^X^  ^he  railroads  is  that 
thinking  about  modifications  in  ^PP,^^;^  ,  ^^^^^  within  what  is 

as  much  emphasis  must      if  ced  on  joik^ng  i^^^^^^^  fundamental 
essentially  the  existing  legal  framexsoik  as  on  changing 

""^^y*  •  R\TE  REGULATION 

;Si,wnt  .0.  .amoad         ;"X',^,f,r:  ^^f"' f  P-d  the  zone  of  rat..n,aki„g 
'  SXn  To  amSle  coS  and  tariff  standards  rematn 

nnclea,  as  they  pertain     "''"^SeTs'Jm  ^Souslv  distort  the  rail 

pricing,  cost  e^^"^^,^^*^  -Jp^^^^^^         bv  the  Commission 

^;i:::;^;,rran^Te;:.n-^  th'e%ro:Vta,S^ro.-  consecnences  of 
.  Srif,;%vho;f  t7,e'':'is,"n?.ate-,nal<ing  regnlatoo-  P™--  is  tn^tUy 

E^iir/rate  veHa.ion  is  a  subject  of  ^^^J^^^^^J^^Z:: 
professional,  and  transport  specialists.  A  revie^v  of  the  "'"V  Si- 

^:;:'ft^^.i:!^t^  t\Kr™\!:!f*est%?e  same  haslc 
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fcaturos  as  tlioy  liavo  foi-  years.  Kates  contiinio  piiiicipall y  to  lofloct  valiio-of- 
sei'vico  clcinciits,  as  modified  by  sliippei-  l)ai  <rainiii^  po\vei\  lathcr  than  i-elevaiit 
costs.  The  most  recent  ICC  study  of  rail  tratlic.  foi-  e.\a?nple.  reveals  tliat  HV> 
per  cent  moves  at  less  than  !)S  or  more  than  1().'5  pei-  cent  of  fully  allocated  cost, 
witli  about  18  per  cent  fallin<ij  in  the  foiniei-  cate<rory  and  OS  pei-  cent  in  the 
lattei'.  This  distiibution  reflects  the  re<;ulatory  supposition  that  hi<rher- valued 
traffic  is  inelastic  to  rates  aiid  that  if  it  were  to  beai-  lowei-  rates  tlie  railroads 
would  lose  levenue  and  hence  be  unable  to  move  lower-valued  commodities 
(primarily  a<;ricu]tural  and  mine  pioducts)  at  i-ates  less  than  their  full  costs. 

The  luxture  of  the  industry  j'ate  structure  has  i)r()duce(l  many  impoi-tant 
consequences,  whose  i-amifications  ran^re  far  beyond  their  impact  on  the  rail- 
roads. Economic  analyses  indicate  that  rail  shipment  costs  foi-  many  mami- 
factured  commodities,  especially  on  niediuni-to-lon<r-haul  movements,  aie  lower 
than  by  truck.  However,  many  existin<r  i-ates  are  sufficiently  hi<j:her  than  the 
costs  of  truck  transport  so  that  takin<r  into  account  the  serx  ice  (and  imi)licit 
cost)  advanta<i;es  of  truck  movement  (speed,  deixMidability,  shipjuent  size  etc.), 
much  traffic  goes  by  hi<rhway  that  could  more  efficiently  move  by  j-ail.  The 
railroads  thus  lose  traffic  and  oveiall  tiansportation  costs  for  the  nation  are 
artificially  raised. 

In  the  case  of  low-valued  bulk  connnodities  and  a<riicultui-al  products, 
existino;  re^julatory  policies  make  it  difficult  to  achieve  a  closei-  conformance  of 
rates  and  costs.  Even  acknowled<iino:  the  arbitrariness  of  present  procedures  to 
determine  costs  it  is  no  doubt  indicative  of  the  situation  that  some  18  per  cent  of 
rail  traffic  moves  at  rates  that  yield  le^s  than  98  per  cent  of  fully  allocated  cost. 
Products  like  sand,  gravel,  crushed  stone  and  pulpwood  as  welfas  agricultural 
commodities  like  fresh  fruits,  fresh  vegetables,  and  sugai-  beets  are  moved  at 
rates  that  generally  fail  even  to  covei-  ICC-estimated  variable  costs.  The  prob- 
lem is  aggravated  at  the  state  level,  with  intrastate  rates  often  being  lower 
than  interstate  rates.  Although  some  of  this  low  or  no-yield  traffic  may  cover 
true  marginal  costs,  much  no  doubt  is  below-cost  and  represents  a  drain  on 
railroad  earnings. 

The  obvious  prospect  of  adjusting  rail  rates  to  correspond  more  closely 
to  costs  raises  the  complex  and  highly  controvei-sial  question  of  intermodal  rate 
competition.  In  1958,  after  years  of  dispute,  Congress  revised  the  rule  of  j-ate 
making,  declaring  that  "rates  of  a  canier  shall  not  be  held  up  to  a  particular 
level  to  piotect  the  ti-affic  of  any  other  mode  of  transportation,  giving  due 
consideration  to  the  objectives  of  the  national  tiansportation  policy."  AVhile 
the  latter  clause  introduces  considerable  ambiguitv  into  the  "rule"  beca^lse  of  the 
uncertainty  inherent  in  the  1940  statement  of  policv.  the  Supreme  Court  was 
later  to  say  that  the  ICC  was  wrong  in  concluding  that  the  1958  amendment 
brought  about  "no  fundamental  change  in  the  law."  ^° 

It  is  still  not  clear,  however,  exactly  what  "change""  was  made  and,  in  par- 
ticular, how  it  should  be  reflected  in  specific  cases.  The  courts  have  said  that  one 
mode's  rate  is  not  to  be  held  up  "simply*"  to  protect  the  traffic  of  a  competing 
regulated  mode.  Beyond  that  there  is  great  uncertaintv  as  to  the  rules  governing 
intermodal  rate  competition.  In  the  1968  />ujof  .VoMs'caso  "  the  Supreme  Court 
set  aside  a  District  Court  decision  that  negated  a  Commission  ruling  cancelling 
a  proposed  rail  rate  that,  though  compensatory  (above  long  term  out-of-pocke't 
costs),  was  both  less  than  rail  fully-distributed  costs  and  competing  barge-truck 
tully-distributed  costs.  The  railroads  had  argued  that  the  appropi  iate  s'tandard 

''"'^^  rejected  by  the  Commission.  In  upholding 
the  ICC  on  this  point  the  Supreme  Court  seemed  not  to  be  sayin<>-  that  any 
particular  cost  standard  must  be  used  but  only  that  the  1958  amendment  did  not 
require  the  use  of  out-of-pocket  costs.^-  In  the  wake  of  /vgof  Molds  the  Com- 
mission initiated  a  rule-making  proceeding  to  consider  what  cost  standards 
should  be  used  in  cases  of  intermodal  regulated  competition.  For  all  i)ractical 
purposes,  then,  the  1958  Act  appears  to  have  had  far  less  impact  on  intermodal 
rate  a)mpetition  than  many  thought  it  would  have.  It  did  not  succeed  in 
proxudmg  the  railroads  with  a  new,  clearly-defined  zone  of  rate-makin«r 


Z  ^fS     New  York,  New  Haven  &  Hartford  R.R.,  372  U.S.  744  (1963) 
S/tT  at  59^5qT°'''  Railroad  Co.,  392  U.S.  571  (196S). 
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Pervading  the  entire  subject  of  rail  rates  is  the  question  of  ^^ts  jhich 
rema^^a&aut  point  of  r^fen^nce  for  ^fV^;^^!^;^^:^'^^^ 

J  ^  ,.otoc  Thp  iniDlicit  reo-ulatorv  assumption  is  tliat  tiamc  is  luguij 
demand  to  lates.  iUe  ""P^^^^^^ ,  , •  uKpi,.  to  produce  no  increase  in 
inelastic  to  rates,  so  that  a  t^^'jl^  ^^'^^^^^^^^^^I'^^^l^  however,  sug- 

demand  and  thus  result  in  a  d^P^.^^fsJiSi  ne  to  lateT^  a  rate  reduc- 

gests  that  much  traffic  is  in  fact  highl>  ^^"^f'f/^'f' traffic  it  generates. 

light  of  actual  experience  These  ^^^-^^^ydly  ob  ectiom^^^^^ 

pxu-sued  relentlessly-as  they  have  bee    f^,  ^o  tile  to  innovation 

that  characterizes  the  rail  rate  s^^^^t^"^' ^.f 'l^f.  J^^^  bv  the  consen- 

are  a  key  ingredient.  On  the  whole,  mdust  j  ^             "^^^^^^^^  to  the 

sus-seeking  compulsion  of  the  rate  ^^i::^}^]^^'^^^^^^  Al- 
aggressive  tailoring  of  rates        ^e^'^-^^J^^to  potentu^^^^^^^^^^^ 

though  the  auto  rack  car  ^^^^^^^.^^^^^^^^^  placed  more  em- 
gained  from  other  modes  the  ^^i^^^^^^  " . '^f^^.  selective  rate  adjust- 
phasis  on  across-the-broad  rate  increases  rather  ^^^^ p^oceed- 
ments  calculated  to  improve  net  '^'-'''''^.^^^^^^^  exceptions 
ing  and  Rent-a-Trah,  are  by  now  )vell  celebia  ech  ^^^^.t  j^^.^^^^.^ 

to  a  more  general  pattern  of  P^^^^^'^^^  f  ";^>";^t   e  v  sp  by  the  Com- 

creasesadvo^catedbythem^^^^^^^ 

What  must  be  stressed  IS  that  despite  the  dchc^^^^^^^^^^^^  -  j^^.^. 

the  railroads  do  now  have  ^o^^'^'^^'-'^^^^^^^^^^^ 

prices.  Most  rail  rates,  it  mus  be  'J";^"-'^^;^;  t  ;^tes  cover  fullv-distributed 

 »  A  pertinent  court  assessment  of  the  Com'"*^^'""^.,^^/  'J.^r"  an  "<^oLmic 'valuaUon^P  John\. 

Hartford  R.K..  199  F.  Supp.  6= -3.  64  .JS  (D.^^  C^^^^^^^  i,„,ustrics  (1959)    Appendix  A. 

¥h^r^on!„;;'nis"^'f%fe^"su°;;Ve^n.e"{:or^^'r'/«^^  ca^se.  supra,  are  also  .n  po.nt.  See  392  U.S. 

571,  n.  16  at  586-89. 
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ticulaily  on  higher-valued  commodities.  Admittedly  the  piocess  of  rate  adjust- 
ment can  be  lon«j;  and  tedious,  especially  where  there  are  applications  for 
suspension.  Nonetlieless  the  lunuher  of  suspension  cases  must  be  kept  in  peispec- 
tive.  In  fiscal  year  1971  only  ;}92  rail  rate  proposals  were  considei-ed  for  suspen- 
sion and  only  half  of  these  were  actually  suspended.  Industry  sources  iiifoi  inally 
concede  that  they  have  had  good  success  in  putting  into  effect  the  great  bulk  of 
rates  they  have  proposed.  Part  of  the  problem,  therefore,  turns  into  a  ouestion  of 
the  relatively  low  level  of  specific  i-ate  initiatives  made  by  the  railioads  for  pur- 
poses of  traffic  generation.  Overall  too  much  emphasis  has  been  placed  on  general 
upward  rate  increases,  of  the  sort  sought  by  the  railroads  in  the  late  19(i0\s  and 
early  197()'s  (Ex  Parte  pioceedings  256,  259,  2(52,  and  2()5),  and  too  little  on 
tailored  upward  and  downward  adjustments  as  a  way  of  improving  earnings. 

MERGERS 

In  recent  yeai-s,  particularly  beginning  about  1957,  a  great  wave  of  mergers 
has  swept  through  the  railroad  industry,  involving  virtually  evary  carrier  and 
leading  to  substantial  structural  realignments.  Since  mergers  have  been  viewed 
as  a  way  of  increasing  railroad  efficiency,  primarily  through  consolidation  of 
plant,  and  since  they  have  been  so  pervasive  in  railroading,  they  warrant  careful 
examination. 

The  beginning  point  is  the  law  itself.  Under  Section  5(2)  of  the  Interstate 
Commerce  Act,  as  amended  in  1940,  mergers  or  consolidations  between  railroads 
(or  the  acquisition  of  control  of  a  railroad  bv  one  or  more  other  railroads) 
must  be  approved  by  the  Commission.  (By  contrast,  as  will  be  noted  later,  the 
Commission's  power  to  deal  with  railroad  holding  companies  is  considerably 
more  limited.)  Only  if  the  ICC  finds  that  the  merger  (or  other  related  trans- 
action) will  be  "consistent  with  the  public  interest"  may  it  be  carried  out  and 
then  only  upon  such  "terms  and  conditions"  and  with  such  modifications  as  the 
Commission  finds  "just  and  reasonable." 

In  making  the  requisite  statutory  determinations  the  Commission  is  di- 
rected by  Section  5(2)  (c)  to  "give  weiorht  to  the  following  considerations, 
among  others:  (1)  the  effect  of  the  proposed  transaction  upon  adequate  trans- 
portation service  to  the  public;  (2)  the  effect  u^^on  the  public  interest  of  the 
inclusion,  or  failure  to  include,  other  railroads  in  the  territory  involved  in  the 
proposed  transaction;  (3)  the  total  fixed  charges  resulting  from  the  proposed 
transaction;  and  (4)  the  interest  of  the  carrier  employees  affected."  As  to  what 
Aveight  is  to  be  assigned  to  each  of  these  factore,  how  they  are  to  be  applied, 
and  what  other  factors  are  to  be  considered,  the  law  leaves  vast  discretion  to 
the  Commission. 

The  courts,  however,  have  effectively  added  a  fifth  element  that  must  be 
taken  into  account,  namely  the  antitrust  laws.  Under  section  5(a)  mergers  and 
other  transactions  that  are  approved  by  the  Commission  have  immunity  from 
the  antitrust  laws.  In  a  string  of  cases,  running  back  to  the  McLean  decision  in 
1944  "  and  continuing  through  major  recent  rail  merger  cases  (such  as  Sea- 
board Coa.st  Lhw^^  and  Northern  Lines^^),  the  Supreme  Court  has  acknowl- 
edged that  while  the  Commission  has  the  authority  to  approve  mergers  that 
might  lessen  competition  and  otherwise  \-iolate  the  "antitrust  laws  (specifically 
Section  7  of  the  Clayton  Act,  as  amended,  and  the  Sherman  Act),  it  must  spe- 
cifically consider  the  competitive  consequences  of  a  proposed  merger  and  deter- 
mine that  any  likely  adverse  competitive  results  are  outweighed  by  probable 
transportation  and  public  interest  benefits.  While  the  courts  have  acceded  to  the 
Commission  s  expertise  in  making  such  a  judgment,  it  is  also  clear  that  the 
evaluation  of  the  antitrust  issues  cannot  be  merely  pro  forma  and  that  a  mere 
declaration  that  the  benefits  outweigh  the  competitive  effects  will  not  suffice. 

As  amended  in  1940,  Part  I  of  the  Interstate  Commerce  Act  significantly 
changed  those  provisions  of  the  1920  Act  that  applied  to  railroad  consolidations. 
Under  the  1920  Act  the  Commission  was  instructed  to  prepare  a  plan  for 
consolidation  of  the  railroads,  the  weak  as  well  as  the  strong,  into  a  limited 
number  of  systems  of  approximately  equal  strength.  Only  such  combinations 
that  conformed  to  the  plan  were  to  be  approved.  This  approach  proved  unwork- 

«396  U.S.'  491  (1970).' 
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able  and  ™Uh  the  P-age  of  the  1^  Ac'.  *e  pl» 
Congress,  however  was  not  inattentiv  e  to  tht  enms  11 
^^7^^:^:Si:U"^^  T,"^ud.  .ncU.s.o„\vas  c^ns.stent 
with  the  public  interest.  j     ^q^q.^  railroad 

„er^?^^Mf«.12;'S£l^^^ 

!;-;s7anarSf^lru  t'n'';L\x^^ 

TABLE  35.-1NVOLVEMENT  OF  THE  LARGEST  RAILROADS  IN  THE  CURRENT  MERGER  WAVE^  


Pgjl^ojj  Consummated  or  approved  mergers 


Pending  mergers 


p.nocuiuania  .  Pa.-L.V.;  Penn  Central.   uP-RI. 

Sp  n  Pacific -  SP-Tex.S  New  Orleans   ----  -   UP-RI;MP-SF. 

Southern  Pacitic  -   ^f&SF-Toledo,  Peoria,  &  Western..     • 


New  York  CentraL.V.V.V.   Penn  Central 


UntrPacific:::::::::::::::----  y^Spokane  international 


N&W-VGN;  N&W-NKP-Wab   -  ;;;;;  up_R| 


seaboard  Coast  Lines.::::::::. .  -  SAL-AO.. 

Dfiil-'--   i^or*  oon 

C  & 


n C&O-B&O 

U      o...  r  f 


5„„,h.,„  ...  Sou-CofGa;"Sou-CofGa.  S  FIa----  -   MP-AT&SF. 

M  ssSSri  Pacific"'"' "       •  MP-C&EI  (with  partial  divestiture)   

iiin^  Central.:   li^^ferdvionon:)::::::::::::::'::----"'  

G^«?fcr;,;"::::::::"---"^^<^^ernLi^^^ 

??'^'^ck"awa'nna '  ''' :"E'rie-'Deraware';Lackawanna  &  Western  (Dereco)  - 

M  frh/rn  Parific   Northern  Lines   -  -  -  - " " " " 

KaS^  ^.".'":.----------  Penn  Central....  [[[[[[^  V-  V.  ^^^^^^^        SP/SLSW-Alton  &  Sou. 

Cotton  Belt..  -  (rlruin  

Gulf,  Mobiles  Ohio   IC-GM&O  -  -  --   ^  


Looked  at  as  a  whole  the  railroad  merger  proceedings  of  the  last  15  yeai^ 

display  these  principal  features—  nroceeded  on  a  strict  case- 

•  In  liandlinp  merger  inn>lw»f'"ns '^e  It^^^       P'°^^^^        d,,  i^p^et  of 
by-casc  approach,  general  y       "'f  ,':''Pj^^  '^s  led  fa  domino  effect, 

't^at'-lh'e-an^ged  rosShave'^^eM,:^  to  material.,  or  have 
.  ^5:?r;lriuL\tti;i'r?errra;iroad  competition  in  point.o- 

HS£Kprffin«n^^ 

*  x'here'has  been  grossly  inadequate  regulatory  follow-up  to  assess 
qualitative  performance. 
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The  interlocking  pattern  of  rail  mergers,  with  one  spawning  another  in 
a  snowballing  process,  is  best  illustrated  by  devclopinonts  in  the  East.  Tlie 
Eastern  railroad  story  l)egan  in  1958  wlieli  the  ICC  approved  the  nicrgor 
between  the  Norfolk  &  Western  and  the  Virginian,  two  financially  strong  rail- 
roads heavily  engaged  in  the  movement  of  coal.  Theii'  meiger  promised  cost 
savings;  and,  looked  at  as  an  isolate<l  event,  appeared  to  be  of  no  great  signifi- 
cance for  the  structure  of  rail  transportation.  Innocent  though  it  seemtni  at  the 
time  to  be.  that  mergei-  unleashed  a  wave  of  mergers  that  did  not  expire  until 
the  entire  Eastern  rail  system  was  completely  restructured  and  the  Penn  Cen- 
tral, the  great  house  of  "cards,  had  been  created.  The  Virgiiiijui-N&W  merger 
ended  the  New  York  Central's  access  to  the  Pocahontas  coal  territory.  With 
its  valuable  coal  traffic  thieatened,  the  New  York  Central  sought  protection 
in  a  merger  with  the  B&O.  Pressed  to  consider  merger,  the  B&O  decided  to 
merge  instead  in  a  two-way  ariangement  with  the  C&O.  When  the  C&O  and 
B&O  meijred,  the  N&W  was  tlireatened  because  it  gave  the  C&O  access  to  St. 
Louis  and  to  transcontinental  traffic.  To  counter  this  move  the  N&W  merged 
with  the  Nickel  Plate  and  the  Wabash  railioads  (the  latter  through  a  lease 
arrangement),  an  affiliation  that,  in  a  sense,  "one-upped"  the  C&O-B&O  since 
it  gave  the  N&W  access  not  only  to  St.  Louis  but  to  Chicago,  Kansas  City  and 
Omaha  as  well.  These  moves  placed  the  NYC  in  even  greater  jeoi)ardy.  With 
what  it  regarded  as  its  moie  desirable  partners  having  already  merged,  the 
NYC  finally  agreed  to  join  with  the  Pennsvlvania  in  their  ill-fated  union. 
Wlien  the  Penn  Central  merger  was  authorized  in  1968,  only  ten  years  had  passed 
since  the  Virginian-N&W  merger  but  the  entire  Eastern  railroad  industry  had 
been  restructured. 

The  Commission  is  now  faced  with  a  number  of  mergers  in  the  West  and 
the  as  yet  unresolved  question  is  whether  it  will  consider  them  in  the  same  piece- 
meal fashion  as  it  did  in  the  East  oi-  Avhether  it  will  examine  comprehensively 
their  interrelationships  and  overall  svstem  and  competitive  consequences.  Now 
that  the  Northern  Lines  merger  has  been  approved,  pending  cases  principally 
affect  service  along  the  central  western  artei-ies,  notably  those  linking  Chicago 
and  points  along  the  Missouri  River.  In  the  area  between  the  Rockies  and  the 
Mississippi  there  is  undisputed  excess  capacity,  which  carries  with  it  the  tempt- 
ation to  <"onsolidate  independent  carriers  into  larger  systems  as  a  means  of 
eliminating  redundancy  and  gaining  greater  line-haul  density.  The  more  basic 
question  concerns  the  makeu])  of  the  surviving  systems,  the  impact  on  competi- 
tion, and  the  realism  of  claimed  cost  savings  and  alleged  gains  in  operating 
efficiency.  Tlie  Eastern  rail  merger  experience  dramatically  underscores  the 
imjx)rtance  of  looking  at  the  various  proposed  merge i-s  as  a  whole,  viewing  their 
interrelationships  and  assessing  their  downstream  impact  on  other  carriers 
(including  those  not  immediately  involved  in  pending  applications).  If  the 
lessons  of  the  Eastern  mergei-  are  drawn  upon,  they  would  urge  considerable 
caution  in  the  West  as  to  the  acceptance  of  claimed  cost  savings  and  service 
improvements,  point  up  the  sizable  managerial  problems  encountered  in  con- 
solidating different  carriers,  and  underscore  the  value  of  maintaining  competi- 
tion between  surviving  systems  in  and  as  related  to  the  affected  region. 

Claimed  cost  savings  have  formed  the  backbone  of  the  case  for  proposed 
rail  mergers.  Adding  u])  the  individual  items  yields  total  annual  cost  savings 
approximating  half  a  billion  dollais — oi-  about  five  per  cent  of  aggregate  cur- 
rent operating  expenses  for  the  Class  I  railroads.  The  amounts  have  varied 
from  case  to  case  but  often  have  been  large.  In  the  Seaboard  Coast  Line  merger 
savings  of  almost  $40  million  were  forecast,  of  over  $40  million  in  the  Northern 
Lines  case,  and  of  $27  million  in  the  N&W-Nickel  Plate-Wabash  case.  The 
largest  claims  came  in  Penn  Central,  with  projected  cost  savings  of  more  than 
$80  million.  Suffice  it  to  say  that  they  did  not  materialize,  but  the  size  of  the 
gap  between  promise  and  reality  in  Penn  Central,  though  dramatic,  is  not 
unique. 

In  the  pi-eponderance  of  the  mer<rers  that  have  been  approved  since  19.59 
the  record  reveals  that  cost  savings  forecasts  have  typically  been  overblown, 
that  where  some  savings  have  resulted  they  have  been  exceedingly  modest,  that 
savings  are  far  more  difficult  to  realize  and  require  far  longer  than  is  antici- 
pated, and  that  merger  can  lead  to  rising  rather  than  falling  costs.  Finally,  from 
the  standpoints  of  service  and  performance  there  is  no  respectable  empirical  evi- 
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outright  merger). 

HOLDING  COMPANIES  AND  RAILROAD  DIVERSIFICATION 

•     f T..  1  Qfin'<=  <«^vpral  of  the  country's  railroads  transmuted  themselves 
roads  in  relativelv  strong  financial  condition  (e.g.,  the  union  ^'^V' .  ;^^.p„  a,„if 

with  its  stoclcholders  ^-«PP'n«^  S''r>ifui^ 

downstream  non-rail  subsidiary,  whose  ^^^''^'l^^f'^J'^^^^  the  Penn- 

Ws^  dhSds,  either  at  book  or  at  estimated  market  value. 

Working  Working  ^ 

capital'  capita  M  "eoi  > 

 ^  $229!      $185^9      'y^\  ^f,?°s 

Northwest  Industries,  Inc.  (consolidated)  3     ■'522  '  20.9  282.8  ""-a 

Chicago  &  North  Western  Ry.«     --     ----   liVa 

Penn  Central  Co.  (consolidated) '   -   ,  40. 8  »  40. 8  103. 5  ^ 

Pennsylvania  Co. '     io9.9.  25.2         1.901.8  l.suu.j 

Penn  Central  Transportation  Co.«   -----    jjO.O  109.4  317.4  'ua.u 

Illinois  Central  Ind.,  Inc.  (consolidated)  3   --    374  26.7  237.1  o''-' 

Illinois  Central  RR.<.   22.2  18.1  f'l  gjg 

RioGrandelnd..  Inc.  (consolidated)  3----------     27.1  23.0  80.6  i«- 

Denver  &  Rio  Grande  Western  RR.  Co.*   0  23.5  634.1  ' 


Denver  &  Kio  uranoe  ""  >;."  rvn.    jq  g  ^3. □  .             ■  „  g 

Union  Pacific  Corp.,  (consolidated)  J--   "  105.7  75.3  470.7  1.8U3.6 

Union  PaicficR.R.  Co.'.—    -  —   -   "  48.7  6.6  542.6  i.^as-^ 

SanteFe  Industries,  Inc.  (consolidated)  3    —  55.7  16.2  335-  l.^i^. 

Atchison,  Topeka  &  Santa  FeRy.  Co.'     5  9  .7  107.1  ' 

Kansas  City  Southern  I nd  ,  I nc  (consolidated)'...    g  g  5.9  91.6  | 

Kansas  City  Southern  Ry.  Co  '      19.5  sj.O  800.9 

Southern  Pacific  Co.  (consolidated)  3.    43  5  29.5  789.0           i.'o^  ' 

Southern  Pacific  Transportation  Co.*                                    -  21.I  I-'  19 

Katy  Industries,  Inc.  (consolidated)                                 -  -;;  53.6  »6.7  108.^  g 

Missouri-Kansas-Texas  R.R  Co.*    -.    2.I  »4-0  -9^- J  5100 

Mississippi  River  Corp.  (consolidated) 3-.  —    21.I  7.*  iif",  3837 

Missburi  Pacific  System  3   -  "  1.3  5  8.9  561-3  «|. 

Missouri  Pacific  R.R.  Co.'   rH  .VHVs  "  '- ' " '3.7  '  31.3  390.0 

Seaboard  Coast  Line  Ind.  Inc.  (consolidated)  3   3.3  377.8 

Seaboard  Coast  Line  R.R.  Co.'     ---.  ri  iVk  84  9 

Boston  &  Maine  Ind.,  Inc     - 2.2  M.5  'I  B 

Boston  &  Maine  Corp.'     .  -  -  -  -^   35  2 

AmoskeagCo             rn^r.-   '9 

Bangor  &  Aroostook  R.R.  Co.*         ---.-vv  Kn  'fi  120.9 

Western  Pacific  Ind.  Inc    5  2.5  »  6.  5  60.8 

Western  Pacific  R.R.  Co'     

,.  '  From  Form  A  report  to  ICC. 

1  Including  materials  and  supplies.  j  ogfjcjt. 

2  Excluding  materials  and  supplies. 

3  From  annual  stockholder  report.  Source;  ICC. 
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Form  aside,  the  principal  objective  underlying  these  moves  has  been  a 
desire  to  simplify  diversification  into  non-rail  areas  and  to  permit  fuller 
exploitation  of  railroad  assets  (such  as  real  estate,  whose  current  market  value 
may  exceed  its  book  value).  Common  is  a  belief  that  such  investment  moves 
will  improve  earnings,  either  because  the  railroad  qua  railroad  is  yielding  less 
than  could  be  obtained  elsewhere  or  because  the  cash  being  generated  by  the 
railroad  is  in  excess  of  its  requirements.  The  former  objective  is  more  typical, 
but  some  of  the  wealthier  roads  may  very  well  be  in  the  latter  category. 

Once  a  railroad  is  linked  with  a  controlled  or  controlling  holding  company 
its  intrafamily  financial  transactions  are  effectively  sliielded  from  public  or 
regulatory  view.  Under  existing  law,  the  Commission  has  concluded  that  it 
lacks  the  authority  either  to  approve  or  even  to  require  regular  comprehensive 
reports  on  transactions  that  involve  the  holding  company  and  its  various 
affiliates.  Because  of  this  situation  a  great  deal  can  take  place  in  the  financial 
shadows,  so  to  speak,  that  is  actually  or  prospectively  detrimental  to  the  rail- 
road and  those  it  serves.  It  is  the  risk  of  abuse,  not  its  certainty  or  inevitability, 
that  calls  for  far  closer  continuing  supervision  of  railroad-holding  company 
relationships  than  presently  exists. 

Where  a  railroad-holding  company  or  linked  firm  relationship  exists,  the 
opportunities  for  abuse  are  limit^^d  only  by  the  ingenuity  of  their  financial 
managers,  lawyers,  and  accountants.  The  devices  are  many  and  flexible,  and  they 
can  be  manipulated  in  a  Avay  that  reduces  the  railroad's  earnings,  saps  its  assets, 
impairs  its  liquidity,  and  reduces  its  working  capital.  Through  compelled  cash 
dividend  payments,  loans,  or  the  provision  of  equipment  or  services  under 
lease,  the  railroad  can  be  disadvantaged,  with  its  financial  strength  and 
managerial  independence  undermined. 

Whether  this  has  taken  place  is  a  matter  requiring  case-by-case  assessment, 
but  experience  shows  that  the  prospect  is  one  of  more  than  theoretical  specula- 
tion. Special  Commission  investigations  have  revealed  seemingly  abusive 
behavior  or  practices  of  a  highly  questionable  character,  including — 

*  Intercompany  dividends  paid  by  the  railroad  to  its  financial  detriment. 
Sales  of  carrier  real  estate  for  the  exclusive  benefit  of  the  holding 
company. 

*  Intercompany  sales  and  transfers  of  railroad  assets  without  adequate  or 
equitable  compensation. 

*  No  reimbursement  by  the  holding  company  or  its  affiliates  for  the  use  of 
railroad  losses  in  consolidated  tax  returns. 

*  Intercompany  leasing  arrangements  that  are  detrimental  to  the  railroad, 
Advances  or  loans  by  the  railroad  without  interest  or  at  submarket  rates 
of  interest. 

*  Provision  of  services  by  a  holding  company  or  affiliate  to  a  railroad  at 
excessive  costs. 

The  cumulative  effect  of  these  practices  can  be  to  siphon  cash  from  the 
railroad  and  weaken  its  capacity  to  function  as  a  common  carrier.  This  need  not 
necessarily  be  the  case,  but  the  evidence  developed  by  the  Commission  with 
respect  to  Bangor  Punta  and  Kansas  City  Southern,  to  cite  two  specific  cases, 
shows  that  cash  outflow  from  a  railroad  to  a  holding  company  or  affiliate  can 
exceed  any  benefits  that  may  be  present. 

The  holding  company-conglomerate  phenomenon  can  ultimately  only  be 
understood  tlirough  a  detailed  examination  of  each  situation.  Estimates  of 
aggregative  dollar  flows  into  and  out  of  the  industry,  as  expressed  in  Sources  & 
Uses  statements,  are  too  gross  to  be  of  any  practical  value,  failing  to  shed  light 
on  the  practices  that  can  take  place  within  a  holding  company  family.  So  rapid 
has  been  the  spread  of  holding  companies  in  the  railroad  industry  and  so  ripe 
the  potential  for  abuse,  that  close,  continuing  regulatory  supervision  is  essential. 
At  the  minimum  this  calls  for  detailed  information  on  intrafamily  corporate 
transactions  to  be  regularly  submitted  to  the  Commission  for  timely  assessment 
and  appropriate  action.  ^ 
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GOVERNMENT  FINANCIAL  AID  TO  TRANSPORTATION 

Since  the  founding  of  th.  ^I^J^^f  J— 
development  of  tnuisportatmn     .o  u  m^^  ^en  n  v  tl>e  railroads,  primarily  in 
portive  technolofrical  research.  .  *f  h[/t  r  n  in<r  this  centui  v,  with  but 

!he  -AVest,  were  substantial  ^enehciar  es      it  cU^^^^^^^^^  -  ^^j^^^. 

limited  exceptions,  virtually  all  "tirie.n.latory  modal 

modes.  This  uneven  ^^^^-^fJ^':^^^::^^:^^^  tni^k,  and 

inequities  (virtually  all  rail  ^'7,^^'^/;' ' '^^^^^^      railroads  at  a  disadvan- 

management  of  the  rail  tieight  car  neei  J  n.iN  I  L  ,-i  l roads  do  not  make 
cant  measure  because  their  payoff  is  limited  l^f  '"'}^^^^^^^^^     J.^^wavs,  and 

similar  investments.  By  contrast,  ^^J'^^l'^^l^^^^^^^^  and 

waterways  has  led  to  the  creation                ^^^^^^^^^^^^^  markedlv  to 
are  used  by  many  mdependent  P^^^^^e  t  ans^^^ 

the  efficiency  of  tlieir  oi^rations.  As  one  11'"^*^^^^^^^^^^^^^  embodies  highlv-s^phisti- 

other  modes  as  the  mo,e  obvous  ="lf  f  J             ,  o\erfrof  modal  systems 

,s  ,J  >',etraf,:fonn.  rathe. 

ment  ilromotional  pol.cy.  T''>s  oalls  for  the  b.oad  leade^^^^^^^^  participation  of 
supplied  by  tl»  Department  of  Tra,^  ".^ 

fca1;:^iaTe'^SC^"!.e  »  ^""0— ' 

reconstitution  of  national  transportation  policy  j^^t^ro-eneous  mass  that 

-rs^:;:rjeU=iiiT 

ing  participant  in  the 

for-in  operations,  approaches  to  f "  ^'jtiT^^^^^^^^^  their  pro- 

cial  practices.  Only  by  increasing  their  « 

?roV:J%^i'on?'t^.:=^^^^^ 

burden  still  rests  with  management. 
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The  best  that  can  be  expected  of  frovornment  is  that  it  act  witli  reasonable 
impartiality  between  the  modes  and  not  impede  change  through  refrulation  that 
fails  really  to  promote  more  efficient  transportation  service.  Even  these  limited 
goals  are  not  now  being  satisfied.  At  present  the  regulatory  process  is  unsym- 
pathetic to  innovation,  especially  in  rates  and  marketing  concepts — the  areas 
to  which  the  railroads  must  devote  far  greater  attention  in  the  future  than  they 
have  in  the  past.  Steps  must  be  taken  to  <'reate  a  climate  tluit  is  more  cordial  to 
innovation  and  that  both  creates  and  rewards  vigorous  competition  in  rail  trans- 
portation. It  deserves  to  be  repeated,  however,  tliat  the  initiative  still  rests  with 
management  and  that  government  policy,  however  changed,  alone  cannot  re- 
store vibrancy  to  the  rail  industry. 
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Economic  Trends 


There  are  a  number  of  different  methods  of  measuring  business  activity. 
The  most  common  methods  are  institutional  series  that  reflect  in  one  way  or 
another  economic  conditions.  There  are  m&ny  such  indicators  and  ideally  a 
measure  of  general  economic  change  should  satisfy  certain  functions :  ( 1 )  reflect 
the  turning  points  in  economic  activity;  (2)  measure  the  amplitude  of  change; 
(3)  measure  the  rate  of  economic  growth  or  decline;  and  (4)  have  a  leading 
tendency  in  relation  to  other  series.  No  single  series  consistently  contains  all 
of  these  characteristics.  The  most  comprehensive  measure  of  aggregate 
economic  activity  is  gross  national  product.  It  constitutes  the  total  amount  of 
final  goods  and  services  produced  during  the  year  valued  at  current  market 
prices;  and  it  also  represents  the  expenditure  side  of  the  national  accounts  and 
includes  local,  state,  and  Federal  government,  businesses,  and  individuals.  The 
advantage  of  the  use  of  GNP  for  indicating  business  conditions  is  its  compre- 
hensiveness. It  does  have  disadvantages  in  that  it  is  (1)  so  broad  in  its  coverage 
that  it  tends  to  be  somewhat  sluggish;  (2)  all  of  the  component  figures  cannot 
readily  be  estimated  on  a  monthly  basis  and  even  as  prepared  on  a  quarterly 
basis  some  detail  must  be  sacrificed;  and  (3)  it  appears  several  months  late 
and  IS  not  as  current  as  one  might  desire. 

The  Federal  Reserve  Board's  monthly  index  of  industrial  production  is  de- 
signed to  measure  monthly  changes  in  the  physical  volume  of  output  of  manu- 
facturing, mining,  and  gas  and  electric  utilities.  One  should  note  that  even 
though  the  index  directly  measures  the  output  of  those  industries  accounting  for 
an  important  part  of  total  economic  activity,  it  excludes  certain  sectors  of  the 
economy  such  as  construction,  transportation,  trade  service,  and  agriculture. 
Inasmuch  as  it  is  not  a  measure  of  total  economic  activity,  it  tends  to  exhibit 
wider  and  more  frequent  fluctuations  than  a  broader  based  series,  such  as  GNP. 

Our  national  economic  growth  and  expansion  has  generally  been  a  continu- 
ing one  since  1950  except  for  recessions  in  1958  and  in  1970-71.  Our  rate  of 
grow-th,  as  reflected  by  GNP,  has  been  approximately  5  percent  a  year  during 
the  last  decade  but  dipped  below  that  in  1970.^  As  shown  in  Exhibit  1,^  GNP 
has  risen  from  $355  billion  in  1950  to  $739  billion  in  1971,  based  on  1958  dollars, 
louring  this  22-year  period,  it  has  more  than  doubled.  (Numerous  long  range 
pro]ections  use  4  percent  as  the  expected  increase  in  the  GNP.) 
r^MDi  ^^^^  ^  shows  the  trend  of  intercity  ton-miles,  industrial  production,  and 
GNP.  less  services,  for  the  period  1960-70.^  Placed  on  an  index  basis,  this  Ex- 
hibit indicates  a  correlation  between  industrial  production,  GNP,  less  services, 
and  intercity  ton-miles.  During  this  time,  the  relative  share  of  railroads  in  the 
intercity  ton-mile  market  declined  from  44.1  percent  to  40.1  percent. 
iQft7r^ -Iw?  ^^"^P^^^s  the  trends  in  national  income  (based  on  a  base  year  of 
I9b7)  with  the  revenues  of  five  groups  of  carriers.  As  indicated  in  the  index, 
railroad  revenues  beginning  in  1959  have  grown  from  94.1  to  115.2  in  1970  This 
fJ^T,    ITT^^  compared  with  the  growth  in  revenues  of  motor  carriers  of 
treight  which  showed  an  increase  from  63.2  to  127.3.  During  a  period  of  eco- 
nat7nLliSr'''''!i''*  our  national  income,  1959-70,  the  rail  revenue  ratio  to 
m^Vnfnli  TT-  ^^^^^^^^^  by  40  percent,  while  motor  carriers  of  freight 

maintained  their  revenue  ratio  to  national  income 

Pr>nnomlT.H''V^''  ""^^''1     ^^^g^oss  national  product  as  a  measure  of 

tion^T.h^^rl^  ''^^^b^^^"^^  «f  regional  nature  of  the  subiect  roads'  opera- 
mt^o^nl^^  an^  •  '""f^" '"'x.^''^  measures  which  reflect  economic  activity,  both 
nationally  and  in  the  New  England  region.  The  measures  of  economic  activity 

U^n^KayifSe^cVt^^^^^^  foun^d  InVppendlx  B.  p.  435. 
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inCud.  ^oss  national  product  national  i^^^^^^^^^ 

the  Federal  Reserve  Board,  and  ^ew  Ji^ngiana  reg^^^  striking 

by  the  Federal  Reserve  Bank     ^^^f 'i;  J^^^.'^^^^^  industrial  pro*-- 

ti4nds.  When  measured  either  J^f^^f^f  "/^'."^^^^^^odiiS  has  exhibited  less 

ject  roads).  These  trends  show  a  lesser        °*  ^Jf  ""„a7te^^^  „o  com- 

fen^'toX-.r^^fL'-o?  lft~f d'e^AcTe'd' h;  'eiLr  the  ,ross  na- 

Of  the  Penn  Central  roads  is  important  mtha^^  operations 
England  market  at  a  rate  equal  to  the  gro^vth  m  that  maiket. 

Analysis  of  Traffic  Patterns 

Besides  facing  competition  from  the  other  modes  t^^i?^P°^^,f ^^^^^^ 

been  successful  in  competing  for      "^^^'l^^^^^^f  .^^^  Mis- 

inSex  compiled  from  Exhibit  5  .hich  shows  the  ^^^^^^^ 
period  1951  through  1963,  and,  separately,  the 

necessary  to  divide  the  periods  since  the  frei^it  .^^f  .h^sHtltics  as^^^^ 
extensively  in  1964.  Prior  to  that  year,  the  ^^fij^^tl^^^f^^^'.'il  Sfpr^^ 
Kiorl  K,-  thp  irr  were  frrouDed  on  a  consumption  basis.  From  19bo  to  tne  pieb 

accomplished  during  the  base  period  (1^57-1959  )  .  Uurmg  jn^^^  ^ 
the  Eastern  District  carriers  as  a  group  e^P^^J^^^  ^^^^g^^  ^^^^^^^^  District 
factures  and  Miscellaneous"  tonnage  originated.  In  1963,  the  ;J^stern 
railroads  originated  comparable  tonnage  to  that  f^^^w  York  Central  were 
period.  The  performances  of  the  P^^^^^f  ^'^^^ V     YnX  Cent^^^ 
Lmewhat  better  than  the  District  as  a  New  York^^^^^^^^ 

approximately  5  percent  more  tonnage  than  m  1957-1959  an^^^^  ™J}f>^  ^r^^ 

oFfgmated  ap'pro'ximately  2.5  percent  .^^^^^^  ^^f^.^.^^.^he^Nr^^ 

Haven  experience  was  that  of  a  general  decline.  In  1963,  t^e  iNew  ^^e"  ' 
rrigfnatl ng  21  pe^^^      less  tonna|e  than  liad  been  origmated  during  the  base 


period 
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•  T,T^^  ^^^^  ^^^^  dramatic  shifts  in  tonnage  originated  which 
might  have  been  occasioned  by  intra-modal  competition.  Although  the  freight 
classihcation  changed  significantly  in  1964  and  a  new  base  period  (1967)  was 
utilized,  the  trends  for  the  period  1965-1970  show  a  decline  from  the  levels 
attained  during  the  prior  period.  The  performance  by  all  groups  in  tonnage 
originated  for  all  of  the  railroads  is  significant  in  that  this  product  group  is  a 
very  important  contributor  of  revenue  to  the  railroads. 

Exhibit  7  provides  data  comparinjg  the  tonnage  terminated  for  "Manufac- 
tures and  Miscellaneous"'  products  during  the  period  1951  through  1970.  From 
these  data,  an  index  for  the  base  period  1957-1959  was  developed  and  is  found 
m  Exhibit  8.  With  the  exception  of  the  New  Haven,  the  indexes  reflect  similar 
trends  to  those  indexes  for  traffic  originated.  The  New  Haven  has  experienced 
a  lesser  decline  in  the  tonnage  terminated  over  the  base  period  (approximately 
6  percent).  The  trends  since  1965  show  that  the  railroads  have  reached  a  plateau 
and  do  not  indicate  any  shift  in  industry  terminations. 

As  in  the  case  of  tonnage  originated,  the  relative  change  in  traffic  termi- 
nated was  slight  for  tonnage  whose  contribution  is  so  important  to  the  railroad 
industry  generally  and  particularly  to  the  subject  roads. 

Exhibits  9  and  10  provide  a  comparison  of  the  revenues  generated  by  the 
transportation  of  "Manufactures  and  :Misce]laneous"'  products  during  the  pe- 
riods 1961-1963  and  1965-1970.  Indexes  of  the  revenues  received  for  this  prod- 
uct group  are  contained  in  Exhibit  10.  Here  again  the  most  revealing  fact  is  the 
small  relative  change  in  the  revenues  generated  by  the  product  group.  "\^Tiile  the 
Eastern  District  had  a  slight  decline  in  revenues  received  in  1963  versus  the 
base  period,  the  two  major  roads  involved  in  the  merger  maintained  their 
revenue  levels  at  rates  somewhat  comparable  to  those  of  the  nation.  The  New 
Haven  experienced  an  approximate  19  percent  decline  in  revenues  received  for 
the  transportation  of  "Manufactures  and  Miscellaneous"  products  (1963  versus 
1957-1959) .  The  data  would  indicate  that,  while  the  relative  share  of  this  market 
has  not  been  eroded  by  railroad  competition  from  other  carriers  since  there  was 
no  significant  increase  with  a  corresponding  decline  for  the  subject  roads,  there 
appears  to  be  a  failure  of  railroads  as  a  whole  to  be  maintaining  growth  in  this 
product  group  at  a  rate  comparable  to  the  market  growth  for  this  product 
group. 

The  second  major  product  group  examined  was  "Products  of  Mines,"  with 
comparative  data  covering  tonnage  originated  presented  in  Exhibit  11.  The 
comparison  covers  the  period  1951  through  1963  and  1965  through  1970.  From 
the  data,  indexes  covering  the  two  periods  were  compiled  (Exhibit  12).  The 
Exhibit  shows  that  during  the  early  and  mid-1950's,  United  States  rail- 
roads as  a  whole  were  experiencing  a  plateau  as  regards  mine  products  origi- 
nated. In  the  late  1950's,  the  plateau  gave  way  to  a  general  decline  in  tonnage 
originated.  In  1963,  the  tonnage  originated  was  approximately  2  percent  lower 
than  the  base  period  1957-1959.  The  experience  of  the  Eastern  District  followed 
the  experience  of  the  nation  as  a  whole  with  tonnage  orginated  in  the  Eastern 
District  in  1963  being  approximately  4  percent  below  the  base  period.  The 
Now  York  Central  had  a  somewhat  better  experience,  originating  approxi- 
mately 6  percent  more  tonnage  in  1963  than  in  the  base  period.  The  amount  of 
tonnage  originated  in  this  category  by  the  Pennsylvania  Railroad  was  some- 
what less  favorable  than  either  the  Eastern  District  or  the  total  United  States. 
In  1963,  the  railroad  originated  7  percent  less  than  the  base  period.  The  New 
Haven  had  shown,  prior  to  1963,  a  gradual  decline  from  the  late  1950's  of  ton- 
nage orginated  but  still  managed  to  originate  tonnage  at  a  level  of  9  percent 
over  the  base  period  1957-1959.  The  trends  within  the  industry  as  shown  by 
the  indexes  covering  the  period  1965-1970  show  slight  declines  for  the  Eastern 
District  and  the  subject  roads.  These  declines  are  significant  in  that  this  cate- 
gory provides  large  amounts  of  tonnage  and  revenues. 

A  comparison  of  the  absolute  and  relative  changes  in  tonnage  terminated 
for  the  subject  category  ("Products  of  Mines")  is  found  in  Exhibits  13  and 
14.  With  the  exception  of  the  New  Haven,  which  in  1963  terminated  about  14 
percent  less  tonnage,  the  subject  roads,  the  Eastern  District,  and  the  total 
United  States  were  fairly  comparable,  which  would  appear  to  discount  any 
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shifts  due  to  intramodal  competition.  The  recent  experience  has  seen  a  slight 
decline  in  tonnage  terminated  by  the  subject  roads.  ^^^mvpfl 
T?vhJbiA  15  and  16  provide  a  comparison  and  index  of  revenues  received 

nues  than  during  the  base  period.  Since  1966  all  the  groups  have  shown  a  slight 

''"•^  tSI^ s~gVnerd  dtline  in  revenues  received  for  this  traffic  caje- 
gory^'hrchfs%fgnihc\nt  s,nce  it  provides^  s^^^^^^^^ 

»4^",a^trt"iV=5oit!.^^.is;rda^ 

'''Th^next'c'^egorv'^^^^^^^      examined  is  "Products  of  Forests.''  Exhibit, 
17  and  18  g^e  tSLlute  and  relative  changes  i" °Sbtl8  Tl^ey 
periods  19fl-1963  and  1965-1970.  The  '"d^^^,  "\  .°^S<'cTas!  I   a  rlad^ 
Jhow  that  during  the  penod.         f  ^"f  T'fl.  VrnpSbL  t^  expe- 
varied  somewhat  but  steadied  at  a  l'^"'™'^,'^/"^',  originated  by  all 

?fr^frSs'^mrte''dr„E^%V"S 

od.  The  experience  of  the  Eastern  D,strirt  radroad^f« 

in  tonnage  originated  in  1963  had  s  ill  g^J^^^^^^  j^-g^^i.^  the  United  States, 
more  pronounced  than  that  of  either  the  ^^s^^™^^'.;"/^  T;^„etPrn  District  and 

i-ti^tvs«is^^^^^^ 

.ted^^SI&W^^^^^^^^ 

a  whole  the  relative  change  in  tonnage  ^^^^^ 
In  the  case  of  the  Eastern  District  ^f*'  which 

1950's,  thev  have  shown  relative  improvenient  m  ♦j^^'Jl'^^il  terminating 
they  terminated.  Neither  of  the  "lajor  subject  "hieveUuring^ie  bas! 

tonnage  at  the  level  appreciablv  grea  er  than  that  a^c^^ 
period.  The  New  Haven,  since  the  early  I960  s.  shovvea  an  y 
{he  base  period  of  aproximately  16  peTce^^^^^^^  terminated  by  the 

Recent  years  have  seen  a  s  ight  ^^^^J^^^rience  of  the  nation  as  a 

subject  roads  which  is  somewhat  less  than  the  experience  u 

"''"Exhibits 21  and  22  for  "Products  of  ^rdurilg^tTaTte'r  ^frt  of 

ucts  of  Mines.-' a  slight  decline  in  r^^^^^^^^^^^ 

the  period  coA'ered  (1951-iyb,5)  wirn  J;  durinff  the  base  period, 

in  1963.  received  over  5  percent  J^^.^^^^He^^^^^^^      the  category 

This  position  has  improved  during  *]^,V'l*7^erand  to  a  substantial  degree 
ZZr.S.^S^rTt^^^^  P-lude  any  shifts 

^"^TheS  commoditv  group  to  be  examined  is  "^^^''-1^^^^^^^^^ 

traffic.  Exhibits  23  and  24  compare  the  .^^^f  ^^^^^^^^ 

railroads  as  a  whole,  the  Eastern  District  ^^^y.^^es  Xough  1970.  All 

comparison  covers  two  periods,  1951  t^^^^"?^.  JflX^DL  S^       the  sub- 

the  groups  i.e.,  the  United  States  as  a  whole.       Eastern  Distn^^^^^ 

l^^htei^^t?^^^^^^^^^^^^ 
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tt;fduVing™tsf  St^^^^^^  "I^CL"  traffic 

1951  wherefn  theSass^T  A^^^^^^^^^^  o^^c^r'-ed  from 

railroad  tonnagTtSSed  in  ^'I  A  -    T  ^'""P'  The 'index 

of  tonnage  orilLtrSheslecatt^^^^^^^^ 

of  ''Lrr'- '/™ffi  ■""'F''"       '■«™""<'^  for  tl,e  transportation 

„of«"?f  ^u^  tonnage  and  revenues  originated  and  terminated  for  "Prod- 
ucts of  Agriculture"  are  mcluded  in  Exhibits  29  through  34.  The  relative  and 
amrna"f"fh:  ind'""r  ^"^-'^^1^  are  found  in  E^xhibits  29  and  30  Ex' 
ammation  of  the  index  shown  in  Exhibit  30,  wh  ch  is  derived  from  the  dati 
in  Exhibit  29,  indicates  that  for  the  United  States  as  a  whole  ther^  has  been 
l!lT  I  J'^f     ^  ^^^""^^^  originated.  This  increase  is  somewhat  less 

steady  but  fairly  comparable  m  the  Eastern  District  to  the  experience  of  the 
United  States  as  a  whole.  In  1963,  tonnage  originated  in  the  Eastern  District 
was  approximately  12  percent  greater  tlian  the  base  period.  The  Pennsylvania 
Kailroad  showed  a  rather  steady  level  of  tonnage  originated  during  the  period 
with  the  exceptions  of  1958  and  1959  which  were  recession  years.  In  1963,  the 
tonnage  originated  on  the  Pennsylvania  Eailroad  was  17  percent  more  than 
that  originated  during  the  base  year  period.  As  in  the  case  of  the  Pennsylvania, 
1QAQ  r  \  Central  also  experienced  a  plateau  during  the  period  studied.  In 
1963,  the  New  York  Central  originated  tonnage  comparable  to  that  originated 
during  the  base  period.  The  experience  of  the  New  Haven  was  one  of  rela- 
tive stability  until  the  recession  years  of  the  late  1950s  and,  with  one  exception, 
has  shown  a  marked  decline  so  that  in  1963  tonnage  originated  was  almost  20 
percent  below  that  originated  during  the  base  period.  Since  1968  both  the 
Eastern  District  and  the  subject  roads  have  experienced  declines  in  tonnage 
originated. 

Exhibits  31  and  32  cover  the  tonnage  terminated  in  "Products  of  Agricul- 
ture." The  index,  as  contained  in  Exhibit  32  for  the  ITnited  States  as  a  whole, 
shows  a  decline  in  tonnage  terminated  in  the  Eastern  District  and  for  the  sub- 
ject roads. 

A  comparison  of  the  absolute  and  relative  changes  in  revenues  received  by 
the  railroads  for  the  transportation  of  "Products  of  Agriculture"  is  found  in 
Exhibits  33  and  34.  The  index  of  revenues  received,  as  developed  from  Exhibit 
34,  shows  little  or  no  change  for  total  United  States  railroads  over  the  period 
covered.  In  1963,  the  railroads  as  a  whole  received  almost  4  percent  less  than 
during  the  base  period.  The  Eastern  District  experienced  a  similar  decline  in 
revenues  received  for  the  movement  of  "Products  of  Agriculture."  The  subject 
roads  experienced  somewhat  comparable  declines,  with  the  New  Haven's  record 
being  the  worst.  Its  revenues  in  1963  were  approximately  13  percent  less  than 
during  the  base  period.  The  relative  change  in  both  tonnage  carried  and  reve- 
nues received  as  among  the  carrier  groups  Avould  tend  to  indicate  little  or  no 
intra-modal  competition.  This  trend  has  continued  since  1965. 

The  data,  as  a  whole,  seem  to  indicate  that  the  subject  roads  and  the  in- 
dustry are  not  participating  in  the  growth  of  the  markets  for  these  commodities. 
Where  growth  has  occurred,  it  has  been  very  slight. 

Coal  Shipments 

Since  coal  tonnage  has  historically  been  so  important  to  the  Pennsylvania 
and  New  York  Central  Railroads  and  continues  to  be  so  for  the  Penn  Central, 
it  is  pertinent  to  examine  the  potential  market  for  coal  in  future  years  and 
determine  the  extent  to  which  the  industry  and  the  subject  roads  will  participate 
in^i'u*  tonnage  and  revenue  are  found  in  Exhibits  35  through 

40.  The  examination  of  the  future  market  for  coal  is  covered  elsewhere. 
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creasing,  it  has  not  kept  pace  -i'^  '^e '"c^^^^^^^^^^^^  1960,  the 

I'S'tX^orte^sTler^^^  l^O". 

Central,  46.9  million  tons  or  48.0  Pfcent-  pi.  Central  areas.' 

.he  ma  or  portion  of. -^H,  «as  m  the  New^^^^^^^ 
■Rased  on  the  proiections  of  the  National  Fo\\er  ^".^^^^ 

Sh^vrSroad^v^l^  ,rain  movements. 

Evidence  of  this  competition  is  the  «f  f^.f^^^        ^^^^^     conventional  cars 

The  unit  train  is  considered  as  a  ^y.f^^^^^^^^^^^^^  that  part  or 

are  moved  in  supervised  service  ^^it^V^^Jff^/x^' ^  „en^^  purpose  equipment 

all  of  the  equipment  be  intercha^^^^^^  P^^pl,\ed.  The 
with  or  without  control  «f  ^^^^.^J  ^J^^Xoug^ 

-p«i»rat?fdec.^ 

train  tariffs  for  the  movement  of  coal.  In  ^  ,^  txain  movements 

the  railroad  was  listed  as  a  part.V  m  66  ^j^^^f  ^^^^^J^^"  fnes  in  36  of  the  tariffs, 
of  coal.  It  could  provide  ^J};^^;.  ^yr^^/^^^^ plnn  Central  could  provide  a 
Further,  in  coniunction  with  other  ^^'I'^J^}^'  fj^  y,^t  several  routes, 

portion  of  the  service  covered  by  ^^j^^^^f  "J'^^e^  instances  in  which  the 
there  are  duplications  which  overstate  ^^JJ™  the  equipment  in- 

Penn  Central  could  participate.  I'V^^^^'^S  >spec  f v  supplied  equip- 

volved  is  railroad-owned  equipment.  The  tariffs  speciT>         ^j^geg^This  degree 

ment  in  55  cases  and  ^^^VV^J  Zv^nTc^^^^^^ 

-  nl^S  t;^<r:;^' -  ^^^^^iS^i^  the  e.ensive  invest- 

^'^XT\^X'^'^^  of  the  total  market. 
PROJECTION  OF  COAL  USAGE  IN  GENERATING  ELECTRICITY 

mission,  has  provided  through  ^^^^f  ^XV^^^^^^^u  g^gions  in  1970.  1980 
into  the  demand  for  electric  P^J^^^^J^^^^^^s^innvolves  the  type  of  electrical 
and  1990.  An  important  P^^'^  o^.j^^.^^^^iJ^^y/'^^^^^^^    Tlie  comprehensive  study 
generation,  whether  nuclear  fo;^«;;^^"f^|;;^  power  bJit  the  amount  of 

deals  with  many  facets  of  the  ^^."^^^^^^f^  an  exp^^^^  P^^^r  demand  is  of 
transportation  needed  m  ^^^^^^^^  ^^^^ 

considerable  importance  m  «"^1>^^"^^^^^^^^^  an  important  commodity  both 
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Pennsylvania,  Rhode  Island,  Vermont,  and  the  District  of  Columbia  (see  Ex- 
hibit 43).  The  East  Central  re^^on  extends  from  the  sontliern  and  eastern  shores 
of  Lake  Michigan  and  the  Illinois-Indiana  state  line  on  the  west  to  western 
Pennsylvania  and  western  Maryland  on  the  east,  and  from  the  lower  peninsula 
of  Michigan  and  Canada  on  the  north  to  southern  Kentucky  and  the  borders 
of  Tennessee  and  North  Carolina.  P^xhibit  43  shows  the  boundaries  of  these 
districts. 

The  1964  National  Power  Survey  indicated  that  by  1980,  10  percent  of  the 
nation's  KWH  generation  Avould  be  nuclear.  However,  the  1970  survey  indi- 
cated that  in  the  Northeast  region,  tlie  nuclear  generation  had  leached  10  per- 
cent in  1969,  and  that  this  power  source  would  account  for  60  percent  of  total 
generation  in  the  Northeast  by  1980  and  82  percent  by  1990.  In  1966,  57.9 
million  tons  of  coal  were  used  for  electi  ic  generation  in  the  Northeast  area. 
By  1980,  the  amount  is  estimated  to  be  56.8  million  and  by  1990,  40.6  million 
tons.'^ 

In  an  expanding  power  market  which  necessitates  substantially  increased 
KWH  generation,  coal  tonnage  is  expected  to  decline  dramatically  from  1980 
on  in  the  Northeast  region,  as  shown  in  Exhibit  44. 

In  the  Northeast,  the  concern  regarding  air  pollution  and  the  distance  from 
coal  sources  have  combined  to  cause  a  decrease  in  the  importance  of  coal  for 
boiler  fuel.  In  spite  of  the  uge  of  unit  trains  or  high  speed  shuttle  trains  which 
have  improved  transportation  efficiency  so  as  to  reduce  freight  rates  as  much  as 
30  to  50  percent,  the  trend  is  away  from  coal  usage. 

Tlie  competitive  aspects  of  other  fossil  fuels,  such  as  oil  and  gas,  are  con- 
tinuing to  be  intense  but  they  too  are  expected  to  decline  in  relative  and  abso- 
lute teims  as  nuclear  generation  develops.  Technological  improvements,  which 
have  reduced  the  cost  of  extra  high  voltage  transmission,  have  made  the  trans- 
portation of  "coal  by  wire"  more  competitive.  Thus  a  coal  generating  plant  at 
the  mine  head  which  can  be  used  for  the  transmission  of  electrical  energj-  600  to 
700  miles  away  obviously  has  a  deleterious  effect  on  the  transportation  of  coal. 
Ihis  reduces  air  pollution  problems,  particularly  in  metropolitan  areas,  as  well 
as  tile  cost  of  transporting  and  handling  coal. 

In  1966,  the  utilities  industry  considered  that  unit  train  rates  from  4  to  6 
mills  per  ton-mile  were  necessary  to  compete  with  other  fossil  fuels  and  the 
atom.-  Even  though  reductions  were  effectuated  through  tlie  institution  of  unit 
trains,  it  is  reported  that  coal  shipments  in  1966  from  Pennsylvania  and  West 
Virginia  mines  to  Eastern  destinations  had  a  weighted  average  rate  of  7.85  mills 
per  ton-mile  for  an  average  haul  of  414  miles;  and  unit  trainload  rates  to  New 
P.ngland  destinations  averaged  7.07  mills  per  ton-mile  for  an  average  distance 
of  605  miles.* 

tJ'^^  i.^"^''^^^^^  nuclear  generation  and  its  expected  acceleration  in 

the  Northeast  area  is  shown  in  Exhibit  44.  As  this  Exhibit  indicates,  approxi- 
mately 10  percent  of  the  Northeast  region  is  currentlv  served  bv  nuclear  genera- 
tion. By  1980,  this  is  expected  to  be  60  percent  of  the  total  and  by  1990  to  be 
approximately  82  percent.  In  the  expanding  power  market  in  these  two  decades, 
the  relative  position  of  coal  as  fuel  for  Northeast  electric  generation  plants  is 
expected  to  decline  significantly. 

,  The  East  Central  region  of  the  National  Power  Survev  embraces  an  area 
in  which  IS  located  a  major  portion  of  the  Appalachian  coal  resources  His- 
torically, coal  has  provided  most  of  the  energy  for  utility  purposes  and  in 
IJ70,  according  to  the  survey,  would  supply  about  97  percent  of  all  electric 
energy  requirements  in  the  region.^  In  1966,  82.3  million  tons  of  coal  were  used 

5ra  ?'^  •/r''^-  •  ''.n^A'^y  4^i'9i^^*^  increase  to  135.5  million  tons  in  1980  and 
166.3  million  in  1990."  This  projected  increase  would  indicate  that  the  trans- 
portation potential  for  coal  m  this  region  is  substantially  better  than  that  for 
the  Northeast  region.  Competitive  fossil  fuels  of  oil  and  gas  are  of  negligible 
significance  but  there  is  competition  in  the  transportation  of  coal  between 
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w^tPr  and  rail  and  the  possibilities  of  mine  mouth  generation  wkh  "coal  by 
wire''  is  anX'r  competitive  factor.  Another  aspect  of  the  coal  traffic  potential 
Tn  the  East  Central  Region  is  that  the  average  length  of  haul  because  of  the 
Droximitv  to  the  mines  is  less  than  in  the  Northeast  region. 

P     r  s^expected  that  an  increase  in  total  KWH  generation       J>ccur  but 

hicreased  use  is  expected  to  be  made  of  nuclear  f  "^r^^^^^^/.^g^J^.^b^Jt  half 

about  32  percent  of  electric  generation  will  be  nuclear  J^^^  by  1990^bout  ^^^^ 

of  the  power  generation  will  be  nuclear.  Coal  as  a  source  of  f 

in  this  region  then  is  expected  to  decline  from      percent  m  1970  to  about  5^^^ 

percent  in  1990,  as  shown  in  Exhibit  45.  The  projection  for  the  f  ast  Central 

?pmnn  indicates  that  the  market  for  power  will  expand  during  the  next  tx^o 

decade-  and  cSlTa  source  of  energy  will  show  an  absolute  increase  in  usage 

burS^dati"  shire  of  the  total  energy  market  -^"^j,- 

elements  of  competition  from  intermodal  carriers  and  ^^omextv^  high 

age  transmission  will  have  some  impact  on  this  segment  of  traffic. 

^^  in  snite  of  reductions  in  freight  rates  averaging  from  30  to  5U  percent 
on  some  deUWs^^^^^^^^^        made  possible  by  volume  train  movements  the 
adv?nTagos  of  competitive  fuel,  particularly  nuclear  energy  ^ppears  to  be  so 
substantfal  that  the  railroads  cannot  anticipate.  '-^^  l^'^'^^lfJ^Zn 
area  of  coal  production  (East  Central),  an  expansion  of  electric  generation. 

Less-Than-Carload  Service 

The  development  of  competitive  and  alternative  modes  of  transportation 
in  tl^  r920?re?ulted  m  significant  inroads  in  the  railroad  ^^^^f  f^^f-^^ 
ks  -than-carload  freight.  In  1920,  the  Class  I  railroads  originated  52  m  lion 
tons  of  less-than-carload  tonnage,  but  this  had  dropped  by  1939  to  36  million 
Ions  This  tonna-e  in  19i7  amounted  to  22.5  million  tons  which  generated  $522  4 

small  shipments  market  has  been  expanding  but  the  lailioad  shaie,  botn  rev 
enues  and  tonnage,  has  declined  drastically.  cfatinn  basis 

The  original  rail  less-carload  lot  service  was  on  a  station-to-station  basis, 

Uve  Tfor  less  thl^^^^  traffic  to  meet  motor  carrier  competi  ion.  Bec^^ 

collection  and  delivery  of  sudi  ^^'eight  within .  the  Eastern  T^^^^^^^^^^ 
Info  ^ci^a\  and  earlv  1950's.  This  was  followed  in  1957  by  the  unicago 

action  by  the  C^/ef  .^f enl^Tni    Ra^^^^^^  all.its 

lotrbet^een  many  poiSts  on  connecting  lines.  Essentially,  a  nationwide  rail  less- 
carload  lot  system  no  ta^^^^^  i-  oh  es  fi  eight^  for«-arders  At 

Anothei  aspect  (_,.„4vdcis  were  contro  led  by  railroads  but, 

Zmo;  r^'^^Llds'^owS^^olUd  any  Class  A  (annual  gross  of 
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$100,000)  freight  forwarder.  On  the  other  hand,  170  Class  A  freight  forwarders 
are  controlled  by  regulated  motor  carriers  In  tiie  small  shipments  field,  freight 
forwarders  who  historically  had  utilized  railroads  increasingly  used  motor 
carrier  service  witli  tlie  result  that  their  transportation  purchase  of  $188  mil- 
lion from  the  railroads  in  1960  had  declined  to  $174  million  in  1970.  During 
the  same  years,  the  purchase  of  motor  transportation  by  freight  forwarders 
had  increased  from  $58  million  to  $89  million. 

Shippers  associations  are  handling  some  small  shipments  tonnage.  An- 
other small  shipment  category  can  be  found  in  what  is  termed  the  miscella- 
neous mixed  freight-all  freight  in  which  certain  mixes  of  freight  can  be  shipped 
in  a  single  unit.  A  portion  of  this  would  fall  in  the  small  shipment  category 
although  the  amount  of  this  is  not  known — only  the  total  tonnage  of  the  con- 
tents is  known. 

The  trailer-on-flatcar  provides  another  area  in  which  there  are  some  small 
shipments  but  it  is  not  possible  to  identify  pi^ecisely  the  amount  of  less-car- 
load lot  traffic  handled  in  such  service.  Some  of  it  is  obviously  in  substitution 
of  less-carload  or  less-truckload. 

The  volume  of  these  three  categories — shippers  associations,  miscellaneous 
mixed  freight-all  freight,  and  trailer-on-flatcar — is  not  felt  to  be  of  sufficient 
magnitude  for  a  detailed  breakdown  although  they  are  competitive  means  of 
moving  small  shipments. 

The  volume  of  small  shipments  (defined  for  statistical  purposes  by  the 
Interstate  Commerce  Commission  as  less  than  10,000  pounds)  tonnage  has  been 
growing,  in  part  because  of  the  efforts  of  businessmen  to  control  inventories 
more  closely  and  in  part  because  of  improved  service  of  some  of  the  modes. 
While  there  are  numerous  problems  associated  with  this  small  shipment  traffic, 
including  its  pricing,  it  should  be  pointed  out  that  this  traffic  is  now  the  primary 
source  of  revenue  for  the  regulated  motor  common  carriers. 

Analysis  of  Census  Data 

One  of  the  methods  by  which  to  ascertain  rail  participation  in  the  total 
freight  transportation  market  is  to  examine  the  data  contained  in  the  1963  and 
1967  Census'es  of  Transportation.  The  material  covered  in  these  Censuses  pro- 
vides some  insights  which  have  not  heretofore  been  available,  and  permits  a 
limited  check  of  two  points  in  time  of  total  market,  as  well  as  the  proportionate 
shares  of  this  market  held  by  the  different  modes  of  transportation. 

The  Census  data  cover  movements  of  manufactured  and  processed  com- 
modities that  originate  at  manufacturing  establishments  (as  defined  in  the 
Census  of  Manufacturing  based  on  the  standard  industrial  classification).  This 
obviously  excludes  the  flow  of  agricultural  commodities  as  well  as  unmanufac- 
tured minerals.  Manufactured  products  whicli  are  reshipped  from  a  warehouse 
or  distribution  center  are  also  not  included. 

The  data  in  the  Census  consist  of  the  traffic  which  historically  has  been  the 
nK)St  profitable  and  should  be  of  special  revenue  value  to  the  railroads.  Exhibit 
47  compares  the  relative  changes  during  the  period  1963-1967  of  both  total 
tonnage  generated  by  the  shipper  groups  used  by  Census  and  the  rail  share  of 
the  same.  During  the  aforementioned  period,  the  total  tonnage  increased  with 
the  exception  of  but  three  shipper  groups.  At  the  same  time,  the  rail  share  of 
tonnage  originated  decreased  in  16  of  the  24  shipper  groups;  This  meant  that 
with  the  exception  of  shipper  group  12  (furniture,  fixtures,  and  miscellaneous 
manufactured  products)  which  showed  a  verv  slight  decline,  the  rail  share  of 
tonnage  generated  was  decreasing  while  tlie* total  market  was  increasing  for 
the  16  categories.  Perhaps  more  importantly,  in  the  eight  shipper  groups  where 
the  railroad  share  increased,  that  increase,  with  but  three  exceptions,  failed  to 
keep  pace  with  the  growth  in  the  market. 

As  noted  before,  the  data  are  limited  in  the  fact  that  but  two  points  in  time 
are  being  compared.  However,  it  would  certainly  appear  that  the  railroads  have 
failed  to  generate  growth  in  tliis  important  traffic  and  in  a  period  of  general 
economic  growth  and  expansion  in  our  country. 

Exhibit  48  provides  a  comparison  of  relative  changes  in  total  ton-miles 
generated  by  the  shipper  groups  and  the  rail  share  of  that  ton  mileage.  With 
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few  exceptions,  the  data  indicate  a  similar  pattern  of  decline  in  rail  participa- 
tion. Only  five  of  the  24  shipper  group  categories  showed  a  decrease  m  total 
market  ton  mileage  between  1963  and  1967.  The  percentage  decreases  from  high- 
est to  lowest  are  group  8  (13.5  percent),  group  24  (10.1  percent),  group  22  (5  8 
percent) .  group  13  (2.1  percent) ,  and  group  4  ( 1.8  percent)  .  The  increases  m  the 
other  19  categories  ranged  from  86.5  percent  to  1.0  percent.  In  13  categories,  the 
increase  exceeded  15  percent  or  more.  The  rail  share  of  the  total  ton-mile  market 
shows  a  decrease  in  16  categories  despite  the  expanding  ton-mile  market.  1  he 
range  of  the  decrease  is  from  a  high  of  11.1  percent  to  0.7  percent.  In  13  ot  the 
16  categories,  the  decline  exceeds  3  percent.  .  ^ort 

The  increase  in  the  rail  share  of  the  ton-mile  market  between  1963  and  lyb/ 
applies  in  eight  of  the  24  shipper  groups.  However,  except  in  two  of  these  cate- 
trories  their  increase  is  less  than  the  increase  in  the  total  ton-mile  market.  During 
a  period  of  expanding  tons  and  ton-mile  markets  for  the  24  shipper  groups,  the 
overall  railroad  share  either  failed  to  match  the  growth  m  the  market  or  de- 
clined significantly.  Bv  significantlv,  we  mean  the  railroad  share  of  the  market 
declined  at  a  time  when  the  total  market  was  expanding.  This  erosion  of  their 
market  share  assumes  special  importance  because  the  economy  was  expansionary 
and  because  of  the  nature  of  the  traffic  involved  (manufacturing  and/or  proc- 
essed) whose  revenue  contribution  is  relatively  greater  than  other  categories  ot 
traffic. 

INTERMODAL  COMPETITION 

As  our  population  has  become  urbanized,  it  has  moved  toward  a  dispersed 
urban  pattern.  Manv  of  the  new  industrial  parks  and  shopping  centers  are 
completely  dependent  upon  truck  transportation.  Even  in  intercity  ti^^^sporta^ 
tion  there  are  so  many  competitors  for  both  the  general  commoditv  traffic  a  d 
the  specialized  commodities!  such  as  those  in  bulk,  that  the  railroads  generally 
are  not  participating  to  a  sufficient  degree  in  general  traffic  growth. 

Intermodal  competition  provided  by  regulated  for-hire  "^"to^' ^^^^'^^^  P^^' 
ses'^es  certain  advantages  for  shippers.  It  offers  a  complete  service  that  is  store- 
door  to  store-door.  This  mode  of  transportation  also  allows  a  ^o^.^iderable  d^^^^^^^^^ 
of  latitude  in  ordering  shipments  which  is  very  important  m  Pljys^;^f\di^^^ 
tion  management.  Thrmovement  of  small  shipments  expeditiousb  f  ^^^^^^^^  ^^^^P^ 
pers  to  reSuce  their  inventory  carrying  costs  because  they  do  not  ^ave  to  have 
Is  much  inventory  on  hand.  In  addition,  shippers  have        !^  ^/^f^^^Vb  en  as 
in  packaging  their  shipments  as  these  requirements  genera  lv  ha^  e  not  been  as 
restrictive  as  tho^e  of  the  railroads.  The  development  of  specialized  eqiupment  m 
mSor  transportation  has  made  it  possible,  through  the  use  of  specialized  carriers 
Teh  as  S  trvk'S.  to  tailor  the  movement  of  bulk  commodities-flour  sugar, 
chemka  s  and  other  drv  or  liquid  commodities-to  meet  the  needs  of  shipper^. 
OthTspecialfzed  motor  carriel-s  transport-  commodities  of  unusual  value,  house- 
hold goods,  and  heavy  equipment.  Kio  fl.nt  nf  nil  which  is  a 
The  average  speed  in  motor  transportation  is  double  that  ot  lail  wmcn  is  a 
factor  of  mpStance  in  deliverv  of  shipments.  Currentlv.  76  percent  of  the 
42  500  miles  ?f  the  interstate  highwav  svstem  is  open  which  allows  truck  ship- 
ments Tot:  nlved  even  morelxpediti^usly.  The  ^^^^^^ 

P?^?^!STMgM^^ 

^'''^Thr'size  of  the  motor  carrier  unit.  too.  provides  a  substantial  degree  of 
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equipment  of  general  or  special  type  can  be  leased,  a  company  does  not  even 
have  to  invest  in  transport  equipment  in  providing;  its  own  service. 

The  speed  and  larfjer  capacity  (;f  many  of  our  new  jet  planes  have  ena- 
bled airlines  to  develop  car<ro  services  for  small  and  medium-size  shipments  of 
a  wide  range  of  manufactui-ed  or  jnocessed  jroods.  Although  the  volume  is 
small  as  compared  to  surface  transport,  the  planes  are  becoming  more  of  a 
competitive  factor  on  certain  traffic  segments. 

In  large  bulk  commodity  flows,  a  substantial  measure  of  competition  is  gen- 
erated by  the  inland  water  carriers  and  pipelines  for  transportation  of  such 
commodities  as  coal,  ore,  grain,  and  petroleum. 

An  additional  aspect  of  competition  is  the  increased  use  of  the  physical  dis- 
tribution concept  by  business  firms.  This  management  of  transportation,  stor- 
age, protective  packaging,  iuA^entory,  and  material  handling  to  and  from  the 
production  line  has  widespread  and  intensive  application  in  industry.  The  em- 
braced areas  are  managed  as  a  system,  and  there  are  numerous  opportunities  for 
managerial  trade-offs  to  meet  a  company's  objectives.  Thus,  a  firm  may  seek 
improved  customer  service  which  can  result  in  changed  transportation  re- 
quirements which,  in  turn,  can  affect  warehousing,  inventory,  and  packaging 
requirements. 

The  emphasis  upon  physical  distribution  management  is  resulting  in  more 
effective  control  of  each  of  its  components  which  means  that  for-hire  carriers  will 
have  to  be  more  responsive  to  reliability  and  performance  requirements  with  at- 
tractive pricing  of  their  service  in  order  to  participate  in  future  traffic. 

In  order  to  gain  insight  into  the  degree  to  which  the  subject  railroads 
have  competed  successfully  in  the  transportation  market,  a  compilation  was 
made  of  the  freight  revenues  generated  by  various  modal  groups.  These  groups 
included :  Class  I  railroads,  Class  I  motor  common  carriers,  freight  forwarders; 
Eastern  District  railroads.  Eastern  District  motor  common  carriers;  and  the 
three  railroads — Pennsylvania,  New  York  (Yntral,  and  New  Haven.  The  data 
are  found  in  Exhibit  49,  and  an  index  using  1957-1959  as  base  years  was  calcu- 
lated and  is  found  in  Exhibit  50. 

As  illustrated  in  Exhibit  50,  the  growth  experienced  by  Class  I  motor  com- 
mon carriers  was  substantially  greater  than  either  the  growth  of  the  Class  I 
railroads  or  the  freight  forwarders.  The  Class  I  railroads,  in  1969,  generated 
freight  revenues  approximately  22  percent  in  excess  of  those  generated  during 
the  base  period ;  and  the  freight  forwarders  generated  freight  revenues  about 
39  percent  greater  than  in  1957-1959.  On  the  other  hand,  the  revenues  of  the 
Class  I  motor  common  carriers  in  1969  were  179  percent  above  their  revenues 
during  the  base  period.  To  some  extent,  this  substantial  increase  has  been 
affected  by  the  smaller  revenue  base  of  Class  I  motor  common  carriers.  Even  dis- 
counting this  factor,  their  rate  of  growth  has  been  considerably  greater  than  for 
the  other  two  modes. 

The  index  illustrates  the  failure  of  the  Eastern  District  railroads  to  grow 
at  a  rate  comparable  to  that  of  the  Class  I  railroads  as  a  whole.  In  1969,  the 
Eastern  District  railroads  had  re\'enues  which  were  about  9  ]:)ercent  above  the 
level  which  they  had  during  the  base  period.  The  Eastern  Disti-ict  motor  car- 
riers, on  the  other  hand,  have  increased  their  freight  revenues  comparably  with 
the  Class  I  motor  common  carriers  as  a  whole.  It  is  difficult  to  state  that  the 
growth  of  the  Eastern  District  motor  carriers  has  been  at  the  expense  of  the 
Eastern  District  Class  I  railroads  since  the  designation  "Eastern  District  motor 
carrier"  merely  includes  those  carriers  domiciled  in  a  certain  part  of  the  nation. 
There  is  little  doubt,  however,  that  many  of  the  motor  carriers  geographically 
located  in  the  Eastern  District  of  the  railroads  are  indeed  quite  competitive 
with  the  railroads  as  regards  their  service  areas. 

With  regard  to  the  individual  railroads  depicted,  i.e.,  Pennsylvania,  New 
York  Central,  and  New  Haven,  their  rate  of  growth  has,  with  the  exception  of 
the  New  Haven,  compared  favorably  with  the  growth  in  the  Eastern  District, 
primarily  because  the  Pennsylvania  and  the  New  York  Central  are  the  two 
dominant  lines  in  that  district.  As  in  the  case  of  the  Eastern  District,  the  rate  of 
growth  as  reflected  by  revenues  of  the  Pennsylvania  Railroad  and  the  New 
York  Central  Railroad  has  been  less  than  for  all  Class  I  railroads. 
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The  performance  of  the  New  Haven  during  the  period  1954  until  1968  when 
it  .VIS  merged  into  the  present  Penn  Central  shows  a  steady  decline  in  fre  ght 
rerenuS  rfceived.  Exhibit  50  shows  that,  in  1968,  the  road  received^eight 
revenues  that  were  about  23  percent  below  the  revenue  level  experienced  during 

^'^'SbSt  provides  data  comparing  tonnage  gjrated  by  th^^^^^^^^ 
modes  covered  in  Exhibit  49  and  for  the  same  pericni  of  time.  As  in  tne  case  oi 
Wht  revenues  shown  in  Exhibit  50,  the  index  of  tonnage  f  ^^^^^ed  ^^f^^^ 
in  Exhibit  59  sliows  that  both  Eastern  District  earners  as  a  whole  and  the  two 
princtal  ro^^^^^^^^^^  the  Eastern  District,       P-nsyh^nia  and  ^^^^^ 
Ccntnil  have  not  participated  to  a  comparable  degree  m  the  growth  ot  tonnage 

""""'^^^^^^^l^^iouna  in  a  comparison  of  tonnage  and 
revenues  included  in  the  abovementioned  exhibits.  The  rate  of  growth  in  ton- 
naco  for  he  railroads  as  a  group  is  fairly  comparable  to  their  rate  g^^^th 
?ufevenues  wherea;  the  mot^or  carriers,  as  a  whole,  and  those  domiciled  in  the 
Ea  tern  D?str have  actuallv  experienced  a  decline  m  tonnage  ^^^ile  ach  ev  ng 
die  rather  significant  increase  in  freight  revenues  for  the  same  f  ^'l^^  IM  ould 
appeal  that  the  motor  carrier  industry  has  been  very  successful  m  capturing 
very  profitable  traffic. 

SELECTED  Class  I  Motor  Common  Carriers 

In  an  effort  to  determine  the  extent  of  motor  carrier 
Eastern  District  rail  carriers  and  the  principal  roads  being  stud  ed,  a  group 
Jf  Class  I  motor  common  carriers  was  selected  for  examination.  These  carriers 
ha.^  extenS?e  opera  ng  rights  within  the  Eastern  District  and  thus  provide 
t^^oTeScVm'p'dtion  not  only  within  the  Eastern  Distnct  bu^^^^^^^^^^ 
^Ino-lP  line  service  to  many  areas  of  the  country.  Exhibit  o3  illustrates  me 
'  rmvtl  Sf  these  sLcted  can-iers  during  the  last  16  years,  with  yearly  data  cov- 
S  ni  hfll  t  il  vea  -s.  Exhibits  54  through  58  show  the  operating  rights  of  cer-_ 
H  ^of  these  carriers:  and  Exhibit  59  provides  a  historical  overview  of  th.; 
^row?h  through  merger  and  acquisition  if  certain  of  the  carriers.  As  shown  in 

^oads1l^^e  Sls'-tern  District  and  the  Eastern  District  as  a  whole  experienced 

T"itL?ce^;rtlL  extensions  of  operating  rights  which  these  car- 
riers have  e^pS^^^  is  primarilv  two-fold:  not  only  can  they  provide  direct 
c ompeti  ion  S  between  districts  but  they  also  can  provide  single-line 

X  in  both  instances.  Illustrative  of  these  general  ---f^;.ty ar^^^^^^^ 
three  with  transcontinental  operating  '^"^^19^1  y-^^"^^  ^^^^^ed 
rExhibit  54)    P-I-E  (Exhibit  55).  and  Yellow  Freight  Systejn  (Exhibit 
5f)-and  ?wo  with  regional  authority-Associated  Transport  (Exhibit  57), 

and  Roadway  Express.  Inc.  (Exhibit  58).  .p„nlntpd  intercity 

An  indicator  of  the  amount  of  competition  provided  b>  ^^gulated  intercity 
motor  carriers  of  general  commodities  can  be  found  through  analyzing  the 
umbei  of  carried  1964  holdincr  operating  authority  to  serve  the  designated 
ci^  Sh  as  to  ori-in  and  termination  of  shipments  (many  more  carriers  have 
oSratii  /authoritv  which  is  limited  either  to  provide  origin  service  or  to  pro- 
V  de  tennination  service  to  a  particular  city  than  to  provide  both  origin  and 
;erminS  service) .  This  tabulation  is  Irv  size  of  carrier  at  a  number  of  metro- 
politan areas  in  the  Eastern  District  and  iSew  England. 

XX  Tabulation  by  Assistant  Professor  Jay  Smith.  Southern  IlUnols  SUte  University.  Carbondale. 
Illinois. 
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Class 

i           ii  iii 

phiiaderphia:::::;;;:;;;::;:;;"":                                      }??        \l  l° 

Cleveland     'ii  f? 

Pittsburgh                                                   IS        11  is 

Baltimore                                                                                                        S?               S?  li 

Bo^'o"                                                       Is        il  m 

3 


Indianapolis   ?2  ?? 


Akron 
Detroit. 


74  9  2 

70  10  9 


As  recently  as  1960,  there  were  two  regular  route  general  commodity  car- 
riers operating  from  coast-to-coast  but  through  acquisition,  there  are  now  nine. 
Several  motor  carriers  have  authorized  regular  route  mileage  greater  than  that 
of  any  railroad.  The  development  of  these  transcontinental  carriers  provides  the 
shipper  with  single-line  service  that  is  a  strong  competitive  advantage  for  motor 
carriers.  (Yellow  Freight  System  shipments  in  1970,  for  example,  moved  an 
average  distance  of  1,175  miles  according  to  Yellow  Freight's  1970  annual 
report. ) 

Qualitative  Aspects  of  Rail  Freight  Service 

j'^"^^^^^^  shipper  dissatisfaction  with  carrier  service  is  reflected  in  complaints 
hied  with  the  carrier;  and  over  a  period  of  time,  if  there  are  not  improvements 
to  correct  service  deficiencies,  the  shipper  may  turn  to  competitive  for-hire  modes 
of  transportation  or  supply  his  own  transportation  service  in  the  form  of  truck 
or  barge  service.  In  a  recent  Interstate  Commerce  Commission  proceeding  Ex 
Farte  265  Increased  Freight  Bates,  1970,  and  Ex  Parte  267  Increased  Freight 
^(^tes  1971,  decided  March  4,  1971,  the  Commission  invited  all  parties  to  Ex 
l^arte  265  to  submit  examples  of  deficiencies  or  inadequacies  in  railroad  service 
as  well  as  recommendations  they  wished  to  make  on  how  such  conditions  might 
be  corrected.  Details  regarding  this  are  found  at  339  ICC  136-156.  Twentv 
^^F^-.r^'^^^r'^^^  '■'''^^  ^^^^i^^  deficiencies,  some  of  it  in  summary  form,  were 
submitted.  The  service  deficiencies  mentioned  by  coal  shippers  include  car 
shortages,  uncooperative  and  inefficient  labor,  excessive  transit  times,  bad  order 
cars,  poor  switching  service,  inadequate  road  bed  maintenance,  and  lack  of 
motive  power.  ' 

at  if.^Apm'l^nnTiV''/^H^^  *  *  extremely  poor  service  Of  the  Penn  Central 
t  if  i  ^  generating  statfons."  -  With  a  standing  order 

to  the  Penn  Central  for  daily  delivery  of  50  carloads  of  coal  at  its  Acme  sta- 

ri^^;i^' AQ^'fi  "'P"""^.^  '^^^^^^  summary  from  April  14,  1970  to  June  6,  1970, 
recorded  696  cars  not  received  during  the  8-week  period  " 

n^"^  Edison  Company  of  New  York  stated  that  it  failed  to  re- 

o1The  r?flrlH«T'??'  ^^"'i^^  ^""^^^  ^^^^  ^«  ^  ^^^"It  of  the  inability 
ot  the  railroads  to  deliver  an  adequate  number  of  coal  cars  to  the  coal  mines.- 

nQ7i\    ^^"^f^i  Corporation  in  Ex  Parte  265  (1970)  and  Ex  Parte  267 

(19rl)  presented  evidence  that  on-time  reliability  of  the  railroads  which  the 
railroads  agreed  should  be  90  to  95  percent,  was  65-72  perceTfu  fgerand  had 
the  of  '''"^        ^^^'^--^^^  little  controfotr 

'^:S:ir^S^  5!^"         -  -andaVdJ^' atdl^t^e 


"339  ICC  138. 
"  Id. 
"  Id. 


PMrtri70f;"'8'."''°       ™'''^  ^   Smith,  Vice  President,  General  Mills,  February  16.  1971.  In  Ex 
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NON.RAIL  SURFACE  TRANSPORTATION  SUBSIDIARIES 

The  examination  of  the  non-rail  subsidiaries  is  confined  to  the  major  sur- 

the  declaration  of  bankruptcy,  otner  oi  '^"^  ,  r^.    p      Central  either 

both  financial  and  managerial  drains  on  the  railroad  ihe  ^^^J"^^^  carriers, 
owns  completely  or  controls        pipe^me  c_ 

These  subsidiaries  are  Buckeye  Pipe  ^ines,  ^^^^S^^^^  ; y^^^k  Central 
'''The  ofcr  three  ,o  be  examined  New  Yo'k  Central  Tran^^^^^^ 

1970.  It  shows  two  different  operations  During  the  P^"^^'/^,^^^^^ 
sistently  achieved  a  better  operatmg  ratio  than  that  achieved  by  ail  ^lass  i 
omS  carriers.  On  the  other  hand,  New  England  never  man^^^^^^^^ 
a  ratio  which  equaled  that  of  the  Class  I  common  earners.  Ihis  ^^P^"^^}^^ 
?he  two TaiTiers  carried  over  in  the  comparison  of  relative  revenue  growth  shown 
n  Exhibit  61  This  Exhibit  compares  the  revenue  growth  achieved  by  the  tv,  o 
Srriers  with  the  revenues  generated  by  all  Class  I  intercity  common  carriers. 
The  ndex  is  based  on  the  1967  experience,  mile  the  revenue  gro-th  expen^ 
enced  by  Merchants  was  more  than  all  Class  I  common  carriers,  New  England 
Transportation  Co.  grew  but  not  at  a  rate  equal  to  the  aggregate 

Exhibits  62  and  63  provide  comparisons  for  the  three  rail  subsidiaries  pro- 
viding local  service.  The  operating'ratios  of  the  three  earners  are  compared 
with  the  operating  ratio  achieved  by  all  local  carriers  of  general  freigM  m 
Exhibit  62.  With  the  exception  of  Pennsylvania  Truck  Lines  the  Penn  Cen  r^^^^^ 
subsidiaries  achieved  lower  operating  ratios  than  al  general  ^^^f^  local  car 
riers.  In  fact,  the  ratios  achieved  by  New  York  Central  Transport  would  mdi 
cate  a  very  profitable  posture.  ,    j     •  ^^mr.nrp<5 

Exhibit  63  gives  the  revenue  growth  of  the  three  subsidiaries  and  compares 
it  to  the  growth  of  all  general  freight  carriers  providing  local  service.  All  tne 
caniers  elperienced  a  growth  in  revenue  during  the  1965-1970  P^-d -hile  the 
revenues  generated  by  all  local  carriers  was  declining.  As  expected  the  xate  of 
growth  varied  greatly  as  between  the  earners,  with  ^ew  loik  Cential  Irans 
fori  reg  stering^the  highest  relative  growth.  The  lowest  growth  o  the  th^ee  was 
?egistefed  by  Pennsylvania  Truck  Lines,  Inc.,  which  was  manifested  m  the  high 

^P^^£T^^.1n::i^^S^?hat  the  motor  canier  subsidiaries  owned  by 
the  raLoad  have  not  prov  ded  either  a  financial  or  managerial  dram  on  the 
SrrLr  Aloreover,  ?he  merger  of  four  of  these  subsidiaries  into  a  single  carrier 
rsXemSned,  has  pot'ential  benefits  for  the  ^-f^^^^J^^ 
contend  with  the  continuing  unprofitable  posture  ^i^^^l^  ^"f  "'^^^ 
nortation  Co  A«  early  as  1954,  this  carrier  s  poor  performance  A\as  a  "^"^fie" 
fhe  NerHaver  its  inclusion  in  the  Penn  (^entral  and  has  now  become  a 

P'^'^Se'pLform^^^^^^^^^      the  major  pipeline  owned  by  the  Penn  Central  is 

examTne'd'fn  Exhibits  64  tlnough  66.  Exhibit  64  pro^^^^^ 

revenues  and  production  generated  by  Buckeye  and  L  nited  fetates  pipeiineb 


Lines,  Inc. 
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a  whole.  These  data  are  utilized  to  develop  indices  of  both  revenues  and  produc- 
tion which  are  included  in  Exhibits  (Jf)  and  OB,  respectively.  Exhibit  ()5  shows 
that  during  the  period  lOo.^-lDfiO,  Bucl<eye  Pipeline  grew  at  a  faster  rate  than 
United  States  pipelines,  as  measured  by  revenues.  Buckeye  registered  revenues 
approximately  71  percent  greater  than  the  base  period  (1957-1950)  while  all 
pipelines  generated  revenues  approximately  49  j)ercent  above  the  base  i)eriod. 

A  comparison  of  production,  as  i-epiesented  by  total  barrels  delivere<l  out  of 
the  system,  shows  an  opposite  trend.  Over  the  period  1955-1969,  as  illustiated 
in  Exhibit  66,  all  pipelmes  exhibited  a  stronger  trend  in  l)arrels  delivered  tlian 
Buckeye.  In  1969,  all  pipelines  generated  73  i)ercent  more  barrels  than  during 
the  base  period  while  Buckeye  produced  55  percent  more. 

Taken  together,  the  trends  indicate  that  Buckeye  has  a  more  profitable 
traffic  consist  than  all  United  States  pipelines  since  it  generated  more  reveiuies 
from  the  product  transported. 

Thus,  with  the  exception  of  the  apparent  unprofitable  posture  of  the  New 
England  Transportation  Co.,  the  major  nonrail  transportation  subsidiaries 
would  appear  to  provide  no  strain  upon  the  parent  company. 

Passenger  Traffic 

In  the  early  and  middle  1950s,  the  railroads  attempted  to  lure  intercity 
passengers  to  train  service  with  large  expenditures  for  new  equipment  and  the 
institution  of  service  and  pricing  inducements.  Generall}'  they  were  not  suc- 
cessful in  their  efforts  to  liold  and  attract  customers,  and  passenger  service 
continued  to  be  an  increasingly  heavy  drain  on  rail  revenues. 

As  measured  by  intercity  passenger-miles  of  travel  in  1970,  motor  vehicles 
account  for  88.73  percent;  air  transportation  10.01  percent;  and  railroads  0.92 
percent.  Twenty  years  ago,  the  division  was  motor  91.3  percent,  air  1.7  percent, 
and  railroads  6.8  percent.  Tliere  has  been  a  decline  of  railroad  intercity 
passenger-miles  in  spite  of  an  expanding  travel  market.  Air  transport  has 
become  the  dominant  for-hire  passenger  carrier  on  a  passenger-mile  basis. 

Exhibit  67  shows  a  comparison  of  passenger  revenues  received  by  all  Class 
I  railroads.  Eastern  District  railroads,  and  the  subject  railroads.  The  period 
covered  is  1954-1969. 

Exhibit  68  is  an  index  developed  from  the  data  found  in  Exhibit  67  and 
is  based  on  the  1957-1959  experience.  All  of  the  indices  show  a  significant  rate 
of  decline  from  1954  on.  The  Class  I  railroads  received  revenues  for  the  move- 
ment of  passengers  in  1969  which  were  about  35  percent  less  than  those  for 
the  base  period.  At  the  same  time,  the  railroads  located  in  tlie  Eastern  District 
experienced  an  approximate  decline  of  30  percent  in  revenues  received.  Prior 
to  the  merger,  the  Pennsylvania  Railroad  had  experienced  a  decline  similar  to 
that  of  the  Eastern  District  roads  as  a  whole  while  the  New  York  Central's 
revenues  declined  to  a  greater  extent  (48  percent).  The  New  Haven  at  the 
time  of  its  inclusion  showed  the  least  decline  with  approximately  27  percent. 
Even  though  it  would  appear  that  the  New  Haven  has  suffered  a  lesser  decline 
than  the  other  two  roads,  much  of  its  revenue  is  generated  from  commuter  op- 
erations which  cannot  easily  be  abandoned. 

Most  railroads,  including  the  Penn  Central,  turned  their  money-losing 
intercity  passenger  service  over  to  a  new  quasi-public  agency,  Amtrak  begin- 
ning in  May  1971.  This  has  resulted  in  some  improvement  of  the  passenger 
deficit.  The  Trustees  of  the  Penn  Central  have  stated,  however,  (Report  of 
liustees  to  U.S.  District  Court  for  Eastern  District  of  Pennsylvania,  Febru- 
ary la,  1972)  that  inadequacies  of  the  present  contract  with  Amtrak,  as  well  as 
the  heavy  losses  it  sustains  in  commuter  ser\  ice,  must  be  remedied.  Amtrak  does 
not  share  tlie  Penn  Central's  view,  but  some  readjustments  have  been  made. 
When  one  considers  that  more  than  two-thirds  of  "the  train  miles  operated  in 
the  Boston- Washington  corridor  are  in  passenger  service,  it  should  lie  apparent 
that  the  Amtrak  contract  should  be  equitable  for  all  involved. 

Efforts  of  the  past  several  years  to  uiigrade  rail  passenger  service  in  the 
^^•^^^  u'^^'v,  '^""'^  Washington.  D.C.  and  New  York  by  use  of  new  equipment 
with  high  speeds  and  other  passenger  service  improvements,  are  making  money. 
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The  service  between  New  York  and  Washington  is  the  most  consistent  money 
maker  in  the  Amtrak  system. 

Innovative  Efforts  to  Stimulate  Freight  Traffic 

Although  earlier  efforts  had  been  made,  it  was  during  the  early  1950's  that 
trailer-on-flatcar  service  (TOFC)  was  instituted  and  subsequently  container^ 
on-flatcar  (COFC).  As  the  service  was  offered,  several  variations  developed 
which  became  identified  by  number.  These  are : 

Plan  I.  Railroad  movement  of  trailers  or  containers  of  motor  common 
carriers,  with  the  shipment  moving  on  one  bill  of  lading  and  billing  being  done 
by  the  trucker.  Traffic  moves  under  rates  in  regular  motor  earner  taritts. 

Plan  II.  Railroad  performs  its  own  door-to-door  service,  moving  its  own 
trailers  or  containers  on  flatcars  under  tariffs  usually  similar  to  those  of 

truckers  •       j  x 

Plan  IIVo.  A  combination  of  Plans  II  and  III  whereby  the  railroad  fur- 
nishes the  trailer  or  container  but  the  shipper  performs  the  service  to  and  trom 

rail  terminals.  ^      ,  n  ^„  fV,a 

Plan  III  Ramp-to-ramp  rates  based  on  a  flat  charge,  regardless  of  the 
contents  of  trailers  or  containers,  owned  or  leased  by  freight  forwarders  or 
shiopers  No  pickup  or  delivery  is  performed  by  the  railroad. 
^Plan  IV  Ramp-to-ramp  rail  movement  of  trailers  or  containers  owned  or 
leased  by  shippers  or  freight  forwarders.  ,  .i, 

Plan  V.  Traffic  moves  generally  under  ]Oint  railroad-truck  or  other  conv 
bination  of  coordinated  service  rates.  Either  mode  may  solicit  traffic  for  through 
movement,  and  either  mode  will  bill  for  the  traffic. 

After  considerable  growth  over  a  number  of  years,  TOFC  leveiea 
off  and,  in  1970,  decreased.  The  economic  downturn  was  probably  ^e^P^^^^^^^^^^^^^ 
r>«rt  for  this  bi  t  the  rate  of  growth  had  not  been  as  rapid  during  the  pag  four 

to  develop  greater         ^  iQf.Tiq'rn  As  TOFC  traffic  has  increased,  the  per- 
by  plan  ^urmg  the  period  196^^^  , 
centage  under  Plan  1  ot  tnis  trame,  nviuch  i     nercent  m  1970. 

common  carriers,  has  declined  from  2^P:;7  ^"^.Jf  J/^^^ 
Under  Plan  II,  which  is  the  basic  ra  lroad  ^^^^    /^[^^^^.ti^.e  share  has 
and  designed  to  be  ^ornpeU^^^j  f  ^^^^^^^^^^ 

declined  from  39  Percent  m  196-t  to  So  percem^  F        occurred  dur- 

the  total  TOFC  and  COFC  mai^et  T^e  gr^a  giowtl      ^^^^.3^,,  ^he  trailer 
ing  this  period  has  been  m  Pl^^VJ^^t  the  serv  ce  to  and  from  rail  terminals, 
or  container  but  the  shipper  P^^^^™;"^  |  ^j^^ioadings  have  grown  from 

TOFC  carloadings  as  a  percentage  of  all  carioaai  g 

2.6  percent  in  1963  to  4.8  percent  ^^e  importance  of  this  traffic 

^Evidence  of  the  Penn  Central  s  ^^^^^^X' nV  pigtnct  Court  for  Eastern 

tocreases  In  piggyback  rates  ■''•]''%Z"'L^rll%S^^  b^^''«'  <ron.  520.000 
resulted  in  a  post-merger  drop  in  P™°?f,'n  the  list  half  of  1971.  "hen  Penn 
SSs^erse?vSrd'SS^i'es\?ga?  e.eet.  that  trend  .as 

Thrdevelopment  of  unit  trains  during  {J.^/^j^Sv  c^.^lS'-^A 
rnilroads  to  become  r'^TP'  wLe'l.  theca  e  S  unit  trains  a're  made  up 
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mum  tonnage  per  car,  and  the  entire  train  carries  but  a  single  commodity,  pri- 
marily bulk.  The  unit  trains  operate  between  two  established  points  in  a  shuttle 
ser\'ice.  This  enables  the  operation  to  be  rather  precisely  scheduled  by  bypass- 
ing classification  yards,  and  by  eliminating  the  coupling  and  uncoupling  of 
cars,  the  turn-around  time  can  be  minimized.  In  some  instances,  the  bulk 
products  can  be  loaded  and  unloaded  automatically  Avhile  the  train  is  in  mo- 
tion. The  most  common  unit  train  has  been  that  hauling  coal  between  mines  and 
public  utility  plants. 

In  unit  train  service,  the  equipment  which  is  used  is  typically  dedicated  to 
that  particular  service.  In  some  instances,  the  rail  cars  have  been  purchased 
and  are  owned  by  the  shipper,  such  as  a  utility  company. 

Unit  trains  have  been  placed  in  operation  for  a  number  of  commodities 
including  ore,  grain,  fertilizer,  chemicals,  and  steel  slabs. 

In  addition  to  those  of  coal  and  grain,  the  Penn  Central  has  one  which  is 
designed  to  transport  logs  for  processing  into  pulp  for  paper  making.  This  par- 
ticular operation  is  one  in  which  the  paper  company  provides  136  cars  that 
are  extra  long  and  have  high  sides.  This  type  of  car  triples  the  capacity  of  the 
gondolas  previously  used. 

One  of  the  most  successful  traffic  recoveries  by  railroads  has  occurred  with 
their  development  of  specialized  (rack)  cars  to" haul  new  automobiles.  This 
equipment,  coupled  with  a  rate  adjustment  and  improved  service,  enabled  rail- 
roads to  secure  51.6  percent  of  this  traffic  as  measured  by  gross  revenues  as 
compared  with  but  14.9  percent  in  1959.  The  motor  carrier  share  during  this 
same  period  dropped  from  83.6  percent  to  48.2  percent. 

aiultiple  car  rates  have  also  been  established  that  apply  a  lower  rate  for  a 
designated  number  of  cars,  such  as  five.  These  cars  move  as  a  single  shipment  at 
a  lower  rate  than  would  apply  on  individual  cars.  Such  pricing  incentives  have 
been  applied  on  a  number  of  different  commodities. 
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The  Penn  Central  Merger:  Planning.  Approval,  and  Result 

On  February  1,  1968,  Tho  Now  York  Central  Railroad  Coinpanv  (NYC) 
was  legall}^  merged  into  The  Pennsylvania  Railroad  Conipanv  (PRR)  to  form 
what  is  now  known  as  Penn  Central  Transportation  Company  (Ponn  Central 
or  PC),  the  largest  railroad  system  in  the  United  States  at  that  time.'  Fewer 
than  30  months  later,  on  June  21,  1970,  Penn  Central  filed  a  petition  for  re- 
organization under  §  77  of  the  Bankruptcy  Act  in  the  Federal  District  Court  at 
Philadelphia  where  reorganization  proceedings  are  now  pending. 

This  report  reviews  the  Penn  Central  merger  proceedings  before  the 
Interstate  Commerce  Commission  and  the  courts,  summarizes  presently 
available  information  about  the  PRR/NYC  plans  for  merger,  and  analvzes  the 
part  the  merger  ])layed  in  the  ultimate  collapse  of  Penn  Central. 

A  short  summju-y  of  pertinent  statutory  provisions  in  the  interstate  Com- 
merce Act  (ICA)  may  be  helpful  in  understanding  the  complex  world  of  railroad 
mergers.2  Under  ICA  §5(2)(a),^  two  or  more  railroads  mav  consolidate  or 
merge  their  properties  or  franchises  into  one  corporation  with  the  prior  a])proval 
and  authorization  of  the  ICC.  The  Commission's  ajiproval  is  also  required 
when  one  raiboad,  or  two  or  more  jointly,  acquire  control  of  another  railroad 
thi-ough  purchase  of  its  stock  or  otherwise.  Anv  partv  i)roposing  a  subject 
transaction  must  first  present  an  application  to"  the  ICC.  After  appropriate 
procedures,  if  the  Commission  finds  that  the  projiosed  transaction  will  be  con- 
sistent with  the  public  interest,  "it  shall  enter  an  order  approvang  and  author- 
izing such  transaction"  upon  such  terms,  conditions  and  modifications  as  it 
finds  ]ust  and  reasonable. 

Under  ICA  §  5(2)(c),*  in  passing  upon  any  proposed  merger  or  other  uni- 
fication transaction,  the  Commission  is  directed  to  give  weight  to  (1)  the  effect 
of  the  proposed  transaction  upon  adequate  transportation  service  to  the  ]niblic; 
(2)  the  effect  upon  the  public  interest  of  the  inclusion  of,  or  failure  to  include' 
other  railroads  in  the  territory  involved  in  the  proposed  transaction;  (3)  the 
total  fixed  charges  resulting  from  the  proposed  transaction;  and  (4)  the  interest 
of  the  carrier  employees  affected. 

Tnn^^^*^^^v,  ^  ^^^^  proposed  transaction  involves  railroads,  the 

ICC  is  authorized,  as  a  prerequisite  to  its  ai>proval,  to  require  the  inclusion  of 
another  railroad  in  the  territory  involved  ui)on  petition  bv  the  railroad  request- 
ing inclusion.  The  terms  of  inclusion  must  be  equitable,^  and  the  Commission 
must  find  that  the  inclusion  is  consistent  with  the  public  interest. 

Section  5(2)  (f)  «  provides  that  as  a  condition  of  approval  of  any  unification 
involving  a  railroad,  the  Commission  shall  require  protection  of  the  interests  of 
the  railroad  employees  affected.  The  Commission  must  include  conditions  pro- 
viding that  for  four  years  after  the  effective  date  of  its  order  of  approval  the 
transaction  approved  will  not  put  employees  of  the  railroad  affected  by  the 

I  Railroads  are  often  designated  in  this  chapter  by  their  widely  used  common  names  or  initials 

•rCA§5(2)(a),49U.S.C.  §'5(2)(a) 
« ICA  }  5(2)(c),  49  U.S.C.  {  5(2)(c). 
» ICA  5  5(2)(d),  49  U.S.C.  §  5(2)(d). 
•ICA{5(2)(f),49U.S.C.5  5(2)(f). 
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order  in  a  worse  position  with  respect  to  their  emploj'rnent.  However,  the  em- 
ployee shall  not  be  protected  for  a  period  longer  than  the  period  of  his  employ- 
ment by  the  railroad  prior  to  the  effective  date  of  the  approval  order  The  last 
sentence  of  the  section  is  a  "notwithstanding"  proviso:  notwithstanding  any 
other  provisions  of  the  Act,  an  agreement  pertaming  to,  the  protection  of  the 
affected  railroad  employees  "may  hereafter  be  entered  mto"  by  any  railroad 
and  the  authorized  representative  of  its  employees. 

Chronology  of  the  Merger 

For  many  years  prior  to  1950,  rail  transportation  in  the  Eastern  District 
was  dominated  on  a  territorial  basis  by  PRR,  NYC,  the  Baltimore  and  Ohio 
(B&O)  and  the  Erie.  Other  rail  carriers  provided  important  ^f^^'i^^.J^.??.^*^.!^; 
he  district  as,  for  example,  the  Chesapeake  and  Ohio  .^^^l^^-^^  ^^f^  A  ^^^^ 
Norfolk  and  Western  Railway  (N&W)  and  the  \  irgiman  m  the  Southern 
Appalachian  (Pocahontas)  coal-fields  in  southern  ^^  est  ^^rgima  and  \  irginia^ 
The  New  York,  Chicago  and  St.  Louis  Railroad  Company  (Nicke  Plate  or 
NKP)  and  the  Wabash  operated  lines  reaching  important  parts  ot  the  region 
west  of  Pittsburgh  and  Buffalo.  In  addition  to  the  longhaul  trunkhnes  numer- 
ous linehaul  railroads  of  lesser  length  served  various  parts  of  he  East  as  tor 
example  the  Reading  and  the  Central  Railroad  of  New  Jersey  along  the  eastern 
sSwd  north  of  Hampton  Roads  and  the  Lehigh  Valley,  connecting  Lake 

Erie  and  New  York  Cit?  through  the  declining  P^iJ.-yl--^.^«^;^j:\^l^Vand 
fields.  In  the  central  area  were  the  Pittsburgh  and  West  \  irgima  )  ^"^^ 

the  Akron,  Canton  and  Youngstown  Raihoad  .  (AC&^ ),  among  others  The 
New  England  lines  with  substantial  coverage  m  t^^f.  ^If?^^,  H^^and  the 

were  the  New  Haven  (NH),  the  Boston  and  Mame  Railroad  (B&M)  and  the 
Boston  and  Albany  arm  of  NYC.  ,      ,  ui      ^«r,f^r^r.c  Vinrl 

Prior  to  1950:  the  Eastern  railroads,  with  several  i^otable^  exc^eptions,  had 
been  generally  profitable,  except  in  the  depression  years  of  the  193U  s.  rn^, 
{hen  o^ne  of  the  two  or  three  strongest  railroads  in  the  nation  had  an  exceT)tional 
earnings  record  as  did  the  Pocahontas  lines.  However,  N  \  C  and  B(S.U  en- 
courefed  cXiUies  at  times.  The  Erie  had  an  mifavorable  debt  structure  and 
low  earnings  and  so  had  more  serious  problems.  The  New  England  lines,  parti- 
ularlv  the^^ew  Haven,  were  in  perennial  trouble.  The  P^^^^^^^g^' ^^^m  f  fic^ 
had  been  a  burden  since  the  1930's,  except  for  the^war  ^^^f  {.^""^P^V/^^^^^^Jj"'? 
trucks  and  other  transport  modes  intensified  m  the  years  following  the  end  of 
World  War  II;  and  signs  of  railroad  decline  in  the  East  were  appearing  ^Mth 

'""if  tLterbeginning  with  1950,  the  railroads  generally  suffered  a  de- 
cUne  in  traffic  and  revenue.  Technological  improvements  did  not  stem  the  ad- 
verse trend.  A  series  of  general  increases  in  rates  improved  revenue.,  but  the 
increases  were  offset  by  higher  costs.  In  the  East,  overall  e-nings  de.^^^^^^ 
did  the  net  income  of  important  mes.  In  the  case  of  both  J^^JJ^^,  Ypd  to  meel 
example,  net  railway  operating  income  m  1957  tlirough  1959  failed  Jo  meet 
fixed  charges  bv  substantial  amounts.  In  this  atmosphere  f.  ^echne  the  rail- 
roads searched ^for  means  of  improving  their  position  m  a  lughly  competitive 

^''"romThTeaS^  days  of  the  railroads,  merger  and  consolidation  have  be.n 
frequently  used  to  expand  operations  and  to  acliieve  the  economies  of  ^cj^  ^  ^^^^ 
far  back  as  1907.  the  ICC  formally  reviewed  the  consolidation  ai;^l^J^°"?bina  on 
of  railroads,^  and  the  subject  has  been  repeatedly  stucUed  since  l^fO- ^^^^^^^^^^ 
Dhase  in  the  long  history  of  railroad  regroupings  opened  m  the  lattei  part  ot 
the  1950-59  decade  and'is  not  yet  concluded.  Tliis  phase  has  been  natlon^Mde 
and  has  substantially  revised  the  railroad  system  of  the  country. 


'  Consolidations  and  Combinations  of  Carriers,  12  I.C.C.  277  (1007). 
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Two  applications,  filed  three  months  apart  in  1959,  began  the  restructur- 
ing of  the  East.  In  the  N ckW /Virginian  case  decided  October  8,  1959,*  the  ICC 
authorized  the  merger  of  the  Virginian  into  the  N&W.  The  merger  was  effected 
on  December  1,  1959  and  thus  reduced  Eastern  rail  comi)etition  in  the  Poco- 
hontas  coal  fields  to  the  N&W  and  the  C&O.  The  Virginian  had  been  a  friendly 
connection  of  the  NYC.  Its  prospective  unification  with  N&W  likely  influenced 
the  first  merger  negotiations  between  the  PRR  and  the  NY(y  which  began  in 
November  1957.  Tho}'  were  terminated  by  the  NYC  in  January  1959. 

The  second  1959  ai)plication  was  approved  by  the  ICC  on  September  13, 
1960  in  the  Erie-Lackawanna  Merger  case.^  The  corporate  unification  of  the 
Erie  and  the  DL&W  into  Erie-Lackawanna  Railroacl  Company  was  consum- 
mated on  October  17,  1960,  but  the  consolidation  of  forces  atid  facilities  was  not 
effected  until  May  16,  1961. 

Following  the  termination  of  merger  negotiations  with  PRR  in  January 
1959,  the  NYC  first  projiosed  an  NYC-C&O-B&O  alignment.  Failing  to  nego- 
tiate C&O-N YC  control  of  B&O,  the  NYC  interests  then  entered  into  a  contest 
with  C&O  for  purchase  of  B&O  stock.  On  June  14,  1960,  the  C&O  filed  its 
applications  with  the  ICC  for  control  of  the  B&O  through  acquisition  of  its 
capital  stock.  Shortly  thereafter,  the  NYC  also  filed  applications  to  acquire 
control  of  B&O,  or,  in  the  alternative,  to  participate  jointly  with  C&O  in  the 
control  of  B&O.  The  contest  continued,  and  by  early  1961,  the  C&O  was  in  a 
position  to  control  at  least  61  jiercent  of  the  B&O  stock.  The  NYC  interests 
acquired  a  little  more  than  20  jiercent  of  B&O's  voting  stock  or  sufficient  to 
prevent  the  C&O's  filing  of  consolidated  tax  returns  if  eventuallv  C&O  acquired 
control  of  B&O. 

Meanwhile,  other  plans  to  restructure  the  Eastern  railroads  were  in 
process.  Five  applications,  the  first  filed  with  the  ICC  on  March  17,  1961,  and 
the  last  on  August  21,  1962,  proposed  to  create  an  N&W  svstem  consisting  of 
(a)  the  N&W  as  it  then  existed,  (b)  the  Nickel  Plate  by  merger  with  N&W,  (c) 
the  Wabash  b}^  lease  and  b}-  control  through  stock  ownership,  (d)  the  Sandusk}^ 
line  by  purchase  from  The  Connecting  Railway  Company,  a  wholly  owned 
subsidiary  of  the  PRR  system,  (e)  the  AC&Y  by  control  through  stock  owner- 
ship, and  (f)  the  P&WV  by  lease. 

The  assent  and  participation  of  the  PRR  were  necessary  for  presentation, 
approval  and  consummation  of  the  proposal  to  create  an  expanded  N&W 
system.  PRR  owned  not  only  87  percent  of  the  outstanding  Wabash  voting 
stock  but  also  34  percent  of  the  N&W  stock  then  outstanding.  N&W,  a  major 
coal  carrying  railroad,  did  not  then  have  a  port  on  lower  Lake  Erie  for  the 
transshipment  of  lake  cargo  traffic.  Under  the  N&W  merger  plan,  it  would 
purchase  from  the  PRR  subsidiary  the  Sandusky  line  between  Columbus  and 
Sandusk^y,  Ohio,  and  also  port  facilities  at  Sandusky  and  thus  gain  access  to  the 
lake.  The  Sandusky  line  also  provided  the  necessary  link  between  the  west  end 
of  the  N&W  at  Columbus  and  the  Nickel  Plate's  main  line  at  Bellevue,  Ohio. 
The  distances  from  Columbus  over  the  Sandusky  line  are  108  miles  to  Sandusky 
and  about  90  miles  to  Bellevue.  In  the  A^d'W Aferger  case,  the  hearing  examiner 
considered  the  Sandusky  line  to  be  "the  ke}-  to  the  Norfolk  &  Western's  pro- 
posed system." 

On  September  21,  1961,  the  PRR's  chief  executive  officer,  while  testif3ang 
in  the  C &0~B &0  case,  indicated  that  the  PRR  was  willing  to  resume  merger 
talks  with  NYC.  He  said  that  a  merger  of  PRR  and  NYC  would  still  make  pos- 
sible the  formation  of  balanced  competitive  systems  within  the  Northeast 
sector  of  the  country  and  that  in  time,  there  would  probably  be  tliree  systems, 
Penn  Central,  C&O-B&O,  and  the  N&W  group.  He  referred  merger  to  savings 
which  NYC  and  PRR  in  their  1957-58  studv  agreed  were  in  the  neighborhood 
of  $100  million  annually.'' 

Facing  the  possibilities  of  a  C&O-B&O  coupling  and  a  new  N&W  group  and 
confronted  with  substantial  net  losses  in  the  then  current  year  1961,  NYC 
resumed  merger  negotiations  with  the  PRR  in  late  1961.  The  result  was  the 
merger  agreement  approved  by  the  Boards  of  Du-ectors  of  the  two  companies 

•  Norfolk  and  Western  Ry.  Co.  Merger,  307  I.C.C.  401  (1959). 
>  Erie  R.  Co.  Merger,  312  I.C.C.  185  (1960). 

10  Norfolk  &  Western  Ry.  Co.  and  New  York,  C.  &  St.  L.  R.  Co.  Merger,  324  ICC  1,  83  (1964). 
"The  C&O-B&O  case,  317  ICC. 
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„„  January  12  1962  and  signed  o^he  sarje  day  jje  "Ppl.^^^^^^^^  for^fCC 

ZSiTlX^  p^o^e^^'di^.l'li^talftr  j|.Hed  m  Che  .nerge.  of  Penn 
Central  nearly  six  years  later  on  February  1,  1968^  N&W-VirEinian  ap- 

In  ft  little  less  than  mne  years-trom  the  fihm!  °' '.li*  p'fbruary  1 

SlSgeftrr  Jlar^o  be  the  5-r  1962.  A  e„nveni«>^^^^^^^^ 

ing  was  about  to  enter  the  hearing  stage.  The  Governmen  o.it  on  ^^  as  amo^^ 
phous  as  the  merger  movement  progressed  rapulh  Chi  ^pnl  4,  19^^^^^  Though 
approved  the  acquisition  of  control  by  PRR  of  the  Lehigh  \  alle}  tnroug 

'''' ThTf^t  of  merger  activity  was  generating  wide  interest  in  the  numer- 
^r^clSng  tht'  application  for  merger  "  In  the  West  an  examme^^^^^^^ 

^     On Tnril  5  1962,  in  his  transportation  message  to  the  Congress,  President 

?Kii;fia3i;riifr,Si-;i.;!  issts,™., ....  -i... 

lation  resulted.  ■     ,i    it    f    ^r.f^,.„p,l  tn  move  ranidlv  in  the  latter 

TV-o  mprcrpr  nrooess  in  the  East  continued  to  mo\  e  iapiui>  i 
half  Kn"  iKeS.  The  extensne  Penn  -ICC 

S'-rU  ^^s-expietS-fsfon^ 

E-=i4rB^^^^^^^^^^^^ 

'™ffio^|h"ia:tl"ation  cases,  the  ICC  had  before  it  petitions 

Pet^nsylvania  R.  Co.-Control-Lejiigh  Valtey      C^^^  ^^^Uy  afl'd  per  curiam  sub  nom., 

OA  '^css  0962).       ■  ,    „  „.  o  R  ro   317  ir  r  3fil  (loe-?).  aft'd  per  curiam  sub  nom. 
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decision  rendered  December  17,  1962,  the  Commission  refused  to  consolidate 
the  proceedings  or  to  withhohl  its  determination  of  tlie  C&O-B&O  appHcation." 
It  approved  control  by  C&O  of  B&O  tlirough  stock  owncrslii])  subject  to  ])rotec- 
tive  conditions  for  labor  and  c()m])eting  carriers.  Among  the  points  discussed 
by  the  Commission  were  "the  poor  financial  condition  of  B&O",  "that  B&O's 
properties  are  in  dire  need  of  rehabilitation",  "that  B&O's  financial  condition 
will  ultimately  be  strengthened  as  the  result  of  the  j)roi)ose(l  modernization 
plan",  and  "the  complete  inability  of  B&O  by  itself  to  imi)rove  its  financial 
position." 

Three  of  the  11  ICC  commissioners  voted  against  the  C&O-B&O  ap])rovnl. 
At  the  root  of  Commissioner  Tucker's  long  dissenting  oi)inion  was  the  conten- 
tion that  the  Commission  with  unnecessary  haste  and  without  adequate  inquiry 
was  taking  an  irretrievable  first  step  toward  ai)proval  of  a  far-reaching  realign- 
ment of  the  Eastern  railroad  system.''  Reviewing  the  extensive  evidence. 
Commissioner  Tucker  found  a  distinct  ])robability  of  significant  div'ersion  of 
traffic  from  NYC  to  C&O-B&O  as  a  result  of  ap[)roval  of  the  new  svstem.^° 

The  ICC's  refusal  to  consolidate  the  C&O-B&O,  Penn  Central  and  N&W 
cases  came  to  the  courts  on  the  apj^eal  b,v  the  labor  unions  of  the  ICC's  apjiroval 
of  the  C&O-B&O  control  in  1963.  Before  the  three  judge  district  court,  the 
Department  of  Justice  strongly  urged  that  the  Commission  failed  to  make 
adequate  findings  concerning  the  impact  of  the  proposed  C&O-B&O  control 
upon  other  railroads  in  the  East,  upon  the  two  pending  Eastern  merger  pro- 
posals (N&W  and  Penn  Central)  and  hence  upon  the  future  structure  of  the 
Eastern  railroad  industry.  It  argued  that  the  Commission's  finding  that  the 
N&W  and  PRR-NYC  merger  proposals  were  irrelevant  to  the  C&O-B&O 
case,  amounted  to  a  failure  to  come  to  grips  with  the  most  significant  issue  of 
the  proposed  acquisition — the  future  structure  of  the  Eastern  railroad  industr}-.^' 
The  labor  unions  made  a  similar  contention.  The  court  affirmed  the  Com- 
mission's approval. 

The  unions  then  appealed  to  the  Supreme  Court.  In  their  jurisdictional 
statements,  the}-  referred  to  the  ICC's  "closed  mind"  and  attacked  its  refusal 
to  consolidate  the  interrelated  applications.  They  emphasized  that  the  outcome 
of  the  case  was  of  vital  imi^ortance  in  the  reshaping  of  the  entire  railroad 
system  in  the  Eastern  part  of  the  countrv.  On  motion  of  the  Commission  and 
C&O-B&O,  the  Supreme  Court  on  December  9,  1963  affirmed  the  decision  of 
the  district  court  dismissing  the  appeal  from  the  Commission's  order  of  ap- 
proval. 

The  consolidation  issue  remained  throughout  the  Eastern  merger  pro- 
ceedings.^^ To  be  sure,  the  consolidation  of  the  cases  for  hearing  appeared 
neither  feasible  nor  necessary.  The  Penn  Central  applications  had  128  days  of 
hearing  over  the  period  August  20,  1962  through  October  2,  1963  in  18  cities 
in  nine  states  extending  from  Boston  to  St.  Louis.  A  huge  record  of  oral  and 
written  testimony  and  exhibits  was  made.  More  than  200  parties  intervened 
initiall}',  and  these  included  states  and  their  subdivisions,  rail  and  otlier  for- 
hire  carriers,  shippers  and  trade  associations,  labor  organizations,  and  the 
Department  of  Justice.  At  the  conclusion  of  the  hearings,  the  protests  against 
the  merger  were  extensive.  Among  the  most  aggressive  protestants  were  the 
labor  interests  supported  by  the  Department  of  Justice  although  it  offered  no 
evidence  in  the  proceeding. 

On  the  day  before  the  hearings  ended,  October  1,  1963,  an  assistant  attor- 
ney general  of  the  United  States  presented  a  prepared  statement  of  opposition 
to  the  proposed  merger.  He  also  stated  that  the  United  States  would  not 
oppose  the  N&W-NKP-Wabash  unification  applications  then  in  their  final 


"  Id.  at  263-66. 
"  Id.  at  266,  275,  279. 
»  Id.  at  296,  318-26. 
w  Id.  at  326. 

"  See  brief  for  United  States  to  Federal  district  court  for  Kastern  District  of  Michigan  In  Brotherhood  of  Maintenance 
of  Way  Employees  v.  United  States,  Civil  Action  No.  23467  (April  1963),  221  F.  Supp.  19  (E.D.  Mich.  1964). 

«  Brotherhood  of  Maintenance  of  Way  Employees  v.  United  States,  375  U.S.  216  (1963). 

IVtitions  for  consolidation  of  thpn  ppiuliiic  Eastern  nnitication  cases  wcTe  filed  ns  late  as  April 
1967  by  the  Reading  Railroad  and  May  1967  by  the  Trustees  of  Central  Railroad  of  New  Jersey.  Both 
railroads  are  now  in  §  77  reorganizations. 
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stages  before  the  Commission,  or  the  C&O-B&O  control  which  the  labor  in- 
terests were  in  the  course  of  appeahng  to  the  Supreme  CourL 

Throughout  1963,  the  managements  of  PRR  and  NIC  uere  lacing 
serious  opposition  to  the  merger  and  probably  long  and  costly  delays.  FKK  s 
chief  exe?iitive  officer,  James  M.  Stones,  was  then  beyond  the  retirement  age 
of  65,  and  his  replacement  was  under  consideration.  For  the  first  time  in  o^  er  a 
century  the  Board  of  Directors  of  PRR  elected  as  its  head  an  executive  who 
had  not' come  nv  through  the  PRR  ranks.  The  new  chairman  and  chief  execu- 
tive officer,  Stuart  T.  Saunders,  took  office  October  1,  , 

As  president  of  N&W  in  the  previous  five  years,  Saunders  had  seen  the 
merger  of  N&W  and  the  Virginian  in  1959,  and  had  worked  out  the  then  pending 
N&W-NKP-Wabash  unification.  It  was  virtually  unopposed  ^nd  headed  for 
ICC  approval.  In  less  than  one  year  after  Saunders  took  over  as  PKR  s  chiei 
executfve  officer,  the  extensive  ^position,  to  the  Penn  Central  merger 
ereatlv  reduced.  States  and  their  subdivisions  ^^•lthdrew  or  modified  the^ 
Opposition.  With  the  joinder  of  NYC's  Prestot  Perlman,  S^^^^^^^^    .^k  d 
^nth  the  protesting  labor  unions.  On  May  20,  1964,  PRif  and  JN  1 U  enterea 
nto  the  so-called  attrition  agreement  with  17  labor  organizations  This  agree- 
ment was  Iter  extended  to  c^ver  a  total  of  23  umons.  With  f-io^^l-^^^^^^^^ 
tion  tlms  satisfied,  the  merger  partners  next  neutralized  the  J/^P^l^t^l^^^.^* 
.fustice  obipctions,  apparently  at  the  price  ot  agreeinp-  to  include  tj^^^^^^  ^I^^;; 
in  the  proposed  merger.-  However  the  opposition  of  ^^^^^^^on  J.  Sha^^^^^^ 
Governor  of  Pennsylvania,  and  a  labor  group  designated  the  Penns3l^ama 
Labor  Interests,  continued  throughout  the  Penn  (  entral  P^^^^^^^^f^         ,  , 

Shortlv  after  the  Mav  20,  1964  agreement  between  PRK/IN  ana  tne 
labor^Ss.  the' ICC  on  June  24,  1964  approved  the  N&W  -ifi-^^^^^^^^^^  ^^e 
N&W  Merger  case.^«  Two  conditions  of  approval  require  jomment  here 

First,  the  Commission  pro^^ded  that  for  a  period  of  J^^'^f'-f^^.  ^Y?^, 
retain  jurisdiction  to  permit  the  filing  of  petitions  by  EL.  D&H  and  E&^^ 
inclusion  in  the  X&W  system."  ¥A.  originally  opposed  the  ^M^plj^^tion^but  he^^ 
changed  to  support  when  it  obtained  an  agreement  from  N&W  that  upon 
ap^rSal  of  the'N&W-NKP  merger,  N&W  would  enter  -goUaUons 
£1  in  an  attempt  to  agree  upon  some  form  ot  aflihation  with  EL.  In  its  decision, 
the  Commission,  in  eflfect,  extended  the  benefits  of  this  agreement  to  D&H 

^""^  Sel^ond  as  stated  above,  the  PRR  held  substantial  stock  ownership  in 
N&W  and  Wabash  In  the  N &W  Merger  decision,  the  Commission  required 
fhtrthe'pe^ir'vania  system  divest  itilf  of  its  then  or  there a^er  acqmred 
holdings  of  stock  of  N&W  and  Wabash  within  ten  vears  ^^t^^f «  N&Y"  PRR 
Wabash  unification  and  that  all  management  relatlonsh  ps  bet^^ee^^^^ 
and  N&W  be  severed  within  60  days  after  the  N&W  umfication.    1^  f^p^ 
failed  to  agree  to  the  divesture  condition,  then  the  proposed  N&W  NKP 
Wabash  mirger  could  not  be  consummated.  Pendmg  divestiture, 
requked  Tpnt  the  voting  rights  of  the.  N&W  stock  in  three  independent 
trustees.  The  Wabash  stock  was  not  required  to  be  trusteed^  structure 
Thus  PRR  for  the  second  time  was  m  a  position  to  determme  the  structure 
of  railroads  in  the  East.  As  stated  above,  its  assent  was  essential  to  the 
original  proposal  for  the  new  N&W  system  as  evidenced,  for  example  b.  us 
willinmess  to  sell  to  the  N&W  the  Sandusky  fine,  a  necessary  mk  for  etlicient 
^pe  a^^^^^^^^^  system.  PRR  f-ed  the  critical  imcertamtrj^^^^ 

proposed  merger  Anth  NYC  be  approved?  The  record  m  the  jTeim  t^entrai 
^r^ger  caS  was  closed,  and  with'labor  and  other  opposition  dun-ish-ng  m 
force  or  disappearing,  the  prospects  of  approval  were  ^^P^;;^^? I^fl^^^^  ^^Lur- 
financial  and  tax  features  of  its  dive^stment  ^^PP«^^«^  ,  t?  f  X\iew  N&W 
mountable  barrier.  PRR  assented  to  the  divestiture  condition.  Ihe  new  JN&w 
system  began  operation  on  October  15,  1964. 

»  Penn  Central  transcript  of  testimony,  Oct.  1,  4,P*|«l,^^4'^^„,in„s  ^-uh  officials  of  the  Department  of  Justice 
2!  See  the  later  discussion  at  page  328  concerning  the  PRK;N1  e  meetings  wun 

in  1964  andl965.  ^        ^         v    v      ^,  Qt  T   R  To  Mereer  324 1  CO.  1  (1964). 

M  Norfolk  &  Western  Ry.  Co.  and  New  York,  C.  A  bt.  L.  K.  Lo.  .Merger,  i.^ 

J?  Id.  at  27-33,  148. 
J!  Id.  at  41-49. 
»  Id.  at  44,  49. 
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r^f  /^^"^  ^^^^  ^^^^  years,  two  new  rail  systems  worn,  created  in  the  East 
Vr  i^TPw        ^^^^^  ""^^  formation  in  1964.  Interestingly,  in  the 

NdtW  Merger  case,  the  ICC  said,  "We  are  not,  in  this  proceeding,  restnict urine 
the  railroads  m  the  East."  It  was  conyinced  that  the  delay  of  its  N&W  merger 
decision  until  determination  of  the  Penn  (Vntral  case  "may  endanger,  or  defeat 
entirely,  the  unification  which  the  evidence  here  of  record  establishes  beyond 
question  to  be  in  the  public  interest." 

pt?t7^^''/Uv^'''^  '■^'''^^  consent  to  creation  of  the  N&W  system  at  that  time, 
xt^wTt-S       J^'^?  "^^""^      ^"'"^  <'oniplications.  Up  to  the  time  of  the 

JN&W-WKP-W  abash  consummation  in  1964,  little  opposition  to  the  unification 
apphcations  came  from  other  railroads.  Once  the  three-system  East  became  a 
minimum  forecast  of  the  Eastern  railroad  structure,  the  tempo  of  the  PRR/NYC 
merger  litigation  increased,  and  delays  followed. 

The  record  in  Penn  Central  was  reopened  for  the  limited  further  hearing  on 
labor  matters  held  on  September  16,  1964.  C&O-B&O  had  been  functioning 
fna^  '^^f^  the  new  N&W  system  began  operations  on  October  15, 

1964.  the  smaller  lines  obyiously  had  to  consider  their  position  in  the  emerging 
three  systems.  EL  had  withdran-n  from  the  Nc&W  Merger  case  with  the  assur- 
ance that  it  could  return  for  inclusion  within  fiye  years.  The  requests  of  D&H 
aiict  a&Al  tor  inclusion  m  that  system  had  been  denied  without  prejudice  New 
Haven,  in  reorganization  since  July  7,  1961,  requested  inclusion  in  Penn  Central 
in  June  1962  and  was  holding  fast  to  its  request.  At  the  outset,  applicants 
were  adamantly  opposed  to  taking  in  the  New  Haven.  However,  in  their 
mitial  brief  filed  July  1,  1964,  PRR/NYC  still  opposed  the  New  Haven's 
lequest,  but  proposed  tJirec  alternatives  if  the  (Commission  found  the  New 
Haven  inclusioj.  to  be  m  the  public  interest.  One  would  require  PC  to  contract 
to  o]ierate  only  the  freight  service  of  the  New  Haven. 

On  March  29,  1965,  in  Penn  Central,  the  e.xaminers  issued  a  comprehensive 
report  proposing  approval  of  the  i)roi)osed  merger  substantially  on  the  terms 
and  conditions  i)roi)osed  by  api^licants.^^  ^^^^^^  gp^^j^,^  ^j^j^  ^^.jjj 
consider  the  conditions  proposed  by  the  examiners  and  ultimately  imposed  by 
the  Commission  \ieAved  from  the  lofty  heights  of  hindsight,  the^  treatment  of 
the  inclusion  of  he  .New  Haven  was  critical.  Believing  "that  the  operations  of 
Aew  Haven  would  impose  a  persistent  and  substantialburden  upon  the  merged 
company  ,  the  examiners  required  the  merged  company  to  assume  the  burden 
of  providing  only  freight  service  over  the  NH's  lines.  They  recognized  the  need 
tor  a  lurther  hearing  to  determine  the  exact  method  and  terms  of  inclusion 
R^Ar      examiners  temporized  Anth  the  inclusion  requests  of  EL,  D&H  and 

Sh/nTK  ^H^''  ^^'^^"  '^1  of  their  requests  to  be  brought 

witlHii  the  PC  system  if  their  preferred  inclusion  in  the  N&W  was  denied 
\nfh..!^  railroads  reacted  In  September  1965,  each  filed  a  petition  for  inclusion 
L  1  "^-7^^^' F^^ted  ^&W  system.  For  our  purpose  here,  we  need  not  review 
ttie  details  of  those  inclusion  i)roceedings.  They  were  ultimately  concluded 
clnfrtr  ^'^''''^  la  er  by  the  Supreme  Court's  decision  approving  the  Penn 
Central  f^fg^^  and  the  inclusion  of  EL,  D&H  and  B&M  in  the  N&W  system." 
.<r.JtV       ^t'  ^^'^  ^^^^  trusteed  its  N&W  stock  and  satisfied  the  man- 

me3r  \f' ''"'"'i-?"  ^^^^'"-ei^ents  of  the  ICC's  order  a]>proving  the  N&W 
N&W  „n,l  r^n  'l^'"^?''         ^'"^^  planned.  On  October  11,  1965, 

of  CVtO  infn  w'l  «PPlic^t^oi\^pth  the  ICC  for  aj.proval  of  the  merge; 
nronf^?d  Penn  P    .      -^^^  ^         ^^&W-C&0  system  roughly  equal  to  the 

Thus  at  year's  end  in  1965,  three  major  Eastern  unification  cases  were 
Tait"gefore7        ICC.  The  PRR/NYC  merger  was  in  the  final  "rocedura 
stages  before  decision  by  the  Commission.  The  N&W  merger  case  was  reopened 

"Id.  at  31. 
"  Id.  at  18. 

66f^!o7^2 ^1966)"°''  "  ''^'^'''"^  In  Pennsylvania  R.  Co.-Merger-New  York  Central  R.  Co.,  327  I.C.C.  478, 

"  fd."a"t  92^27^^  ^21-22,  947-8. 

"  Penn  Central  Merger  and  N&W  Inclusion  Cases,  389  U.S.  486  (1968). 
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for  further  hearing  to  consider  the  petitions  of  EL,  D&H  and  B&M  for  inclusion. 
The  N&W-C&O  merger  case  was  in  its  initial  stages.  ^    ,   ,  ^37 

Finally,  on  April  27,  1966,  the  ICC  approved  the  Penn  Central  merger." 
Reiving  on  appUcants'  evidence  showing  their  declining  financial  situation  since 
1952  the  prospect  of  savings  of  $80  million  annually,  and  the  plans  for  a  mal- 
gamating  their  lines  and  impro^-ing  service,  the  Commission  rejected  conten- 
tions asserting  serious  anticompetitive  effects  of  the  proposed  merger.    On  the 
other  hand,  it  gave  careful  attention  to  the  inclusion  of  other  railroads  in  the 
proposed  transaction.^"  It  again  rejected  requests  or  consolidation  of  the  East- 
ern unification  proceedings  for  decision,  specifically,  joining  the  Penn  Central 
merger  application  with  the  Nd-W  Inclusion  case.-  But  belle^Mng  that  im- 
medTate  creation  of  Penn  Central  might  divert  substantial  traffic  from  h.h, 
D&H  and  B&M,  the  Commission  prescribed,  as  a  condition  ot  approval,  a 
novel  pro\'ision  under  which  Penn  Central  would  make  paj-ment  of  indemmty 
for  losses  of  revenue  suffered  by  the  protected  railroad  under  a  formula  pre- 
scribed in  the  report."  Those  protected  railroads  were  to  await  the  outcome  ot 
the  NcS^W  Inclmion  case  in  which  they  had  inclusion  petitions  pending. 

As  to  the  New  Haven,  however,  the  Commission  requu-ed  the  complete 
inclusion  of  New  Haven  and  directed  the  parties  to  submit  a  plan  for  inclusion 
of  both  New  Haven  freight  and  passenger  sep-ice.  The  Commission  commented 
that  "The  apphcants  are  not  averse  to  including  NH's  freight  ser^ace  m  the 
merged  svstems  and  have  already  reached  an  agreement  with  NH  s  trustees  for 
doing  so.''  "  We  should  note  that  on  the  same  day  as  the  merger  decision,  the 
ICC  authorized  New  Haven  to  discontinue  approximately  50  percent  of  New 
Haven's  long  haul  or  through  passenger  service." 

After  the  merger  decision  on  April  5,  1966,  nearly  two  years  were  consumed 
in  court  tests  of  the  prospective  Penn  Central  merger  and  m  the  deteTmination 
of  the  NdW  Inclusion  case  and  related  questions^  The  Commission  recon- 
sidered its  original  order  of  approval,  substantially  affirmed  it  on  September  16, 
1966  but  reopened  the  proceeding  for  reconsideration  of  the  pro^nsion  tor  in- 
demnificatlon^of  EL,  D&H  and  B&M."  Contemporaneously  the  Commission 
was  determining  the  petitions  of  those  three  raUroads  for  inclusion  m  the  N&W 

^^^^  Meanwhile  six  appeals  were  taken  to  the  courts  from  the  original  merger 
appro  aWf  April  6,  1%6.  The  Supreme  Court  on  March  27  1967  remaiided 
the  case  to  the  ICC.«  The  Court  found  it  necessary  that  the  decision  as  to  the 
future  of  EL,  D&H  and  B&M  and  their  inclusion  in  a  major  system  be  made 
pr  or  to  consummation  of  the  PC  merger.  The  Court  specifically  did  no  pass 
on  the  validitv  of  the  merger.  Pointing  out  that  the  proceedings  coukl  be 
expedited  and  an  early  determination  made  of  the  inclusion  questions,  the  Court 
did  not  believe  that  the  postponement 

is  too  high  a  price  to  pav  to  make  as  certain  as  human  ingenuity 
can' devise,  a  just  and  reasonable  disposition  of  this  matter  for  all  of  the 
parties.  After  all,  it  is  the  largest  railroad  merger  in  our  history  and  if  not 
handled  properly  could  seriously  disrupt  and  ^FfJ^^^^b^^^^^J^^^/lV^ea? 
railroad  svstem  in  the  north-eastern  section  of  the  country— to  the  great 
detriSent'not  only  of  the  parties  here  but  to  the  public  convenience  and 
necessity  of  the  entire  Nation.*® 

A  few  davs  more  than  two  months  later,  on  June  9,  1967,  the  ICC  ordered 
the  inclusion  of  EL,  D&H  and  B&M  in  the  N&W  system,  modified  and  rein- 

3.  After  the  Penn  Central  collapse,  N*W  and  C&O  withdrew  thf  ™^^^^  and  the  proceeding  was  dis- 

missed on  April  22,  1971.  An  examiner  had  recommended  approval  of  y?emerger       (,„itiai  report),  328  I.C.C.  304  (1986) 

3;  Pennsylvania  R.  Co.-Merger-New  York  Central      ^o-.  32'  J-C.C       C^^^^^^^^  Appendix  O  conditions  and  capital 
(reconsideration),  330  I.C.C.  328  (1967)  (supplemental  report  a  ter  further  he"'"!  "'^  Appenm  ^^^^^^ 
loss  and  indemnification).  The  later  reports  deahng  with  the  Ne«  "f,^^"  05  M968)  (  ourth  supplemental  report), 

plemental  report),  331  I.C.C.  754  (1968)  (third  supplemental  report),  and  334  I. C  .L  . (I9t)<s)  uoui 

3»  Penn  Central  Initial  report.  327  I.C.C.  481  and  697  if. 

3»  Id.  at  521-37. 

«  Id.  at  531. 

"  Id.  at  532-34.  ^  ^ 

«  Id.  at  523,  475,  526-27,  563.  „f  T„ir,>,  ^97  T  r  C  111  (1966)  The  New  Haven  did  not 

«3  Id  at  525-  New  York,  N.H.  &  H.R.  Co.,  Discontinuance  of  Trains,  327  I.C.C.  151  (laoo),  iue 
utilize  the  authority  and  discontinue  the  trains^  „  _MerEer-New  York  Central  R.  Co.,  328  I.C.C.  301  (1966). 

"  The  report  on  reconsideration  is  Pen"s>lvama  R.  ^-o.   Merger  --New 
«  Baltimore  &  Ohio  R.  Co.  v.  United  States,  386  L  .S.  372  (196.). 
« Id.  at  392. 
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stated  the  indemnitj-  provisions  for  protection  of  those  railroads  pending  their 
inclusion  in  a  system,  and  authorized  the  consummation  of  the  PC  merger  at 
the  earliest  possible  date.''^  The  (Commission  advcrtod  to  the  substantial 
decline  in  the  earnings  of  the  Eastern  railroads  including  PRR  ami  NYC,  the 
latter  showing  a  deficit  of  $2  niillion  in  its  operations  in  the  first  quarter  of  1967. 

The  Commission's  decisions  were  promptly  ajjpealed  and  quickly  reached 
the  Supreme  Court.  On  January  15,  1968,  the  Court  affirmed  the  ICC's  orders 
apj)roving  the  Penn  Central  merger  and  recpiiring  inclusion  of  KL.  and 
B&M  in  the  N&W  system."*  Noting  th  e  minimal  attacks  on  the  merger  itself, 
the  Court  nevertheless  reviewed  the  basic  merits  of  the  jiroposed  PC  union 
and  found  no  basis  for  reversing  the  IC'C's  public  interest  conclusions  and 
approval.  The  Commission  had  rejected  an  effort  of  certain  New  Haven  bond- 
holders to  have  the  NH  simultaneously  included  in  the  merger  because  of  the 
Commission's  failure  to  require  PC  to  absorb  all  the  losses  of  NH  pending 
agreement  for  inclusion.  N&W,  C&O-B&O  and  others,  though  not  objecting 
to  the  approval  of  the  PC  merger,  opposed  its  immediate  consummation  on 
several  grounds  related  to  the  inclusion  of  EL,  D&H  and  B&M  in  a  larger  hvs- 
tem.  The  Court  rejected  the  positions  of  the  NH  bondholders  and  of  appellants 
N&W,  C&O  and  others.  In  the  NckW  Inclvsion  case,  the  appeals  relatorl  to 
details  of  the  ICC's  inclusion  order  were  also  dismissed. 

On  February  1,  1968,  nearly  six  years  after  the  Penn  Central  application 
was  filed  with  the  ICC,  PRR  and  NYC  merged.  Two  years  of  merger  were 
disastrous.  In  the  spring  of  1970,  the  crises  became  acute.  On  June  21,  1970, 
Penn  Central  sought  reorganization  under  §  77  of  the  Bankruptcy  Act  in  the 
Federal  District  Court  at  Philadelphia. 

Managing  the  Merger:  Pivotal  Figures 

Pivotal  figures  in  the  development  of  the  plan  and  execution  of  the  Penn 
Central  merger  were  James  M.  Symes,  president  of  PRR  from  1954  to  1959 
and  Its  chairman  and  chief  executive  officer  from  1959  until  his  retirement  on 
September  30,  1963  in  the  midst  of  the  Penn  Central  proceedings;  Alfred  E. 
Perlman,  president  of  NYC  from  1954  to  February  1,  1968  (Merger  Day)  and 
Penn  Central's  president  and  chief  administrative' officer  from  Merger  Day  to 
December  1,  1969;  and  Stuart  T.  Saunders,  N&W's  president  from  1958  to 
October  1,  1963,  PRR's  president  and  chief  executive  officer  and  PC's  chairman 
and  chief  executive  officer  from  that  date  to  June  8,  1970. 

Perlman  had  long  been  in  railroading  primarily  on  the  operating  side. 
After  spending  18  years  in  rehabilitating  and  modernizing  the  Denver  and  Rio 
Grande  Railroad,  he  came  to  NYC  as  its  president  in  1954  with  no  illusions 
about  Its  physical  and  financial  problems.  He  undertook  to  solve  those  problems. 
Long-term  debt  was  reduced  by  a  net  amount  of  almost  $200  million  in  the  five 
years  preceding  the  Penn  Central  hearings  in  1963.  Physical  plant  was  modern- 
ized through  capital  investment  of  $390  million.  Among  other  things,  the  main 
line  was  improved  between  Chicago  and  New  York;  four  modern  electronic 
yards  were  built;  and  an  extensive  research  program  was  undertaken.  The  new 
facilities  not  only  eliminated  60  antiquated  yards  but  also  improved  service. 

In  his  testimony  in  the  merger  case,  Perlman  said  that,  if  the  improve- 
ment^ had  not  been  made,  NYC,  would  long  since  have  been  in  reorganization, 
^ii.the  other  hand,  NYC  revenues  continued  to  decline.  He  pointed  out  that 
W  1  C  earned  net  railway  operating  income  sufficient  to  meet  its  fixed  charges  in 
only  two  years  m  the  period  1955-62.  There  is,  he  asserted,  an  excess  of  rail 
capacity  in  Eastern  Territory.  He  attested  that  if  the  Commission  approved 
both  the  C&O-B&O  and  the  N&W  merger  applications,  NYC  could  not 
compete  alone  against  the  traflic  strength  of  the  two  new  systems.  With  the 
divestiture  of  PRR's  interest  in  N&W\  he  urged  approval  of  the  PRR/NYC 
merger  and  called  it  the  keystone  of  the  establishment  of  three  balanced 
competitive  systems  in  the  East.*' 

On  the  PRR  side,  two  men,  Symes  and  Saunders,  dominated  the  planning 
and  execution  of  the  merger.  In  1954,  after  climbing  up  the  PRR  managerial 
ladder,  bymes  began  a  critical  decade  of  service  as  the  head  of  a  railroad  highly 

Merger-New  Yorfc^ntfj  R  €^^"^77^^^^^^  C"  , ^r<-^g".  330  I.C  C.  780  (1967);  Pennsylvania  R.  Co.- 

««  Ponn  r'oifV^i  V,  x,  ;',??9  ^  C  C.  328  (196<)  (first  supplemental  report). 

V""  Ceritral  Merger  and  N4W  Inclusion  Cases,  389  U.S.  486  (1968). 
990-94|''Too'6."'^      Perlman  s  tet^timon.v  in  Penn  Central  case,  pp.  980-1014  and  especially  pp.  981-83. 
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Sons   he  undeK  courses  of  action  to  ^"^P^  oneVand  and 

iZstrative  of  the  efforts  to  improve  or  retain  revenues,  on  the  one  hand,  and, 
on  the  other,  to  reduce  expenses  are  the  following : 

In  1952,  with  the  cooperation  of  General  ^l^^^'\^y'^l' ^'^JI^^^ 
extensive  program  for  the  development  of  ^^'^^1 V"""^^  .fof  PRR's 
^.^P  To  stem  the  decUne  of  coal  traffic,  an  essential  segment  of  PKK  s  business, 

'^^  -ict  austerity  jn  the  "P.  , 

held  them  strictlv  accountable  for  results.  B}  the  time  oi  ine  meigei 
^"li  Kt^contmued  into  the  la. 

19oO?s'pRR  had  long  investid  in  areas  generally  related  ^JJS'^t S 
po??ation  and  was  considered  one  of  the  richest  railroads  of  the  Nation  It  held 
as  much  as  44  percent  of  the  outstanding  voting  stock  of  N&W         ^^  as  the 

mmmmmM 

railroads  as  a  poup  PER;s  oporat.ons  -  -2;^'.^^^^  staTiuhe  Fer^ 

£  o1  ?ail  terminal  operations  in  the  complex       '^"^^I^-^^,"  ^  bIo  had 
Numerous  options  to  PKR^  l^e^e  regarded  as  members  of 

mmmmmm 

roughly  parallel  but  miles  apart  they  sex-^dif^^^^^^^^^^ 
dominant  in  the  Pennsylvama-^  ew 

populous  New  York  state  area^  Both  ^^ere  highl}  of  Pittsburgh  and  west 

Youngstown-Cleveland  manufacturing  c^rrf  or  .  m        j^^^^^^?^,  ^,,kets 
of  Buffalo,  the  two  railroads  reached  substantial!}  the  same  maj 
such  as  Chicago,  Detroit,  Cincinnati  and  St^  of"  Doctors,  in  the  fall  of  1957, 
With  the  approval  of  the  PKK  Board  or  i^irecLuis,         ^.^yp,  Board. 
Svmes  fix^t  approached  Robert  R.  Young,  theii  chairman  of  NIC  .  B^^^ 
Sjsho^ly  tiLafter  discvissed  the 

studies  were  initiated  in  November  l9o/  and  are  said  to  na^e 
annual  savings  of  about.  $100  ™lli,o-^Howe^,e^,  th^ 

agree  on  an  exchange  ratio  for  the  PR R  and  ^^^^^^  ^t«cK  a^  terminated 
Aether  outside  appraisers  should  be  brought  in.  .\  egotiauou^, 

in  January  1959.  ^      •    ^^^^^  directions  These 

In  the  ensuing  month:,,  N  IC  turned  lue 
culminated  in  its  intervention  m  the  C&0-B<^U   a^e  in  du 
later  fihng  of  its  applications  to  acquire  cmitrol  oMhe  BiU  ]o     ^^^^^^  ^.^C 
NYC  had  engaged  m  a  contest  \\-ith  C&U  tor  purcna^e 


327 


interests  ultimately  held  more  than  20  percent  of  the  B&O's  voting  stock. 
The  C&O  had  assents  from  holders  of  over  60  i)ercent  of  the  total  B&O  shares.*" 
The  ICC  consolidated  the  NYC  a])plications  with  the  C(tO  applications  filed 
a  few  months  before,  and  the  combined  cases  were  bein^  heard  in  1961. 

Symes,  still  hopeful  of  a  PRR-NY(y  merger,  testifie<l  in  September  1961 
in  the  C&O-B&O-N  YC  hearings  in  rebuttal  to  Perlman's  testimon}'  concerning 
a  balanced  competitive  system  in  the  East.  Asked  whether  NYC  would  be  left 
out  in  the  cold  in  the  Eastern  merger  ])icture  and  would  eventually  be  unable 
to  survive,  Symes  commented  that  the  merger  door  was  not  closed  if  NYC 
wanted  to  reopen  it.  In  fact,  Symes  helped  to  open  the  door  again  by  arranging 
meetings  between  the  chief  executives  of  NYC  and  C&O.  Late  in  1961,  NYC 
agreed  to  sell  its  B&O  holdings  to  C&O,  withdrew  from  the  C&O-B&O  case, 
and  resumed  negotiations  with  the  PRR.  These  further  negotiations  resulted 
in  the  PRR-N  YC  joint  agreement  of  merger  which  was  dated  January  12,  1962 
and  was  signed  by  all  directors  of  PRR  and  NYC  including  Symes,  Perlman 
and  those  directors  constituting  the  two  three-man  merger  committees  of  each 
board. 

The  merger  application,  filed  March  9,  1962,  encountered  many  difficulties. 
Throughout  the  merger  hearings  extending  from  August  20,  1962  to  October  2, 
1963,  PRR  and  NYC  as  applicants  steadifastly  adhered  to  two  points  of  par- 
ticular significance  later  in  the  proceedings.  They  were  agreeable  to  the  impo- 
sition of  the  usual  provisions  prescribed  by  the  ICC  for  the  ])rotection  of  labor. 
The}-  opposed  an}-  condition  requiring  the  inclusion  of  New  Haven.  Symes 
testified  that  if  the  ICC  attached  such  a  condition  to  its  approval,  he  would 
submit  the  condition  to  PRR's  Board  of  Directors  for  decision,  but  would 
recommend  against  acceptance  of  merger  approval  subject  to  this  condition. 

AVhile  the  C&O-B&O-N  YC  matter  was  being  resolved,  a  second  new 
s3-stem  was  being  formed  aromid  N&W.  Symes  and  three  other  PRR  repre- 
sentatives were  on  the  N&W  board.  As  first  announced,  the  N&W  plan  included 
only  merger  with  the  NKP.  Symes  has  stated  that  the  PRR  then  insisted  on  the 
inclusion  of  the  Wabash  as  a  condition  for  PRR's  voting  of  its  stock  in  favor  of 
the  N&W-NKP  unification.  The  so-called  Sandusky  line  between  Columbus  and 
Sandusk}-,  Ohio,  was  then  owned  by  a  PRR  subsidiary.  That  line  was  necessary 
to  join  the  lines  of  N&W  and  NKP;  the  connection  between  N&W  and  Wabash 
would  be  via  the  Sandusky  line  and  the  NKP. 

As  finally  presented  to  the  ICC  in  the  applications  initially  filed  March  17, 
1961,  the  N&W  proposal  included  both  NKP  by  merger  and'Wabash  by  pur- 
chase of  stock  for  PRR  or  by  lease  and,  perhajis  of  equal  importance,  the  pur- 
chase of  the  Sandusky  line  from  the  PRR  subsidiary.  The  purchase  price 
approved  for  the  Sandusky  line  was  $27  million  or  about  $2  million  less  than 
$29.2  million  representing  reproduction  costs  less  depreciation. 

The  N&W-NKP- Wabash  applications,  as  originally  filed,  proceeded  to 
hearing  in  1963,  but  there  were  complications.  Two  relatively  short  railroads, 
the  P&Wl^  operating  in  the  Pittsburgh  district  and  the  AC&Y'  running  west 
from  Akron,  Ohio,  were  primarily  overhead  carriers  haiding  freight  between 
their  interchanges  with  connecting  railroads.  They  depended  on  their  con- 
nections with  NKP  for  substantial  traffic.  Negotiations  finally  resulted  in  agree- 
ments for  their  inclusion  in  the  proposed  N&W  system,  applications  were  filed, 
and  the  procedure  rapidly  completed.  In  fact,  the  new  N&W  vSystem  as  sub- 
mitted was  approved  by  the  ICC  on  June  24,  1964,  several  months  before  the 
last  day  of  hearing  on  the  PC  applications  in  Sei^tember  1964. 

By  that  time,  important  changes  in  management  had  occurred.  Saunders 
became  president  of  N&W  in  1958.  The  N&W-Virginian  merger  in  1959  was 


=0  C&O-B&O  case.  ai7  I.C.C.  at  267.  2S4  (1962). 

By  order  dated  January  29,  1962,  the  ICC  authorized  NYC  to  ivithdraw  from  the  case  and 
dismissed  its  application  to  control  B&O.  317  I.C.C.  at  262.  Durinsr  the  weeicend  of  February  17-18. 
1962,  Me.ssrs.  Tuohy  (President  of  C&O),  Perlman.  Saunders  (then  President  of  X&W)  and  Svmes 
met  In  Palm  Beach,  Fla.  to  discuss  yarlous  matters  pertalnlnp:  to  the  Eastern  merger  situation.  In 
a  memorandum  dated  February  20,  1962,  Symes  recorded  that  the  blp  question  considered  at  the 
weelvend  meetlns  was  the  NYC  and  .^llejrhany  C^Drporatlon  holdincs  of  Baltimore  and  Ohio  common 
atock  (about  560,000  shares  or  slightly  in  excess  of  20  percent  of  the  total  outstandlnjr)  on  their 
books  at  approximately  $24  million.  These  holdings.  If  transferred  to  C&O.  would  enable  C&O  to  hold 
just  a  little  oyer  SO  percent  and  receive  the  benefit  of  tax  savings  through  a  consolidated  ta.x  state- 
ment. .\fter  many  arguments  on  the  subject  over  several  davs,  Symes  stated  it  was  finally  agreed 
(subject  to  approval  by  the  boards  of  C&O.  NYC  and  Alleghany)  that  NYC  and  Alleghany  would 
fni"**^       * holdings  to  C&O  at  the  cost  of  the  B&O  stock  to  them  (approximately  J24 
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Si-o^ra— ^^^^^^^^ 

Sters  such  several  attrition  agreements  made  with  the  lab"/  Vf'™^ 

which  Lsured  no  substantial  labor  opposition,  the  »XCd  icatbns 

PI  nn.ler  which  EL  Withdrew  its  opposition  and  supported  the  applications, 
Si  Sfta  Sn  of  P&WV  and  AcTy  described  above.  Saunders  was  girt^ 
to  the  1962  meetings  leading  to  the  agreement  terminatmg  the  C&O-N  YC 
fi„l,t  nver  B*0  He  was  in  short,  exper  enccd  in  the  merger  game. 
^   Htahh  recommended  by  Symes'^^  Saunders  was  elected  chairman  o  the 

no  Wer  objected  to  the  merger.  The  missionary  ^^ork  sometimes  had  tr^^b^^ 

^rk^-^^^  ^^'^^^^  iriuai^^Sfs 

"""fn  effecT,X  campaign  substantially  eliminated  state  ^d  -m  jnHy 

Sa^io^«.ht»i°riT^^^^^^^^ 

°''''°i;!rg^t^-|lied  for  .v^^^ 

S.  t»™^:F  "^^Sb^^'i'  «or  It^rlS 
periods  of  time  prior  to  he  merger^  "k.  '  H«vpn  He  is  said  to  have  opposed 
aereement  nor  of  the  mdusion  of  the  NeAN  Ha%en.  tie  ^^^.f  mereer 

•'"TcoXenc:t'dSs''rhe"Government'sopp^ 

arranged  tor  August  24,  1964,  in  the  f «  ^"^L  U^^hty,  ChaYrman 
Kennldy  in  Washington.  Saunders,  Perlman  «nd  George  L^^SWy, 

of  the  Railway  Labor  Executives'  Association,  metwltn  Mr.  ■  |^  j. 

deB!  KatzenLch,  Deputy  Attorney  Genera  ,  andj\  ilW^^  J'-^ 

Assistant  Attorney  .0™'"),  ">  ^"Se  S'^^eX"  ""-8"  """^  '° 
rrvilafortl^rr  SLt'                                   previously  asserted 
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willingness  to  cooperate  with  the  Department  or  the  ICC  in  assuring  that 
transportation  services  would  continue  to  be  rendered  by  the  New  Haven 
and  that  its  services  would  not  be  impaired  by  the  Penn  Central  merger. 
Saunders  referred  to  the  ICC's  decision  of  June  24,  1964,  approving  the  pro- 
posed N&W  merger  subject  to  divestiture  by  PRR  of  its  N&W  stock.  He 
mdicated  that  the  Government's  attitude  on  the  pending  Penn  Central  merger 
would  have  an  influence  on  the  PRR's  important  decision  as  to  divestiture. 

After  considerable  discussion,  the  Attorney  General  pointed  out  that  his 
further  tenure  in  office  would  be  quite  brief  and  that  he  could  make  no  commit- 
ment binding  his  successor.  Circumstances,  he  said,  made  it  inapi)ropriate  to 
take  any  action  at  that  time  contrary  to  the  position  of  opi)osition  stated  in 
the  Department's  June  1964  brief  to  the  ICC. 

On  the  other  hand,  Mr.  Kennedy  said  that  he  would,  by  memorandum, 
inform  his  successor  of  his  recommendation  along  the  following  line:  If  the 
hearing  examiners'  decision  should  be  favorable  to  the  merger  and  the  merger 
applicants  had  by  that  time  formulated  terms  for  the  New  Haven's  inclusion 
satisfactory  to  the  New  Haven's  trustees  and  the  District  Court,  he  would 
recommend  that  the  Department  discontinue  its  opposition  to  the  Penn  Central 
merger  unless  circumstances  had  materially  changed.  Saunders  indicated  that 
this  information  would  be  helpful  to  him  and  the  PRR  board  of  directors  in 
reaching  a  decision  on  the  divestiture  question. 

On  September  4,  1964,  Mr.  Katzenbach,  as  Acting  Attorney  General, 
transmitted  the  promised  Kennedy  memorandum  to  Saunders  and  expressed 
agreement  with  Mr.  Kennedy's  conclusions.  A  few  days  later,  in  a  clarifying 
letter  to  Mr.  Katzenbach,  Saunders  referred  to  an  agreement  that  the  merger 
applicants  would  diligently  seek  to  find  a  fair  and  reasonable  basis  to  include 
the  New  Haven  m  the  proposed  Penn  Central  system.  As  he  understood  the 
situation,  inclusion  was  not  to  be  an  absolute  condition  to  withdrawal  of  the 
Department's  opposition  to  the  merger,  and  the  inclusion  action  did  not  neces- 
sarily have  to  be  taken  prior  to  the  examiners'  report. 

On  January  8,  1965,  Saunders  and  Periman  again  met  in  the  Attorney 
General  s  office  with  Attorney  General  Katzenbach  and  Mr.  Orrick  and  in- 
formed them  about  the  then  pending  negotiations  with  the  New  Haven  Mr 
Katzenbach  reconfirmed  the  Government's  position  stated  in  the  September 
1964  correspondence.  On  April  19,  1965,  after  issuance  of  the  examiners' 
proposed  report  approving  the  merger,  they  again  met  and  reviewed  the  current 
status. 

Several  days  later,  on  April  22,  1965,  Saunders  ^^Tote  the  Attorney  General 
about  a  memorandum  of  understanding  between  the  merger  applicants  and  the 
^ti  trust^ees  for  the  inclusion  of  the  New  Haven  in  Penn  Central  and  outlined 
■Z'  ^7^^^  ,  *^greements  and  negotiarions,  the  applicants  were  complying 
with  he  Kennedy  memorandum  with  which  Mr.  Katzenbach  was  in  agreement 
liasecl  on  the  understanding  reached  with  the  Department,  Saunders  said, 
the  PRR  had  agreed  to  divest  itself  of  its  N&W  and  Wabash  stock  as  required 
by  the  approval  conditions  in  the  NckW  Merger  case. 

Pivotal  figures  in  the  merger  picture  were  thus  turning  the  view  from 
defeat  to  success  ICC  Commissioner  Tucker,  a  New  Englander  with  a  natural 
interest  m  the  New  Haven,  reflected  the  change.  He  dissented  at  length  from 
the  Commission  s  authorization  of  the  C&O-B&O  control  in  1962  and  voted 
agamst  the  N&W  merger  approval  in  1964.  In  the  Penn  Central  decision  in  1966, 
he  concurred  without  qualification  in  the  apjiroval  of  the  merger.  He  spoke  of 
the  risk  of  leaving  PRR  and  NYC  separately  to  face  the  powerful  competition 
of  the  tAvo  new  svst^ems,  C&O-B&O  and  N&W.  In  his  judgment,  the  New 
Haven  Railroad  i)roblem  had  to  be  given  very  substantial  weight,  and  the 
proposed  merger  presented  an  opportunity  to  assist  in  the  revitalization  of  the 
JNew  Haven's  rail  operations." 

Pivotal  figures  in  the  two  merger  partners  had  persevered.  The  work  of 
An.Tr?Q«A ''^^0'''''  ^""^      the  time  of  the  ICC's  initial  decision  on 

April  b,  1966  1  he  work  of  physical  planning  for  merger,  discussed  later  in  this 
report,  had  the  benefit  of  time  provided  by  the  delays  of  litigation.  The  con- 


»  Initial  Penn  Central  decision,  327  I.C.C.  at  548-51. 
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troversies  subsequent  to  the  initial  decision  related  principally  to  the  conditions 

^^^ir^r:;:?:^  cTun  1967  reflected  Uttle  opposU.on  to 

the  mersS  on^the  merits.  In  the  second  appeal  api)roving  the  merger  the 
Su  Un  January  1968  noted  the  general  accord  '^J-"?  ^     P^^^;\\«l  ^^^^^^^^ 
Uiat  the  merger  was  in  the  public  interest.  Among  those  liste.l  hy  Cou^^^ 
ureine  immediate  consummation  of  the  merger  wore  the  ICC  th\l;'«Partmcni 
oPjusdcMhe  Railway  Labor  Executives  Association,  six  Eastern  states  and  the 
New  Haven  trustees." 

THE  CONDITIONS  OF  APPROVAL  IMPOSED  BY  THE  ICC 
The  Interstate  Commerce  Commission  attached  numerous  conditions  to 
its  ajp'ovrof  thi  Penn  Central  merger.  Viewing  tj- -f^^J,  [^j 
\-      •    ti^«  iQfin  fiQ  florndp  mauv  observers  evaluate  the  iUL/  s  loie  ah  pub&ivo. 

nfSpcared  to  b.  tl  protection  or  inclusion  oF  ot'.g-  ra^roa^s  ,n  the  tcrr- 
tories  involved,  and  such  ^vas  Us  approach  ni  tlio  Penn  Cmliai  case. 

INCLUSION  OF  OTHER  RAILROADS 

In  the  initial  proceedings,  New  Haven,  Erie-Lackawanna  Del™  and 

N&W  family  in  July  1968.  The  B&^  rejected         i^^^f  ,L  Bai 

and  one  year  later  went  into  reorgamzation  under  §  7/  of  the  Bankruptcy  Act 

revenues  ot  $2  1  million  m  the  S™g  ^'^^^^^^^^^  to 

'^t^^AZ^^^o;^.  .erse. 
x^Vt;ArW  n  railroad  onerating  70  miles  of  track  all  withm  iNe\\  Jers_e>, 
ISlb&U,  a  raiiroaa  optiiituig  •  ,  i  1962  It  was  incurring 

sought  inclusion  in  PC  by  Petition  filed  October  12   19b-^  i 

an  agreement,  but  nothing  further  has  transpired 

Penn' CS  l'r^g:rT'iv^ 

;ep-?i.?on  SrsLCluner.CT^^ 

"""x^'Haven  ha'd'be'cn'n'Lo^^^^^^^^^  since  early  1961.  At  the  PC 
hearing    ifd  d  L^ask  for  inSusion'ol  its  passenger  -rvice  and  prgented  no 

M f,^ll?aPCn^M  3^27\??.^'.\t  488.  534.  552, 889. 1062. 

»  mven  Situation  is  fully  reviewed  in  New  Haven  Inclusion  Cases.  399  U.S.  392  (1970). 

»'  Id.  at  842-70,  922-23. 
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not  onl}'  required  unlimited  inclusion  but  also  made  provisions  to  keep  NH 
alive  pending  inclusion.***  The  initial  decision  relied  on  the  Commission's 
contemporary  decision  authorizing  NH  to  discontinue  about  50  percent  of  its 
long  haul  passenger  schedules.  This  action,  the  Connnission  said,  was  oidy  the 
beginning  toward  sound  restructuring  of  NH.  In  fact,  New  Haven  did  not 
discontinue  the  trains  in  question  as  authorized  by  the  Commission. 

Tottering  on  the  edge  of  total  cessation  of  operations,  New  Haven  managed 
to  survive  until  inclusion.  The  dispute  finally  was  reduced  to  the  price  to  be  paid 
by  PC  for  the  NH  properties.  'J'he  inclusion  became  a  two-step  affair  when  on 
November  25,  1968,  under  prodding  of  the  reorganization  court,  the  ICC 
ordered  Penn  Central  to  take  over  the  New  Haven  ])roperties  by  January  1, 

1969.  *"  PC  took  over  December  31,  1968,  or  11  months  after  merger  of  PRR 
and  NYC.  The  net  railway  operating  deficit  of  the  New  Haven  in  1968  was 
$24.2  million. 

The  final  word  on  the  NH  price  came  from  the  Supreme  Court  on  June  29, 

1970,  eight  days  after  PC  had  filed  its  §  77  petition  for  reorganization. The 
ICC  had  set  a  price  of  $140.6  million  whicli  the  reorganization  court  increased 
by  $28.  9  million.  The  Supireme  Court  affirmed,  expressly'  leaving  open  the 
question  whether  the  financial  obligations  discussed  in  its  opinion  were  subject 
to  modification  in  or  because  of  the  PC  §  77  proceedings.®' 


PROTECTION  OF  OTHER  RAILROADS 


In  the  Penn  Central  proceedings,  the  ICC  imposed  numerous  conditions 
to  protect  competitive  railroads.  These  included  the  standard  DT&I  routing 
and  traffic  conditions  which  limit  the  merged  company's  ability  to  discriminate 
against  connecting  lines  with  respect  to  routes,  gateways,  schedules  and  the 
movement  of  trafnc.®^  It  approved  and  prescribed,  as  a  condition,  the  terms  of 
an  agreement  between  PRR,  P&LE  and  WM  relating  to  routes,  rates  and 
service  between  the  Eastern  seaboard  and  the  Midwest  tlirough  the  Pittsburgh 
gatewa}'.®^^  The  Commission  also  requned  PC  to  accept  an  agreement  between 
NYC,  N YS&W,  and  Seatrain  Lines,  a  water  common  carrier,  relating  to  certain 
rail-water  routes." 

Unique  protective  conditions,  never  before  used,  were  prescribed  for  the 
protection  of  EL,  D&H  and  B&M  pending  decision  on  their  petitions  for 
inclusion  in  Penn  Central  or  the  N&W  system.  These  provisions,  commonly 
called  the  Appendix  G  conditions,  were  designed  to  maintain  the  status  quo 
of  traffic  patterns  of  PRR,  NYC  and  the  three  protected  roads  and  to  set  up 
bases  on  which  PC  would  indenmify  the  protected  carriers  against  certain  rev- 
enue losses  after  the  PC  merger  and  pending  their  inclusion  in  PC  or  in  the  N&W 
system  where  they  preferred  to  be.  The  Appendix  G  conditions  were  extensively 
litigated.  The}'  evinced  the  Commission's  concern  for  protection  of  the  smaller 
lines  and  were  reviewed  in  the  Supreme  Court's  two  opinions  in  the  Penn  Central 
Merger  case. 

LABOR  PROTECTIVE  PROVISIONS 

The  Interstate  Conimerce  Act  makes  s])ecific  provision  for  the  protection 
of  emi)loyees  in\  olved  in  railroad  unifications.  The  opening  part  of  this  report 
summarizes  §§  5(2)(c)  and  (f)  of  the  Act  relating  to  labor  protection.  The  ICC 
recently  argued  that  the  "notwithstanding"  last  sentence  of  §  5(2)(f)  "  reheved 
it  of  au}'  dut}-  to  review  the  adequacy-  of  protective  provisions  contained  in  a 
collective  bargaining  agreement  and  that  they  were  not  accorded  protectioii 
by  an  ICC  order  approving  a  unification,  even"^ though  it  gave  its  authorization 
"subject  to  such  agreements."  In  the  recent  Nemitz  case,®"  the  Supreme. Court 

"Id.  at  524-26;  Pennsylvania  R.  Co.— Merger— New  York  Central  R.  Co.,  331  I.C.C.  643,  699-721  (1967)  (second 
supplemental  report). 

»  Pennsylvania  R.  Co.— .Merger— New  York  Centra!  R.  Co.,  334  I.C.C.  25  (1968)  (fourth  supplemental  report). 
"  New  Haven  Inclusion  Cases,  339  U.S.  392  (1970). 
Id.  at  398,  footnote. 

"  Initial  Penn  Central  decision,  327  I.C.C.  at  541,  564  65,  835-42,  1041;  Detroit,  T.  &  I.  R.  Co.,  275  I.C.C.  456  (1950). 
"  Initial  Penn  Central  decision,  327  I.C.C.  at  537,  563-64,  828-31,  938-39,  1041-42. 
•*  Id.  at  552,  831-32. 

•1  The  last  sentence  of  §  5(2)(f)  provides:  ".Votwithstanding  any  other  provisions  of  this  Act,  an  agreement  pertaining 
to  the  protection  of  the  interests  of  said  employees  may  hereafter  be  entered  into  by  any  carrier  or  carriers  by  railroad 
and  the  duly  authorized  representative  or  representatives  of  its  or  iheir  employees." 

"  Norfolk  &  Western  Ry.  Co.  v.  Nemitz,  82  S.  Ct.  185  (1971). 
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rejected  the  argument.  It  found  that  the  "notwithstanding"  proviso  provides 
the  machinery  for  a  ])remerger  collective  agreement  and  thus  supplies  the 
minimum  measure  of  fairness  required  under  §  5(2)(f). 

Under  ICA  labor  jiroWsions,  the  Commission  has  prescribed  several  types 
of  protective  conditions.  At  the  hearings,  ai)plicants  proposed  the  im])Osition 
of  modified  New  Orleans  contlitions.''^  In  their  initial  brief  filed  June  1,  1964, 
they  adhered  to  the  modified  New  Orleans  contlitions,  but  referred  to  the 
agreement  reached  by  NYC  and  various  unions  affiliated  with  the  Kail 

Labor  Plxecutives  Association  on  May  20,  19(54.  Applicants  l^elieved  that  the 
ag'reement  did  not  recpiive  the  Commission's  approval.  The  Commission  re- 
opened the  case  for  fuitlier  hearing  and  on  September  16,  1964,  heard  testi- 
mony concerning  the  lal)oi-  pi  otective  contract. 

By  the  time  of  the  Commission's  first  decision  of  April  7,  1966,  the  merger 
jjartners  were  willing  to  m.ake  th*^  terms  of  the  1964  labor  contract  available 
to  all  employees  required  to  be  protected  including  those  not  represented  by 
unions  signing  the  jirotective  agreement.®*  By  reason  of  the  last  sentence  of 
§5(2)(f),  the  Commission  found  that  it  could  make  no  requirement  for  the 
protection  of  employees  covered  by  that  agreement.  However,  stating  that  the 
benefits  of  the  protective  conditions  agreed  to  were  greater  than  any  theretofore 
required  of  any  §  5  applicant,  the  Commission  adopted  the  agreement  as  a 
condition  of  approval  and  required  Penn  Central  to  obtain  assents  to  the 
conditions  from  employees  not  represented  by  the  signatory  unions.®^  The 
Commission  later  characterized  the  agreement  as  "providing  for  emploj'ee 
benefits  far  in  excess  of  what  had  ever  been  required  by  this  Commission  and 
superior  to  benefits  available  in  industry  generally."  "° 

Opinions  differ  about  the  \\-isdom  of  the  Ma}-  20,  1964  agreement  and  its 
attrition  provisions.^'  Uniform  a])plication  of  its  provisions  to  all  emplo3'ees, 
improved  em])loyee  morale  and  flexibility  in  work  assigmnent  are  said  to  be 
valuable  advaiUages  of  the  agreement.  Furthermore,  applicants  estimated  the 
cost  of  protection  under  the  agreement  to  be  $78.2  million,  all  ])ayable  within 
eight  years  after  merger,  as  against  a  total  cost  of  $83.0  miUion  under  the 
modified  New  Orleans  conditions. 

I{EL.\TIOXSIIIP  TO  OTHER  RAILRO.VDS 

In  Subsections  (1)  and  (3)  ai)ove.  the  Connnission's  treatment  of  the  in- 
clusion and  protection  of  other  railroads  was  i-eviewed.  A  related  protective 
condition  ]irovided  for  a])plication  by  D&H  for  trackage  rights  over  Penn 
Central  between  Hagerstown,  Md.  and  Wilkes  Barre,  Pa.  These  rights  would 
give  D&H  a  direct  connection  to  the  X&W  s^-stem  and  make  possible  competi- 
tive service  to  and  from  the  South. 

Throughout  the  Eastern  merger  cases,  the  ICC  followed  the  case-by-case 
method  of  decision.  Occasionallv,  it  came  ujjon  a  troublesome  matter  growing 
out  of  this  a])])roach.  The  Lehigh  Valley  Railroad  operates  between  the  New 
York  City  area  and  the  Buffalo  gateway  tlirough  Scranton,  Pa.  It  was  controlled 
by  PRR  through  stock  ownershii)  and  dejiended  on  PRR  support  for  traffic. 
The  examiners  recognized  and  discussed  LV's  difficult  position,"^  and  the  initial 
ICC  decision  provided  for  negotiations  leading  to  LV's  inclusion  in  either  the 
C&O-B&O  or  the  N&W  system.'^  During  the  merger  hearings,  Penn  Central 
expressed  willingness  to  sell  its  interest  in  LV  to  C&O-B&O,  but  C&O  sho\ved 
no  inclination  to  discuss  the  matter.  The  Commission  in  its  initial  decision 
directed  Penn  Central  to  retain  its  interest  in  LV  and  to  render  such  support 
to  LV  as  the  Commission  might  determine;  and  if  LV  were  not  included  in 
C&O-B&O  or  N&W,  the  Commission  might  direct  its  inclusion  in  PC  if  found 
to  be  in  the  public  interest.  LV's  fortunes  depended  on  Penn  Central.  Accord- 
uigly.  it  is  presently  in  reorganization  under  §  ~~  <>f  ^be  Bankruptcy  Act. 


»'  New  Or.eans  Passenger  Terminal  Case,  282 1.C.C.  271  (1952). 
"  Initial  Penn  Central  decision,  327  I.C.C.  at  543. 
•»  Id.  at  544-45. 

Penn  Central  Merger  case  on  reconsideration,  3'28  I.C.C.  at  313. 
■'  Initial  Penn  Central  decision,  327  I.C.C.  at  544-45,  686-87. 
"  Id.  at  527,  924-25,  on  reconsideration,  328  I.C.C.  at  322-23. 
"  Id.  at  327  I.C.C.  at  940-42. 

Id.  at  544-55. 
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P^inally,  as  to  ICC  approval  coiidit ions,  flic  I*KK"s  stiatc<i:ic  position  in 
the  Eastern  railroad  structure  was  recognized.  To  fill  out  the  (livestiture  pro- 
gram, the  (Commission  recjuired  that,  except  as  jjrovided  in  the  NkW  Alerger 
case,  PC  dispose  of  any  interest  it  may  have  in  any  railroad  corporation  in  the 
C&O-B&O  and  N&W  systems  and  prohibited  the  a('(piisition  of  any  such 
interest  in  the  future." 

OTIIEK  CONDITIONS 

Several  conditions  of  a])proval  prescribed  by  tlie  (Commission  related  to 
the  i)rotection  of  rail  service  at  specific  (tities.  VC  is  recpiired  to  enter  into 
reciprocal  switcliing  arrangements  at  Pittsburgh  with  any  rail  carrier  desiring 
such  an  arrangement.^"  The  merged  comi)any  is  also  prohibited  from  adjusting 
schedules  or  service  or  otherwise  prejudicing  the  Port  of  Erie,  Pa." 

Finally,  several  cor])orate  and  reporting  matters  were  treated.  The  Com- 
mission directed  PC  to  simplify  its  complex  intercor])orate  structure  and  to 
submit  plans  relating  to  the  motor  carrier  operations  of  certain  subsidiaries.'* 

Merger  Meant  Consolidation 

On  the  whole  the  Penns3-lvania  Railroad  was  larger  than  the  New  York 
Central.  In  1963  when  evidence  was  supplied  for  the  hearings  of  the  Interstate 
Commerce  Commission,  the  Pennsylvania  Railroad  had  62,905  employees 
while  the  New  York  Central  had  4<S,527;  its  railway  operating  revenue  was 
$840,111,654  and  assets  were  $2.3  billion  to  the  New  York  Central's  figures  of 
$623,332,762  and  $1.8  billion.  But  in  other  measures  of  size  the  two  railroads 
were  equal.  The  Peiiiisyl\ ania  Railroad  had  9,7()()  miles  of  track  while  the  New 
York  Central  had  9,9:^7.  Fi-om  considerations  of  size  the  mer^jer  would  be  one 
between  more  or  less  equal  partners.  The  two  railroads  were  of  sufficiently 
comparable  size  that  one  would  not  clearly  dominate  the  other. 

The  geographical  territory  now  served  by  the  Penn  Central  is  roughly  the 
Northeast  quarter  of  the  United  States.  The  bulk  of  its  operations  are  bounded 
on  the  south  by  a  line  running  from  St.  Louis  to  Baltimore  and  on  the  west  by 
a  line  running  from  St.  Louis  to  Chicago.  The  Great  Lakes  form  its  northern 
boundary  from  Chicago  to  Buffalo;  a  line  from  Buffalo  to  Boston  (broken  by  a 
principal  route  north  to  Montreal)  completes  its  northern  boundary.  About 
half  of  the  Nations  population  lives  in  the  territory  and  55  percent  of  its  man- 
ufacturing ])lan»-s  ai'e  located  there. 

The  territory  served  today  bv  the  Penn  Central  was  largely  the  same 
territory  served  by  both  the  New  York  Central  and  the  Pennsylvania  Railroad 
prior  to  the  merger.  To  be  sure,  the  Pennsylvania  Railroad  had  eastern  Penn- 
sylvania, New  Jersey,  Delaware  and  Maryland  free  from  the  competition  of 
New  York  Central  lines.  The  New  York  Central  was  similarly  free  of  the 
Pennsylvania  Railroad  in  Massachusetts,  eastern  and  upstate  New  York.  Both 
railroads  served  the  major  cities  of  New  York,  Chicago,  Detroit  (although  the 
Pennsylvania's  representation  there  was  small),  Cleveland,  St.  Louis,  Indian- 
apolis, Cincinnati,  and  Buffalo. 

West  of  the  AUeghenies  the  routes  of  the  two  roads  largely  ])aralleled  or 
duplicated  each  other.  Both  had  a  tangled  network  covering  Indiana  and 
Ohio.  However,  there  was  an  important  difference  in  their  main  lines  for  east- 
west  traflSc.  The  New  York  Central  funneled  its  traffic  along  the  water-level 
route  from  Albany  to  Cleveland.  From  Cleveland  main  lines  ran  southwest  to 
Si:.  Louis  and  northwest  to  Chicago.  Another  important  line  connected  Detroit 
with  Columbus.  The  water-level  route  offered  the  advantage  of  gentle  grade 
and  curves. 

The  Pennsylvania  was  forced  to  go  over  the  more  severe  grades  and 
curves  through  the  AUeghenies  on  its  principal  route  from  Pittsburgh  to 
Philadelphia.  The  rest  of  its  i)rincipal  route  ran  from  Philadelphia  north  to 
New  York  and  South  to  Washington,  D.C.  At  the  other  end,  major  lines  ran 
from  Pittsburgh  west  to  Chicago  and  southwest  to  St.  Louis. 


"  Id.  at  553-54. 

Id.  at  547,  .'554,  039. 
"  Id.  at  547,  555,  945. 

Id.  at  651. 
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The  ti  atlir  carried  by  the  two  roads  was  similar.  In  1903,  89  percent  of  the 
total  tonna<r('  of  each  road  w  as  coniijoscd  of  the  products  of  mines  and  manu- 
factures and  miscellaneous  commodities.  Products  of  mines  produced  29  per- 
cent of  the  Pennsylvania  s  revenues  and  27  percent  of  the  New  York  Centrals; 
manufactures  and  miscellaneous  commodities  produced  T);")  percent  for  each.  Ag- 
riculture raiiked  third  for  both  roads.  These  patterns  had  remained  constant 
durino;  the  preceding:  decade.  Althouirh  there  were  ditl'erences  in  patterns  with- 
in the^ffoneral  <riou})in![rs,  the  two  railroads  relied  largely  on  the  same  type  of 
traffic.  Thus,  thei  r  operations  faced  similai-  demands. 

The  identity  of  iieoffraphic  territory.  ])arallel  route  sti'ucture  and  similarity 
of  size  and  traffic  patterns  meant  that  the  benefits  of  merger  had  to  come  from 
consolidation  of  duplicatina:  operations.  The  New^  York  Central  and  Pennsyl- 
vania Railroads  brousht  roughly  the  same  things  to  the  merger.  Neither  could 
offer  the  other  any  particular  advantages  in  terms  of  complementary  seasonal 
peaks  in  traffic,  new  territory,  or  complementary  route  structure.  The  singular 
benefit  of  the  merger  was  the  opportunity  to  consolidate  much  of  their  east-west 
traffic  over  New  York  Central's  water-level  route.  Although  slightly  longer  m 
some  cases  then  the  PennsA-lvania's  route,  it  permitted  bypassing  the  Alle- 
ghenies'  mountainous  grades  and  curves.  Princii)ally,  the  merger  would  permit 
elimination  of  duplicating  operations  and  facilities  and  would  allow  consolicla- 
dation  of  traffic  into  higher  density  patterns  that  could  be  handled  more  etti- 
cientty  by  the  railroad. 

What  Consolidation  Involved 

Geography,  size  and  traffic  combined  to  require  that  the  New  York  Central- 
Pennsylvania  Railroad  merger  be  a  consolidation  of  facilities  and  operations 
and  this  was,  in  fact,  the  ground  upon  w^hich  the  merger  was  justified  and  merger 
savings  predicated.  To  understand  the  effect  on  the  merged  companies  of  their 
manifold  dillerences  in  character— history,  point  of  view,  procedures  and 
policy— one  must  examine  what  was  involved  in  bringing  about  a  consolidation. 

First,  as  a  matter  of  terminology,  let  us  use  "merger"  to  indicate  legal^and 
financial  aspects  of  the  combination  of  the  railroads  and  "consohdation  to 
indicate  the  organizational  aspects.  Thus,  the  merger  was  made  when  corporate 
officials  signed' the  necessary  papers  on  February  1,  1968.  Consohdation,  on  the 
other  hand,  involved  reorganization  of  employees  into  new  work  patterns;  it 
also  involved  a  change  in  the  physical  flow  of  traffic  over  the  rails.  Consolidation 
required  people  to  perform  their  functions  diflTerently  or  to  i^erform  new  tunc- 
tions  difterentlv  or  to  ])erform  new  functions.  Merger  need  not  require  such 
changes.  For  example,  the  C&O  and  B&O  merged,  but  they  did  not  consolidate 
to  any  great  extent;  bv  and  large,  they  w^ere  operated  as  before  the  merger. 

Not  so  with  the  Penn  Central.  It  was  contemplated  to  be  a  complete  con- 
solidation of  the  two  predecessor  companies.  Main  line  traffic  was  to  be  rerouted 
in  order  to  achieve  a  pattern  of  maximum  concentration  of  freight  for  the  great- 
est distances  over  the  New  York  Central's  routes.  Traffic  over  the  lines  of  the 
former  Pennsylvania  Railroad  was  to  substantially  decrease.  The  degree  ot  con- 
sohdation is  indicated  by  the  magnitude  of  traffic  rerouting— it  was  estimated 
during  the  merger  hearings  that  train-miles  over  the  Pennsylvania  s  routes 
woukf  decrease  bv  one-third.'**  . 

This  amount  of  traffic  rerouting  required  substantial  addition  to  tne 
capacity  of  certain  terminal  facilities;  in  fact,  the  hearing  examiners  believed 
that  construction  of  a  yard  at  Selkirk  was  "the  single  most  si^^ifi/^^t  change 
in  terminal  operations''  and  "the  key  to  the  merger  program  InevitablA  ,  a 
substantial  relocation  of  employees  would  be  required  to  handle  the  new  tramc 
patterns  Saunders  was  proud  of  the  labor  agreement  he  had  negotiated,  because 
while  it  might  have  been  expensive  in  terms  of  employee  protection,  it  permitted 
the  railroad  to  relocate  employees.  , 

In  the  actual  process  of  consolidation  the  Penn  Central  attenapted  where 
possible  to  mingle  former  New  York  Central  and  Pennsylvania  Railroad 

™  Interstate  Commerce  Commission,  Finance  Docket  No.  21989,  Penn  Central  Merger,  Hearing 
Examiners'  Report  p.  118  (1965). 
Id.  at  p.  122. 
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employees.  They  were  placed  sule-by-side  and  frequently  superior-subordinate 
relationships  were  arranged  so  thai  an  employee  of  one  railroad  rejjorted  to 
someone  from  the  other  railroad.  Officers  were  similarly  mi.xcd  in  the  e.xecutive 
suites,  although  there  was  some  complaint  that  the  Pennsylvania  Railroad 
people  got  most  of  the  higher  ])ositions. 

To  bring  about  the  complete  consolidation  envisioned  by  the  Penn  Central 
a  number  of  tasks  had  to  be  accom|)lished.  Phj^sical  facilities  had  to  be  con- 
structed to  handle  the  rerouted  traffic.  A  single  set  of  o])erating  procedures  had 
to  be  devised  aiul  then  taught  to  em])loyees.  Paperwork  procedures  for  car 
control — routings  and  destinations — and  for  billing  custonuTs  had  to  be  adopted 
and  put  into  consistent  use  throughout  the  system.  Uniform  comi)uter  and 
accounting  systems  had  to  be  chosen  and  existing  systems  accordingly  altered. 
Equally  as  important,  a  new  organizational  structure  had  to  be  develoi)ed  so 
that  superior-subordinate  relationships  could  be  developed  and  stable  chain 
of  command  established.  Decision-making  authority  had  to  be  settled  on 
appropriate  officers. 

It  appears  evident,  at  least  upon  hindsight,  that  consolidation  was  a 
complicated  process  that  would  require  much  tune  and  effort  to  achieve.  The 
New  York  Central  and  Pennsylvania  pointed  toward  a  "Merger-day"  on  which 
the  merger  could  be  finally  consummated  as  if  the  new  Penn  Central  could  at 
once  begin  to  operate  according  to  its  ultimate  design.  Little  thought  was  ap- 
parently given  to  the  difficult  process  of  forging  one  company  from  the  pieces 
of  its  i)redecessors. 

Although  it  was  acknowledged  prior  to  merger  that  the  full  amount  of 
merger  savings  would  not  be  available  for  eight  years,  the  basis  for  this  delay 
was  usually  attributed  to  the  costs  of  plant  construction  and  labor  protection. 
Costs  resulting  from  the  process  of  consolidation  were  not  expected. 

Preparation  and  Execution  of  the  Merger 

This  section  describes,  in  broad  outline,  how  PRR  aiul  NYC  prepared  for 
the  unificatioii  of  their  ])ro])erties,  nuuiagements  and  ojjerations  u])on  merger 
and  how  the  merged  com])any  executed  the  ])lans. 

The  premerger  planning  was  prepared  in  two  main  stages.  At  the  time  of 
the  first  negotiations  in  the  late  l!)r)()"s,  the  companies  joijitly  and  separately 
reviewed  their  operations  and  were  in  the  course  of  completing  a  basic  plan  of 
merger.  Upon  resumption  of  negotiations  in  late  1961,  this  work  was  refined 
into  the  proposed  routing  and  operational  plan  presented  to  the  ICC  and 
described  at  length  in  its  initial  April  (!,  V.H'Ay  report.'"  That  plan  covered  the 
rerouting  of  traflic  with  detailed  routes  from  and  to  major  i)oints  and  areas, 
clianges  in  terminal  operations,  passenger  terminal  operations,  ajid  the  coordi- 
nation and  elimination  of  maintenance  facilities. 

This  ]ilanning,  devoted  primarily  to  definition  of  plant  design,  did  not  spell 
out  the  steps  or  processes  necessary  to  move  from  two  separate  roads  to  one 
unified  railroad. 

After  determining  traffic  routing,  the  capacity  of  track  and  terminals  neces- 
sary to  handle  the  expected  traffic  was  determined.  This  was  the  only  kind  of 
information  relating  to  implementation  of  the  merger  that  was  jjresented  to  the 
Interstate  Commerce  Conuuission  in  its  hearings.  The  Commission  did  not 
question  the  railroads  further  about  their  i)lans,  apparently  assuming  this  to  be 
an  area  for  managerial  discretion  and  that  the  company's  interest  in  survival 
and  profit  would  insure  appro])riate  execution. 

For  exam])le,  a  question  was  raised  by  the  State  of  Pennsylvania  about  the 
location  of  the  corporate  headquarters.  The  hearing  examiners  dismissed  the 
St:ate's  request  that  the  Penn  Central  headquarters  be  located  in  Philadelphia 
with  the  observation  that  the  interests  of  New  York  and  Philadelphia  in  ob- 
taining the  headquarters  balanced  each  other  and  that  this  was  a  matter  for  the 
company  to  decide.  At  another  ]ioint  the  examiners  noted  a  proposal  to  reduce 
the  number  of  operating  regions  from  14  to  10  but  concluded  without  discussion 
that  the  board  of  the  new  corporation  would  make  the  final  decision  on  the 
matter. 


"  Initial  Penn  Central  decision,  327  I.C.C.  at  654-73,  1018-24. 
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Committees  composed  of  representatives  of  the  two  railroads  continued  to 
meet  throughout  the  legal  j^roceedings  on  the  merger  to  plan  for  the  eventual 
merger.  It  appears  that  the  substantive  contribution  of  such  committees  was 
to  identify  important  areas  of  decision,  describe  the  apj^roaches  of  the  two 
railroads  to  the  issues,  and  propose  approaches  for  the  new  railroad.  Decisions 
were  made  only  where  there  was  a  consensus  on  the  recommendation.  If  a 
consensus  could  not  be  developed,  decision  was  deferred.  ..  , 

After  the  presentation  of  evidence  to  the  Commission,  additional  studies 
were  made  and  resulted  first  in  the  Interim  Plan  and  finally  in  the  detailed 
Master  Operating  Plan.  The  Master  Plan  is  said  to  have  been  completed  after 
many  months  of  effort  on  the  part  of  the  best  informed  people  of  both  roads. »° 
The  companies  used  a  somewhat  formalized  ])laiming  organization  giuded  by  a 
system  coordinator  for  each  railroad  and  staft'ed  by  36  rei^resentatives  of  18 
departments.  Aided  bv  the  rei)eated  i)ostponements  of  Merger  Day,  the 
organization  refined  the  Master  Plan  and  had  it  in  form  for  distribution  to  the 
regional  managers  of  the  merged  com])any. 

Apparently  at  all  stages,  outside  management  consultants  were  extensively 
used  to  provide  overall  guidance  and  to  prepare  the  organization  and  i)rocedures 
of  the  merged  comjiany.  One  consultant  was  said  to  have  had  broad  experience 
gained  from  work  in  mergers  in  a  wide  range  of  industries  and  situations. 

In  its  initial  decision,  the  ICC  ruled  on  a  petition  for  reopening  the  pro- 
ceeding on  the  ground  of  newly  discovered  evidence,  specifically,  a  Deceniber 
1965  speech  bv  PRR  Chairman  Saunders  which  referred  to  operating  plans 
said  to  be  different  from  those  about  which  testimony  was  given  at  the  hearings. 
Denying  the  i)etition,  the  Commission  indicated  that  it,  Hke  the  examiners, 
did  not  expect  the  merger  plan  to  be  carried  out  in  all  its  details  as  proposed 
at  the  hearings.*'  ,      ,  • 

In  addition  to  developing  the  Master  Operating  Plan,  the  planning  orga- 
nization facilitated  communication  between  the  de]mrtments  of  the  two 
companies.  No  formal  record  is  readily  available  of  the  extent  to  which  the 
departments  had  reached  agreements  or  resolved  differences  relating  to  their 
postmerger  organization,  policies  and  ])rocedures.®^ 

Differences,  however,  were  exi)licitly  acute  in  at  least  two  areas  of  major 
importance.  The  two  com]ianies  did  not  follow  similar  systems  of  budgeting 
and  cost  control,  and  their  ai)proaches  to  marketing  were  known  to  spring 
from  different  philosophies.  And  while  numerous  steps  were  taken  to  unify 
operations  or  functions  and  to  carry  out  cai)ital  projects  related  to  the  unihed 
service,  the  divergent  fiscal  policies  were  not  rationalized,  and  the  sales  and 
marketing  departments  continued  their  intense  competitive  rivalry  and  different 
methods  to  the  day  of  merger.  _ 

Perhaps  most  imi)ortant  to  understanding  the  inefficiency  ot  ])re-merger 
planning  is  that  no  decision-making  authority  was  created  until  the  merger 
was  consummated.  There  were  two  more-or-less  equal  companies  involved 
in  the  planning  until  the  merger  papers  were  signed.  Neither  could  be  forced 
to  accept  something  it  did  not  want.  There  was  no  strong  man  or  group  dom- 
inating both  companies  who  could  make  consistent  decisions  for  both  railroads 
prior  to  the  merger.  What  could  not  be  mutually  agreed  upon  had  to  await 
resolution  bv  the  board  of  the  new  company. 

It  is  not  clear  that  much  attention  was  given  by  top  officers  to  tfie  steps 
necessarv  to  make  the  merger  work.  Saunders  apparently  devoted  his  efforts  to 
the  legaf,  ])olitical  and  publications  matters  required  to  secure  approval  tor  the 
merger.  He  left  matters  of  operations  to  his  subordiiuite  officers.  Perlman,  on 
the  other  hand,  devoted  his  efi^orts  to  building  u])  the  strength  of  New  1  ork 
Central  as  an  indivitlual  railroad. 

To  the  top  officers,  the  most  important  issue  was  probably  to  keep  strong 
differences  between  the  railroads  from  reaching  the  public  m  order  not  to 

^  See  memorandum  from  David  E.  Smucker  to  Stuart  T.  Saunders,  November  13,  1969,  Appendix  D, 
i:.\liihit  <1.T.  p.  "04. 

throuBh  the  principal  morppr  coordinators  (Cole  and  Kattau).  The  fuiancial  departments  ""'™^te'>  arrived  at  a^^ 
accommodatiL:  in  the  final  organization  chart,  the  financial  work  appears  ""<lt[n  Z  fZ'l? Wa Iter  R  S^^^ 
financing  under  David  C.  Bevan  (PRR)  reporting  to  Chairman  Saunders  and  accounting  under  Walter  R.  Oram  (N  i  ^; 
reporting  to  President  Perlman. 
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disturb  public  opinion  and  jeoi)ardize  final  approval  of  the  merger.  Thus,  they 
could  be  expected  to  avoid  discussion  (and  resolution)  of  divisive  issues 

No  evidence  has  been  found  that  PRK  and  NVC  considered  in  <lei)lh  a 
corporate  merger  on  merger  day  and  a  phvsical  consolidation  of  facilities  and 
personnel  at  a  later  time.  PUR  executives  ap])care(l  to  have  a  .sense  of  urgency 
about  the  necessity  for  integrating  o])erations  as  ])romi)tly  as  possible  after 
authorization,  but  NYC  counter|)arts  often  centered  on  long-range  studies  In 
any  case,  the  Master  0])erating  Plan  was  develoi)ed,  refined  and  ai)peared  to 
be  ready  on  Merger  Day  for  immediate  and  comprehensive  use. 

A  short  time  before  Merger  Day,  the  two  chief  executive  officers,  Saunders 
and  Perlman,  met  and  selected  personnel  from  the  companies  for  the  upper 
leve  s  ot  Penn  Central  management.  As  agreed  by  the  two  i)artners,  Saunders 
would  be  PC  s  chairman  and  chief  executive  oflficer,  and  Perlman  its  president 
and  chief  administrative  ofllcer,  upon  merger.  Of  the  departments  selected  to 
report  to  the  president,  three  of  major  importance  (operations,  sales/marketing 
and  personnel)  were  headed  by  former  PRR  men,  and  three  NYC  executives 
were  in  charge  of  accounting,  industrial  development/real  estate,  and  pur- 
chases/materials. Four  NYC  men  also  reported  to  the  president  for  departments 
handhng  various  research,  systems  development  and  management  planning 
tunclions  and  miscellaneous  services.  Directly  mider  Chairman  Saunders  were 
the  hnance  dejjartment,  the  secretary's  office,  the  legal  department,  and  public 
rehUions,  all  headed  by  former  PRR  personnel.  Iti  the  second  and  third  level 
stall  positions  were  persons  from  both  companies,  about  equal  in  number 
overall,  but  not  evenly  distributed  among  departments.  For  example  in  the 
operating  department,  under  the  executive  vice  president  reporting  to  the 
president  were  seven  former  NY'C  and  three  former  PRR  oflScers. 

What  Was  Left  Undone  on  Merger  Day 

On  January  15,  1968,  a  decision  came  down  from  the  Supreme  Court  clear- 
TF.u  ^'"""^  Central  to  merge  with  the  Pennsylvania  Railroad 

At  that  point  consolidation  could  begin  in  earnest.  The  fundamental  decision 
about  traffic  routing  had  been  made;  the  key  terminals,  yard  and  connection 
work  had  been  identified.  It  now  remained  to  implement  those  plans.  This  was 
no  small  task  as  the  record  of  activity  for  the  following  two  years  indicates  -  10 
classification  yards  were  built  or  enlarged;  35  key  terminals  were  consolidated  (a 
total  ol  51  treight  stations  and  terminals  consolidated  in  1968  and  54  in  1969)- 
tour  yards  were  eliminated  in  1968  and  two  in  1969;  and  numerous  rail  connec- 
tions made. 

The  Penn  Central's  own  records  show  that  it  made  a  cash  outlay  of  $90  2 
million  for  capital  improvements,  $64.6  million  for  labor  protection,  $18  6 
million  tor  the  purchase  of  homes,  training  and  excess  overtime,  $15.0  million 
m  e.xcess  per  diem  and  $16.7  million  in  lost  income  (due  to  diversion  of  $33  4 
million  m  revenue  traffic). Totaling  $205.1  million,  this  sum  provides'a 
monetary  measurement  of  the  magnitude  of  the  consolidation  process  in  the 
first  23  months  of  Penn  Central's  short  life.^*" 

The  Penn  Central  recorded  merger  savings  of  $73.9  million,  $9.6  million 
o  which  were  related  to  incorporation  of  the  New  Haven.  Thus,  consolidation 
ot  the  New  York  Central  and  the  Pennsylvania  Railroad  produced  a  net 
sa^^ngs  of  $64.3  million  so  that  the  first  23  months  of  operation  required  a  net 
cash  outlay  of  $140.8  million.  4  net 

DECISION  To  Rush  Consolidation 

In  a  memo  on  November  8,  1967  to  Saunders,  Financial  Officer  David  C 
fir.^'f  Pennsylvania  Railroad's  desperately  declining  cash  position 

(expected  to  go  to  zero  witlnn  2  months)  and  stated  the  inescajjable  need  to  sell 
about  $72  million  m  debt  securities.  To  do  this,  the  Pennsylvania  would  be 

of  EnToX'«;?,*;.S?4TM:^rch'^sT^^^^^  Inve..tigation.  Brief  of  Bureau 

s.vstem  bur5o';U1?eflecT"hnnt"'[n^,h;^  inMn  of  the  New  Haven  in  the  Penn  Central 

renect  cnanges  in  plant  and  organization  stemming  from  the  planned  consolidation. 
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forced  to  obtain  agreement  from  the  New  York  Central  to  raise  the  debt  Umits 
set  in  the  merger  agreement.^^ 

Thus,  when  the  final  decision  came  down  from  the  Supreme  Court  on 
January  15,  1968  permitting  the  merger,  the  Pennsylvania  Railroad  rushed 
ahead, 'its  enthusiasm  spurred  by  knowledge  that  it  would  run  out  of  cash  if 
left  on  its  own.  Although  the  situation  at  the  New  York  Central  is  not  set 
out  as  explicitly  in  the  records,  it  was  doubtless  only  slightly  less  anxious. 
The  New  York  Central  was  also  very  short  of  cash. 

The  New  York  Central  and  the  Pennsylvania  Railroad  foimd  themselves 
no  stronger  in  union  than  in  inde])endence.  Immediate  action  had  to  be  taken 
to  keep  the  Penn  Central  afloat.  Since  toj)  management  believed  the  decade  of 
rhetoric  that  vast  sa^nngs  would  occur  upon  the  consolidation  of  the  two  rail- 
roads, a  crash  program  was  undertaken  to  achieve  those  savings  as  soon  as 
possible.  The  course  was  to  consolidate  the  two  railroads  at  once. 

Several  months  after  bankruptcy,  Perlman  testified  to  the  Senate  Com- 
merce Committee  with  obvious  \)Tide  that  jihysical  work  originally  scheduled 
for  completion  in  five  vears  has  been  done  in  two  years."«  Apparently,  most  of 
the  merger  start-up  capital  costs  were  expended  in  1968  and  1969  rather  than 
prorated  over  the  longer  period.  Perlman  regarded  this  as  a  tremendous 

achievement.  ,    ,    ,       ,  i  j  ^  j  r. 

The  computer  svstems  of  the  two  roads  had  to  be  consolidated  alter 
consummation  of  the  merger.  The  better  system  was  not  necessarily  chosen 
because  speed  was  verv  clearlv  the  primary  criterion  for  the  process.^^ 

Not  only  in  the"^  computer  area,  but  throughout  the  entire  railroad  it 
appears  that'speed  was  the  primary  criterion  and  the  overriding  goal  in  the 
consolidation  process.  ,    .  i  i  i 

Although  savings  were  produced  by  the  consolidation,  speed  had  its  costs. 
In  the  hearings  Senator  Hartke  inquired  of  Perlman: 

After  the  merger  occurred,  did  the  expectations  which  you  had 

anticipated  in  regard  to  increased  efficiency  and  better  service,  did  they 

occur? 

Mr.  Perliian.  Xo,  sir,  not  the  first  2  years  and  I  didn't  expect  them 
to  occur  then.  . 

When  we  rebuilt  the  yard,  say  at  Albany  before  merger,  put  m  the 
new  electronic  yard,  we  had  to  throw  everything  over  to  the  Syracuse 
yard.  Just  that  one  thing  disrupted  the  New  York  Central  service  for 
6  months.  , 

Now  you  take  changing  ser\'ice  at  35  yards  within  1  year  and  you 

have  got  a  heck  of  a  mess.** 

Mr.  Perlman's  testimonv  revealed  clearly  his  belief  that  service  deteriora- 
tion was  a  necessarv  bv-product  of  the  consolidation  process  and  that  the  faster 
the  consolidation  could  be  accomplished,  the  faster  service  could  be  restored 
to  acceptable  levels.  He  noted,  in  fact,  that  shippers  were  very  happy  with  the 
service  bv  the  following  spring  (1969).*^  He  did  not  indicate  that  any  con- 
sideration had  been  given  to  strategies  designed  to  minimize  service  deterioration 
during  consolidation.  .      i  • 

He  was  concerned  onlv  that  it  was  done  quickly.  WTiether  his  concern 
arose  from  the  financial  weakness  of  the  railroad  or  from  a  personal  belief  that 
sharp  pain  quicklv  over  is  preferable  to  a  prolonged  dull  ache  is  not  known 
In  either  case,  the  direction  given  to  consolidation  of  the  Penn  Central  would 
be  the  same.  ,       ,  . 

PRR  and  NYC  formallv  merged  on  February  1 , 1968.  matever  the  extent, 
merits  or  depths  of  the  planning  for  merger,  whatever  the  bright  prospects  of 
great  economies  envisioned  bv  combining  the  two  carriers  operating  many  miles 
of  parallel  railroad  and  serving  mauA-  common  points,  Penn  Central  s  manage- 
ment found  it  impossible  to  merge  the  properties,  pro\nde  reasonably  good 

«  Memo  from  Bevan  to  Saunders.  November  S.  1967  Appendix  D.  Exhibit  36  l)^  558^  session 
so  Hearings  before  Senate  Committee  on  Commerce,  Failing  Railroads,  91st  Congiess,,  .id  bession, 
Serial  No.  91-^90.  Part^^^^^^^        Commission,  Docket  No.  35291.  Penn  Central  InvestlgaUon.  Verified 

^'"^ts'jiea rings  before  Senate  Commerce  Committee,  cited  supra,  note  82''  at  391-2. 
«"  Id.  at  393. 
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service  and  maintain  a  solvent  operation.  In  broad  and  brief  outline,  the  sad 
course  of  events  went  as  follows: 

Upon  merger,  Penn  Central  expedited  its  plans  in  some  respects  and  post- 
poned them  in  others.  The  objective  appeannl  to  be  the  achievement  of  econ- 
omies as  rapidly  as  possible.  In  labor  relations,  by  November  196S,  PC  had 
implemented  the  1964  basic;  protective  contract  by  making  agreements  with 
unions  representing  86  percent  of  its  union  employees.  Accordingly  it  j)roceede(l 
\vith  the  relocation  of  personnel,  made  consolidations  of  facilities  with  reduc- 
tion of  the  \york  force,  and  terminated  employment  under  the  interim  pensions 
and  separation  allowances  provided  by  the  labor  contract.  The  actual  cost  of 
the  labor  protective  agreement  greatly  exceeded  estimates.  One  must  con- 
clude that  management  must  have  decided  to  follow  a  greatly  accelerated 
program  to  achieve  economics,  badly  estimated  the  cost,  or  misused  the  con- 
tract arrangements  bv  improvident  transfers  and  separations. 

Merger  of  the  PllR-NYC  physical  operations  utterly  failed.  The  service 
became  so  unacceptable  to  shi])pers  and  connecting  lines  that  much  traffic  was 
lost  or  was  routed  around  PC  over  competitive  railroads.  The  causes  of  the 
operational  collapse  were  many,  some  of  them  controversial.  One  general  hy- 
pothesis summarizing  them  reflects  the  seemingly  insujjerable  difficulties  attend- 
mg  the  abortive  attempt  to  unify  the  operations.  But  first  this  comment:  dis- 
cussnig  the  claim  that  the  combined  properties  would  result  in  an  unwieldy 
company  difficult  to  manage  efficiently.  Chairman  Symes  in  his  merger  testi- 
mony i)ointed  out  that  the  merged  company  would  "not  be  as  large  in  many 
res])ects  as  PRR  alone  at  various  times  in  the  ])ast  and,  in  some  instances,  not 
as  large  as  NYC  alone.  The  measures  cited  include  number  of  emi)lo3^ees,  equip- 
ment owned,  locomotive  units  owned,  revenue  passengers  handled,  revenue  ton 
miles,  and  total  train  miles. 

One  hypothesis  explaining  the  o])erational  collapse  can  be  sim])lv  stated. 
Despite  extensive  planning,  incom])atible  partners  not  trulv  recei)tive  to  the 
merger  were  not  reiuly  either  to  merge  or  to  carry  out  the  plans;  and  because  of 
inadequate  execution,  instant  merger  created  and  compounded  operating 
problems  and  idtimately  led  to  chaos. 

After  the  bankruptcy  and  after  the  ensuing  congressional  and  public  uproar, 
the  ICC  instituted  a  formal  investigation  of  the  Penn  Central  collapse  and 
directed  its  Bureau  of  Enforcement  to  participate  in  the  proceeding.  In  its 
presentation,  the  Bureau  reviewed  and  analyzed  the  postmerger  operations  of 
Penn  Central.""  It  first  pointed  to  the  con«xestion  at  key  terminals  and  yards  ni 
the  immediate  postmerger  period.  One  cause  of  congestion  was  that  ill-prepared 
clerical  forces  were  unable  to  execute  the  classification  and  routing  of  the  com- 
bined traffic  in  fulfillment  of  the  basic  operating  plan  or  anv  other  plan.  Clerical 
error  separated  cars  from  then-  billing,  and  the  no-bill  cars  intensified  the  con- 
S^^ti^n.  Massive  problems  of  communications  appeared;  the  incompatibility  of 
the  PRR  and  NYC  con.puterized  svstems  for  car  location  and  movement 
information  was  not  solved  until  June  1968,  although  the  problem  was 
recognized  well  in  advance  of  the  merger.  Shortages  of  locomotive  power  seri- 
ously delayed  tram  movements.  The  disru])ted  and  disorganized  operations 
aggravated  an  insufficient  supply  of  boxcars,  hopi)ers,  gondolas  and  other 
freight  cars.  The  handling  of  traffic  interchanged  with  connecting  lines,  the 
Bureau  asserted,  was  fraught  with  confusion,  and  the  confusion  obtained  at 
both  the  eastern  and  western  connections  of  Penn  Central. 

The  Master  Operating  Plan  prepared  bv  the  planning  committee  was 
ready  for  use  on  Merger  Day.  To  what  extent  the  partners  were  committed 
to  its  use  IS  not  now  easily  ascertained,  but  the  plan  must  have  had  the  ap- 
proval of  both  parties.  Each  was  equallv  represented  on  the  committee,  and 
each  had  at  least  the  right  of  dissent.  No  record  of  dissent  had  been  found 
othei  than  the  fact  that  immediateh  following  merger  the  Master  Operating 
Plan  was  marked  "preliminary",  was  not  used  and  was  not  resurrected  until 
about  October  1969.«i  To  wluit  extent  this  Plan  was  followed  or  tried  is  not 
definitely  known. 

of  EnforceS''(MaTcT8^^^^^  investigation.  Brief  of  Bureau 

rpMnn^^rmin^f  '^'^^"'^  October  U,  1909,  from  K.  G.  Flanner.v.  Vice  President— Operations,  to  tlie 
6S  p  716      ^      concerning  "Master  Operating  Plan  Progress  and  Appraisal",  Appendix  D.  Exhibit 


540 


The  confusion  generated  by  the  operating  difficulties  was  intensified  by 
the  virtual  breakdowTi  of  procedures  for  the  billing  and  collecting  of  freight 
charges.  MilUons  of  dollars  due  Penn  Central  were  not  seasonably  coUected. 
Cash,  inadequate  as  it  was  on  Merger  Day,  was  further  and  rapidly  depleted. 

Quite  clearly,  the  labor  protective  agreement  (at  least  as  impleniented)  and 
the  inclusion  of  the  New  Haven  proved  improvident.  They  may  indeed  have 
been  the  price  for  securing  approval  of  the  merger,  but  the  costs  of  labor  protec- 
tion and  the  New  Haven  inclusion  were  major  factors  m  the  financial  collapse 

of  the  company.  -.i.     •    t  i  in-rn 

In  his  testimony  before  the  Senate  Commerce  Committee  in  July  197U, 
former  Chairman  Saunders  of  Penn  Central  enumerated  some  of  the  reasons 
whv  Penn  Central  was  forced  into  reorganization  under  §77  of  the  bank- 
ruptcy Act  ("the  factors  that  really  broke  our  back").'^  He  referred  to  the 
inflation-caused  spu-alling  cost  of  operating  the  raihoad  (the  increase  in  1969 
being  $100  million  for  Penn  Central),  the  inadequacy  of  revenues  because  of 
recession  and  the  time  lag  in  getting  freight  rate  increases,  the  huge  dehcit 
from  passenger  operations,  the  heavy  merger  startup  costs  amounting  to 
$193  million  after  taking  into  account  $74  million  in  merger  savings,  inadequate 
divisions  of  revenues  ^^dth  Southern  and  Western  railroads  on  mterterritorial 
traffic   and  the  inclusion  of  the  New  Haven  in  the  merged  Penn  Central. 
These  problems,  he  said,  presented  conditions  which  were  unmanageable 
and  made  it  impossible  to  operate  the  railroad  on  a  break  even  basis.  He  said 
that  the  net  merger  startup  costs  were  substantially  larger  than  were  presented 
in  the  initial  ICC  merger  decision.^^  ,  „  j 

However  \newed,  the  leakage  of  cash  was  of  flood  proportions,  the  op- 
erating losses  were  overwhelming,  and  the  result  was  Penn  Central  s  petition 
for  reorganization  filed  June  21, 1970.^* 


Failure  to  Reorganize 


The  chaotic  conditions  that  existed  on  the  Penn  Central  during  consolida- 
tion cannot  be  attributed  solely  to  the  disruption  caused  by  construction 
projects  or  the  physical  changes  in  traffic  routings.  The  continuing  unorganized 
condition  of  the  company  is  fundamental  to  understanding  the  company  s 
descent  into  reorganization.  The  rush  to  consoUdate,  in  effect,  resulted  in  the 
destruction  of  the  organizations,  to  greater  or  lesser  degree  of  the  predecessor 
companies.  The  Penn  Central  was  not  able  by  the  time  of  its  bankruptcy  to 
create  a  new,  cohesive  and  coordinated  organization  to  take  their  places.  Ihe 
disruption  caused  by  physical  changes  in  the  plant  was  compounded  by  the 
continuing  failure  to  put  the  pieces  of  the  merger  back  together  agam.  A 
key  element  in  every  organization  is  a  structure  of  management  personnel 
that  is  able  to  provide  effective  leadership.  This  must  be  doubly  important 
when  the  disruptions  of  massive  changes  are  present  let,  a  stable  management 
structure  was  not  created  at  the  Penn  Central.  A  revealing  account  of  the 
organizational  deficiencies  of  the  Penn  Central  is  set  out  m  the  April  6,  1970, 
Interim  Report  of  the  President's  Task  Force,  just  two  and  a  half  months 

before  bankruptcy.®^  .    ,  ,       ^  .  

A  measure  of  management  instabihty  is  the  very  large  turnover  in  manage- 
ment personnel  at  all  levels  cited  by  the  Interim  Report: 

61%  of  Trainmasters  in  their  present  assignments  less  than  one  year 
81%  of  Transportation  Superintendents  in  then-  present  assignment 
less  than  one  year. 

9.  Hearing  before  Senate  Committee  on  Commerce,  Failing  Railroads,  91st  Cong.,  2d  Sess.,  serial 
No.  91-90,  Part  1  pp.  298-364  (ISJl)-  „  Sonnder';  to  tlie  Secretary  of  the  Interstate  Commerce 

Cor.ZIZl'-lTJ^nfc^^^^^  C-^-^  investigation.  Appendix  D. 

brie/ dated  March  8,  1972  of  the  IOC's  Bureau  of  Enforcement  in  the  ICC  s  Penn  Central 

InvesHgatlon,  Docket  No.  35291,  pp.  84-1°^;  ^^„^„^v,..  lacq  annointed  the  Taslc  Force  to  evaluate  the 
»=Mr.  Gorman,  who  became  president  in  ^^-^cennber  1969,  appointea  t^^^^  ••Interim  Report- 

activities  of  operating  regions.  See  Appendix  D,  Exhibit  64,  p.         tor  luii  texi  oi 
President's  Tasic  Force"  dated  April  6,  1970. 
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44%  of  Division  Superintendents  in  their  present  assignment  less  than 
one  year. 

80%  of  Division  Superintendents  in  their  present  assignment  less  than 
15  months. 

Changes  in  management  personnel  extended  even  into  the  executive 
suites.  the  end  of  1969  Mr.  Perlman  was  no  longer  i)resident.  And  the  Execu- 
tive Vice  President  for  Accounting,  Mr.  Grant,  tlie  P^xecutive  Vice  President 
for  Operations,  Mr.  Smucker,  the  Senior  Vice  President  for  Labor  and  Per- 
sonnel Relations,  Mr.  Knight,  tlie  Vice  President  for  Transportation,  Mr. 
Kennefic,  and  the  Vice  President — Corporate,  Mr.  Gerstnecker,  to  name  a  few 
principal  officers,  had  left  the  Penn  Central. 

The  preface  to  the  Task  Force's  July  22,  1970,  rej^ort  on  the  Centra] 
region  notes: 

The  Task  Force,  in  the  reports  of  April  6,  1970  and  May  20,  1970, 

concluded  that  one  of  the  major  problems  in  achieving  better  results  was  a 
lack  of  stability  and  proficiency  in  front-line  supervision  brought  about  by 
the  many  changes  resulting  from  merger. 

The  Central  Region  has  been  much  less  affected  by  merger  problems. 
The  geographical  territory  is  much  the  same  as  it  was  prior  to  February  1, 
1968.  Of  even  greater  importance  is  the  fact  that  the  Central  Region 
recognized  (under  the  prevaiHng  conditions  of  merging)  the  value  and  need 
to  establish  an  adequate  degree  of  stabiUty  in  regional  and  divisional 
supervision.  A  large  segment  of  this  supervision  has  been  in  their  present 
assignment  for  at  least  two  years.  As  a  result,  there  is  an  atmosphere  of 
stability  on  the  Central  Region  which  was  not  apparent  on  the  Western 
Region.  This  apparent  difference  between  the  two  regions  substantiates 
our  belief  that  transfers  of  key  personnel  and  other  changes  should  be 
minimized  during  the  next  one  to  two  years  and  training  of  front-line 
supervision  to  improve  their  proficiency  should  be  emphasized. 

The  clear  inference  is  that  the  degree  of  disorganization  that  existed  up 
to  the  time  of  the  Task  Force  interim  report  was  not  a  necessary  result  of  the 
merger.  That  there  was  less  disorganization  in  some  regions  shows  that  manage- 
ment could  have  exercised  control  over  the  situation  in  other  regions. 

Other  indications  of  disorganization  spotlighted  by  the  Interim  Report  are : 
lack  of  uniform  procedures  for  payroll  claim  processing,  car  reporting,  and 
nianagement  reports;  lack  of  defined  duties  and  responsibihties  in  some  super- 
visory positions  and  lack  of  uniformity  in  activities  in  those  positions  between 
regions  and  divisions;  lack  of  adherence  to  the  operating  plan;  and  lack  of  uni- 
formity in  promotion  and  training  programs. 

The  Interim  Report  notes  a  lack  of  adherence  to  the  operating  plan. 
Whether  there  was  indeed  a  uniform  operating  plan,  at  least  in  the  early  days  of 
the  consoUdation,  is  questionable.  In  a  memo  to  Saunders  on  November  13, 
1969,  Smucker  pointed  out  that  savings  on  merger  projects  have  fallen  short  of 
estimated  savings  by  50  percent,  complained  that  neither  the  Master  Operating 
Plan  nor  the  previous  plan  (placed  in  the  record  of  the  ICC  merger  hearings) 
had  been  followed,  and  called  for  a  sweeping  plan  to  be  adopted  and  actuallv 
followed  in  the  future.®" 

Since  Smucker  had  been  ousted  from  his  position  as  Executive  President 
for  Operations  nine  months  before,  the  credibility  of  his  memo  might  be 
questioned.  The  press  has  recorded  a  bitter  dispute  between  Smucker  and 
Perlman  and  concluded  that  Perlman  succeeded  in  dumping  Smucker."  Saunders 
later  claimed  that  he  and  Perlman  agreed  that  Smucker  had  not  done  the  job 
and  that  together  they  replaced  him.^s 

However,  even  allowing  for  an  element  of  self-vindication  that  may  have 
motivated  Smucker's  memo,  there  are  external  factors  that  indicate  the  ac- 
curacy of  the  thrust  of  its  allegations.  The  emphasis  on  speed  and  the  disrup- 
tions that  erupted  during  consolidation  would  make  following  any  plan  quite 

I*  See  Appendix  D,  Exhibit  65,  p.  704. 

^  ^.oving.  Fortune, ''The  Penn  Central  Banicruptcy  Express,"  August  1970. 
J.  Daughen  and  P.  Blnzen,  The  Wreck  of  the  Penn  Central,  P-  121  (1971) 
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difficult.  In  addition,  Perlman  was  noted  for  his  propensity  to  run  a  radroad 
fr^  information  in  his  head  and  intuition  rather  than  from  formal  plans  His 
meSod  of  operation  on  the  New  York  Central  apparently  was  to  «Pot  ProWems 
to  be  corrected  by  traveling  around  the  railroad  m  his  business  car  It  is, 
therefore  not  unlikely  that  he  would  have  continued  to  devise  ad  hoc  solutions 
to  the  manifold  problems  of  the  Peim  Central.  . 
to  tne  maniio    P        ^  responsibility  for  important  supervisory  positions  and 

lack  of  uniformity  between  regions  further  indicate  that  changes  or  reorganiza- 
tion we^e  not  made  systematically.  The  Interim  Report  states  that  people  m 
dT4ronal  and^egional  supervisory  jobs  of  data  control  and  operating  rules, 
suner^rs  of  yard  procedures,  supervisors  of  tram  movement,  and  chief  dis- 
natchrrs  among  others,  were  forced  to  rely  on  their  past  experience  or  differing 
hidividuarSeas  for  definitions  of  their  jobs.  This  is  astounding  m  yew  of  the 
vitaUmportance  of  information  and  efficient^tram  operation  toward  making  a 
luccesrof  the  Penn  Central.  The  Interim  Report  recommends  defimtion  of 
duties  and  responsibilities  for  each  supervisory  position  m  the  Transportation 
DepSt^enrr'-a  necessary  first  s?ep  toward  establishing  transpo^^^^^^^^^^^ 
cuidelines  that  will  be  uniform  throughout  the  company.  Two  years  after  tne 
consolSalion  began  seems  woefully  late  for  such  important  first  steps  to  be 
formulated.  ^^^^^  ^^^^^^^      the  transportation  depart- 

ment  Peat  Marwick,  Mitchell  &  Co.  were  hired  to  perform  an  outside  investi- 
eati^n  of  the  fr^^^^^  system.  Their  December  22,  1969,  report  found 

Ixieiive  delavs  il  billing,  inadequate  management  control  over  the  quality 
and  piomptneL  of  billing^'poorly  trained  and  confused  f.^^^^^^^l^^i^^^^ 
to  the  integrity  of  financial  control  by  the  very  organizat  on  of  the  operat  on 
Errors  een?rated  in  the  system  continued  throughout  the  entu-e  cycle  until 
b^oTAt  to  thrrailroad's  attention  bv  customers  because  there  was  no  positive 
rSol  svstem  S  Mar^^ick  suggested  initiation  of  comprehensive  training 
So^rams  foXiX^  personSIl,  expecially  those  who  dealt  with  disputed 
LterTheOT  a  Siange  in  organization  to  ^al-  agent,  ou^  f^^^^^^^^ 

thp  rnntrol  of  trainmasters.  Trainmasters  were  responsible  for  mo\ing  cars  ana 
traiS  wS  e  aS         responsible  for  the  documentation  of  moves.  Pnonty 
vrn^tSr^ven  to  car  movement  by  trainmasters  a^d  they  used  ag^^nts 
J^r  opeiaJfng  duties  when  pressing  agency  problems  deserved  their  undivided 

'"'BeTause  of  poor  management,  the  freight  billing  process  of  the  Penn 
Central  was  slowed  and  money  owed  to  it  remained  m  the  hands  of  its  customers. 
Thus  prr  management  thwarted  the  prime  purpose  m  speeding  the  consohda- 
tion  which  was  to  obtain  funds  to  stave  off  collapse. 

CORPORATE  CHARACTER 

The  corporate  characters  of  the  merger  partners  also  have  some  bearing  on 

Tfennsvlvania  Railroad  was  part  and  parcel  of  tj-  ^^^^^^^ 
establishment.  (Oivic  pride  played  a  large  part  m  the  J^^^^^^^^^^f^^^^^^^ 

?n  t^e  LlrdTSiltheld  until  1879).  The  original  identification  of  the  Pen^- 

Jh^p  of\he  Penn^^^^^^^  officers  demonstrated  the  railroad  managements 

Onttroatel  scal^X  railroad  that  was  created  by  a  state  legislature  came 
therea?ter\o  woSn^^^^        on  the  legislature.  Its  earliest  presidents  num- 

-;:i:;;:;;;;;.pon  from  peat,  Marwio.,  ^mche^ .  ^ 
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bered  among  their  ranks  skillful  politicians  and  the  railroad  seemed  to  have 
little  difficulty  obtaining  what  it  wanted  from  the  State.  Nor  was  its  political 
orbit  limited  to  the  State.  Its  last  president,  Stuart  T.  Saunders,  apparently 
had  a  close  relationship  with  administrations  of  both  parties  in  the  national 
government. 

The  Pennsylvania  Railroad  was  secure  in  its  place  in  the  Social  Register, 
long  in  tradition  and  proud  of  a  reputation  earned  in  the  1920's  as  the  "stand- 
ard railroad  of  the  world."  It  was  the  largest  railroad  in  the  country,  had  sur- 
vived the  Depression  intact  and  without  bankruptcy,  and  remained  a  substantial 
force  in  the  business  communit}^  of  the  Nation.  The  railroad's  character,  if  a 
corporation  can  be  said  to  have  one,  must  be  likened  to  that  of  the  paradigm 
person  of  social  standing:  genteel,  guidetl  by  tradition,  sensitive  to  the  values 
and  opinions  of  his  peers.  The  Pennsylvania's  peer  group  was  an  exclusive  one. 
Because  it  was  the  leader  of  the  rail  industry  in  a  sense  (by  virtue  of  its  size 
and  strategic  location),  it  felt  itself  superior  to  other  railroads.  However,  its 
railroad  character  could  not  be  denied,  so  that  it  could  not  precisely  be  a  mem- 
ber of  the  fraternity  of  large  corporations. 

It  appears  that  the  Pennsylvania  Railroad  responded  substantially  to 
the  people  its  management  met  socially.  Its  direction  was  determined  more 
by  the  social  ethos  of  Philadelphia  and  its  own  traditions  than  by  the  demands 
of  the  market  or  the  concepts  of  the  business  community  at  large. 

In  the  decade  preceding  the  merger  the  railroad's  direction  seemed  largely 
determined  by  tradition.  Although  there  were  a  number  of  strong  and  able  men 
in  its  upper  echelon,  it  is  difficult  to  identify  one  voice  that  uniquely  shaped 
the  railroad's  course  of  action.  There  seemed  to  be  no  strong  leadership  of  the 
railroad  either  by  an  individual  or  by  a  single  body  of  its  corporate  structure. 
The  board  of  directors  largely  rubber-stamped  decisions  that  the  management 
brought  to  it.  It  neither  dictated  nor  criticized  corporate  policy. 

The  management  was  not  a  single  bod}^  unified  by  a  chief  executive  officer. 
Rather  it  was  divided  into  several,  somewhat  independent,  spheres  of  influence 
each  of  which  had  a  degree  of  access  to  the  board,  and  which  contended  with 
one  another  to  make  general  policy  decisions.  Within  the  separate  domains,  the 
dominant  officer  went  his  own  way.  The  task  of  the  chief  executive  officer  was 
to  mediate  between  other  officers  rather  than  to  determine  the  railroad's 
course. 

Lack  of  unified  leadership  meant  that  yesterday's  decisions  modified  by  an 
accretion  of  compromises  controlled  the  railroad.  This  made  for  very  diffuse 
corporate  policy  and  prevented  the  formulation  of  effective  over-all  goals  for 
the  railroad.  It  was  difficult  to  hold  one  person  responsible  for  the  railroad's 
performance  because  no  one  officer  controlled  it.  It  also  made  it  difficult  to 
adapt  to  changing  circumstances  because  no  one  took  a  global  point  of  view. 
Each  officer  responded  to  the  circumstances  of  his  narrower  field  of  responsibility. 

The  decision  to  merge  with  the  New  York  Central  offers  an  example.  The 
initial  decision  was  apparently  made  m  1957  by  Symes,  who  was  then  Chief 
Executive  Officer.  Once  that  decision  had  been  made,  it  remained  corporate 
policy,  apparently  never  seriously  questioned,  during  the  years  that  the  New 
York  Central  spurned  the  advance  and  it  continued  to  be  corporate  policy 
throughout  the  remainder  of  the  decade  required  to  bring  the  merger  about."" 
Passing  over  officers  in  the  company,  Symes  brought  Saunders  in  to  succeed 
him  in  the  railroad's  top  position.  Saunders  saw  his  principal  duty  to  be  ac- 
complishment of  the  merger.  He  left  the  railroad's  finances  and^  operations 
largely  to  other  officers.  It  does  not  appear  that  Saunders  ever  re-analyzed  the 
prmcipal  of  merger  ^nth  the  New  York  Central ;  that  decision  had  been  made  and 
his  job  was  to  bring  the  merger  into  reaUty.  [Neither  does  it  appear  that  Saun- 
ders ever  closely  considered  what  would  be  necessarv  to  make  the  merger  work 
once  It  was  legally  possible.  That,  perhaps,  was  the\luty  of  others. 

The  dominant  character  of  the  Penn  Central  management  seems  to  have 
been  one  of  compromise  and  reconciliation,  born  of  the  need  to  strike  compro- 

Ti  f u  I^aug'^en  *     Bi"zen,  The  Wreck  of  the  Penn  Central,  Chap.  2  (I'JTO) ,  for  an  account  of  the  railroad's  past, 
on  pl.t?     Q^'/AM^n-nf  '''■'^00='^,.^.*'"'''^  Commerce  Committee.  Failing  Railroads.  91st  Congress,  2d  Session,  Serial  N'o.91- 
'  -^A        ^  i  (IS'O):  U-  325;   senator  Ilai  tlce. . .  But  that  decision  to  nierge-was  that  not  a  managerial  decision? 
Mr.  baunders.  I  suppose  it  was.  It  was  made  before  I  came.  I  didn't  initiate  this  merger  " 
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mises  between  its  independent  top  officers  and  of  the  need  to  reconcile  new 
polTcies  wkh  the  dogml  of  tradition,  the  feelings  of  fellow  club  members,  and 
the  views  of  the  political  leaders  upon  whom  they  depended. 

In  contrast  to  the  Pennsylvania  Railroad,  the  New  lork  Centra  did  not 
possess  a  secure  connection  to  a  community  and  to  the  past.  Although  it  was  he 
fsecoS  or  Sird)  largest  railroad  and  without  doubt  an  important  fixture  in  the 
commerce  of  Jhe  Nation  in  the  decade  preceding  the  merger  it  was  a  kind  of 
KTol?  cut  off  from  its  peers.  Its  historic  association  ^nth  the  New  ork 
banks  was  disturbed  by  Robert  Young's  take-over  in  1954.  ^oung  campaigned 
Sst  raXrs  and  the  rail  industry  establishment  m  his  fiercely  contested 
;?o^  fight  and  installed  a  hand-picked  board  upon  his  -f-^"  dominance  ov  r 
the  railroad  passed  to  his  Alleghany  Corporation,  found  by  the  ICC  to  be  m 

'""^ng'^i^tflT^^^^        Young  brought  in  Perlman  to  run  the  railroad 
Perlman  had  been  educated  as  an  engineer  at  MIT  and  believed  in  the  value  of 
educXn  above  traditional  railroad  experience.  He  brought  college  graduates 
Sto  responsible  positions  and  encouraged  innovation  m  railroad  operating  and 
Sarket'ng  poUcies.  He  also  believed  in  spending  money  on  Pl^^^ 
S  order  to  achieve  operating  savings.  Volatile  m  temperament,  he  was  a  tough, 
Sunt  man  who  did  not  hesitate  to  state  matters  as  they  appeared  to  him^ 
Accommodation  and  compromise  were        ^  ^  charactmstic  a^ 
iob  at  the  New  York  Central  was  not  to  make  friends  but  to  make  tt^e  raiiroaa 
run  profitabh  He  was  also  the  onlv  Jewish  top  executive  m  an  mdustry  not 
no^ed  for  its  tolerance;  this  combined  with  his  character  kept  him  from  an 
easy  camaraderj^e^^^^^^  ^^^^^       ^^^^  . 

talks  S  sX^  hI  iSanv  Corporation  was  shortly  thereafter  plunged 
Sto  a^gorou^  battle  among  stockholders  for  control,  divertmg  its  attention 
Som  th^Xirs  of  the  railroal  Thus,  Perlman  became  the  control 
the  New  York  Central.  The  railroad  was  organized  so  that  his  o^icers  reportea 
^ormTtion  and  problems  to  him  and  the  railroad's  decisions  were  m  his  hands^ 
TherTwas  no  diSn  of  powers,  no  independent  domains,  as  there  were  at  the 
?enTsXania  Railroad.  Neither  was  there  a  lack  of  -^--^e  g^^^^^^^^ 
Perlm"an  had  a  vision  of  what  the  railroad  shou  d  be.      mo  ded  the  N  ew  1  orl. 

complete  control  over  the  railroad's  future.  Although  Perlman  dealt  with  finan- 
cLTsCpresklent  of  the  Railroad,  he  was  not  a  financial  man  and  could  not  bend 
Jhem  to^his  S  Perlman  did  not  want  to  merge  ^^-lth  the  Pennsylvania  Rail- 
road vet  was  forced  to  do  so  because  he  could  not  put  together  an  alternative 
mergefw  h  the  bIo  nor  could  he  block  the  C&O's  take-ojr  of  the  B&a 

si:iSie\i^^^^^^^^ 

fhe  fompedtToToVother  large  Eastern  railroads  in  the  process  of  merger.  Perl- 
man capitulated  to  the  Pennsylvania's  merger  offer.  railroads. 

The?S^la  =^sa^^^^ 

re'^^^orted  to  tl  e  prLi^       Subordinate  to  him  -ere  assistan  vicMoresi^  nts^o^^ 
marketing  and  traffic.  The  sales  ^--^i^n  was  located  wi to 
Market  research  and  pricing  were  located  within  ^^e  market  ng  area 


'''''Tt''the  New  York  Central  the  situation  ,vas  reversed.  Vice  presidents  for 
sales  anf  marketing  each  reported  directly  ,o  the  executtve  >.ce  president. 
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thereby  establishing  a  greater  degree  of  visibility  and  responsibility  for  market- 
ing. The  New  York  Central  gave  a  dominant  role  to  market  research.  On  the 
basis  of  research  findings  and  conclusions,  the  New  York  Central  would  develop 
new  services  and  price  them  accordingly. 

Another  significant  difference  in  organization  was  in  the  crucial  area  of 
introduction  of  computers  into  the  railroads'  ojjerations  and  paperwork.  The 
Pennsylvania  attempted  to  computerize  its  operations  on  a  system-wide  basis 
all  at  once.  The  New  York  Central,  on  the  other  hand,  moved  gradually,  first 
introducmg  computers  in  one  area  of  operations,  then  another.  Comi)utenzation 
was  treated  as  a  service  for  existing  functions  so  that  its  costs  were  billed  to  the 
other  functions  of  the  railroad  and  the  computer  people  had  to  convince  those 
who  paid  the  bill  of  the  worth  of  their  service. 

Another  important  difference  was  in  the  accounting  function.  The 
Pennsylvania  Railroad  had  adoj)ted  responsibility  accounting  where  ofl[icer3 
were  responsible  for  meeting  the  budget  and  j^rofit  requirements  for  functions 
withm  their  control.  Officers  formulated  a  budget  for  their  functions  and  sub- 
mitted them  for  review  at  a  higher  level  where  they  were  incorporated  into  a 
broader  budget.  The  budget  became  the  chief  means  of  expressing  corporate 
goals  and  also  of  monitoring  performance. 

At  the  New  York  Central,  budgets  were  formulated  in  headquarters  and 
imposed  upon  the  organization.  Budgets  were  not  used  as  a  control  mechanism 
but  rather  as  a  way  of  allocating  resources.  Historical  reports  of  financial  and 
operating  performance  were  utihzed  to  control  the  railroad's  operation.  The 
chief  function  of  accountmg  at  the  New  York  Central  was  to  provide  data  on 
costs  and  revenues  so  that  the  profitability  of  its  different  services  could  be 
determined.  The  responsibiUty  accounting  approach  had  been  suggested  to  the 
New  1  ork  Central  but  had  been  rejected. 

The  Pennsylvania  Railroad  might  be  viewed  as  having  a  more  decentralized 
organization  than  the  New  York  Central.  Decisions  were  made  at  lower  levels 
and  reviewed  by  superiors  as,  for  example,  in  the  budget  process.  More  impor- 
tantly, decisions  were  made  in  the  independent  domains  of  finance,  operations, 
and  traffic  which  had  been  carved  out  by  the  several  officers  on  the  raiboad. 
1  he  chief  executive  officer  seemed  basically  to  coordinate  the  decisions  of  others. 
Ihe  New  lork  Central,  on  the  other  hand,  seemed  organized  to  pass  informa- 
tion upward  so  that  decisions  could  be  made  at  higher  levels. 

These  differences  between  the  New  York  Central  and  Pennsylvania  Railroad, 
while  evident  and  strong,  do  not  by  themselves  mdicate  an  incompatibility  so 
fundamental  as  to  foredoom  the  merger  to  failure.  They  do  indicate  that 
substantial  adjustments  would  be  needed  in  the  merger  whatever  its  guiding 
organizational  principles. 

Overview  and  Conclusions 

In  this  section,  the  Penn  Central  merger  is  related  to  the  rail  system  in  the 
East;  Government  participation  in  the  proceedings  and  overview  is  summarized; 
and  the  efl^ect  of  the  merger  on  the  collapse  of  Penn  Central  in  June,  1970  is 
examined. 

The  basic  law  governing  rail  unifications  has  not  changed  since  the  Trans- 
portation Act,  1940  made  ICA  §§5(2)  to  (13),  inclusive,  applicable  to  all  carriers 
regulated  by  the  ICC.  The  law  made  it  possible  for  PRR  to  have  the  power  to 
veto,  it  not  to  control,  the  ultimate  revision  of  the  structure  of  railroads  in  the 
Tr^? ■  ^^'^^^  unification  provisions  were  first  added  to  the 

iCA,  i'KK  had  a  substantial  stock  interest  in  N&W.  N&W  served  the  lucra- 
^ffir  "ociihontas  coal  fields.  Evidently  the  ICC  considered  the  PRR-N&W 
w  ^^^^     disturb  it  until  approval  of  the 

W&W-NKP- Wabash  system  on  June  24,  1964.  The  Commission  made  that 
^Ft^I^^^^  li^T^^  PRR's  divestiture  of  its  interests  in  both  N&W  and 
Wabash.  FRR  consented  to  the  divestiture.  By  that  time,  the  C&O's  control  of 
a&U  authorized  in  December  1962  had  been  consummated,  and  the  system 
was  m  operation. 

In  the  A^cfcir  Merger  case,  the  ICC  disavowed  that  it  was  restructuring 
the  East.  Nonetheless,  one  fact  is  clear:  With  the  Commission's  approval, 
by  the  end  of  1964,  two  new  systems,  N&W  and  C&O-B&O,  were  formed 
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around  the  cores  of  two  strong  railroads  and  were  well  underway  over  three 
years  in  advance  of  the  consummation  of  the  Penn  Central  merger.  They 
both  had  direct  access  to  the  important  industrial  areas  of  the  East  and  ocean 
ports  as  well  as  to  the  Pocahontas  coal  fields.  Penn  Central  had  somewhat 
broader  territorial  coverage  and  in  many  respects  equalled  C&O-^&O  and 
the  new  N&W  combined.  The  1965  proposal  to  form  an  N&W/C&O-B&U 
svstem  was  based  in  large  part  on  the  alleged  necessity  of  meetmg  the  coverage 
and  competitive  strength  of  PRR  and  NYC  unified  as  Penn  Central. 

The  ICC  was  earlv  committed  to  a  case-by-case  method  of  decidmg  the 
unification  proposals,  and  repeated  efforts  to  change  that  approach  failed. 
The  basic  applications  for  approval  of  the  three  new  systems  \yere  hied  m  a 
period  of  less  than  two  vears  (June  1960-March  1962),  and  at  the  time  of  the 
Penn  Central  hearings  in  1963,  all  were  still  pending  before  the  ICC.  Ihe 
ICC's  decisional  method  mav  have  simplified  administrative  handling,  but 
prevented  overall  consideration  in  public  of  the  merits  of  the  several  unih- 
cation  plans  in  the  context  of  national  and  regional  goals  and  needs. 

Would  consoUdation  of  the  cases  have  yielded  different  results?  Criven  the 
ICC's  passive  attitude  it  is  difficult  to  say.  The  ICC  is  empowered  to  condition 
but  not  compel  a  unification  of  carriers.'o^  ^ny  railroad  not  satisfied  ^^^th  con- 
ditional approval  can  refuse  to  proceed  ^nth  a  proposed  unihcation.  C&U  s 
refusal  to  join  in  a  C&O-B&O-NYC  system  is  said  to  haje  forced  NYC  out 
of  the  C C&O-B&O  case  and  into  the  proposal  to  merge  ^\^th  PRK^  ihe^d angers 
to  NYC  were  recognized  and  were  briefly  treated  m  one  paragraph  of  the  iCU  s 
1962  decision  approving  the  C&O-B&O  affiliation.  The  Commission  reahzed 
that  the  Central  was  "not  well  able  to  absorb  any  substantial  loss  of  trattic  , 
but  concluded  that  the  prospective  loss  of  revenues  to  NYC  was  not  such  as  to 
require^dg^p^ro^^  ^^^.^^.^^  consummated  in  February  1963  is  often  regarded 
as  the  kevstone  of  the  present  alignment  of  Eastern  railroads.  At  that  time 
apart  from  statutory  standards  set  out  in  the  Interstate  Commerce  Act  and 
the  antitrust  laws,  ^  Government  policy  relating  to  mergers  m  the  railroad 
and  airline  industries  was  being  developed.  President  Kennedy,  m  his  April  5, 
1962  message  to  Congress,  directed  the  Departments  of  Commerce  Justice, 
and  Labor  and  the  Council  of  Economic  Advisers  to  form  an  interagency 
committee  to  develop  criteria  to  determine  whether  proposed  mergers  are 
in  the  public  interest.^"*  The  message  stated  three  general  guidelines  1  he  hrst 
nrovided  that  effective  competition  should  be  maintained  among  alternative 
forms  of  transportation  and,  where  traffic  volume  permits,  between  competmg 
forms  in  the  same  mode  of  transportation.  The  second  criteria^aimed  to  secure 
economic,  efficient  and  adequate  service  to  the  public  ''by  the  realization  of 
genuine  economies."  Under  the  third  criteria,  affected  workers  should  be 
given  assistance  to  make  necessary  adjustments  caused  by  a  merger,  ihe 
Interagency  Committee  on  Transport  Mergers  issued  its  i;^'^^^  sU^^J^g 
general  criteria  in  January  1963  after  ICC  approval  o   C&O-B&O  control 
the  preceding  month  and  a  few  days  before  cwisummation  of  that  control. 

On  October  1,  1963,  the  Interagency  Committee  made  a  public  statement 
opposing  the  Penn  Central  merger.  That  merger  it  claimed  would  eliminate  a 
vast  amount  of  beneficial  rail  competition.  The  committee  referred  to  the 
dominance  of  the  merged  company  in  the  East  and  saw  danger  to  several 
smaller  railroads  not  included  in  the  merger.  The  merger,  it  said,  vNould  pre- 
clude a  more  balanced  restructuring  of  the  East       ,   ^,    .     ^  »^  p  . 

The  Department  of  Justice  had  intervened  m  both  the  C&O-BdO  and 
NdcW  Merger  cases.  In  the  first,  it  did  not  oppose  approval  but  urged  con- 
solidation of  the  two  cases  .-ith  the  PRR-N  YC  P^<>f«dings^'-  n  the  second ^^^^^ 
made  a  similar  contention,  but  also  pressed  for  inclusion  of  Ene-Lackav  a^^^^ 
in  the  transaction,  and  stipulated  mto  the  record  a  memorandum  developing 
the  ties  between  N&W  and  PRR  since  about  1900.  On  brief  before  the  examiner, 
it  asserted  that,  by  reaching  agreements  with  various  intervening  railroads 
N&W  succeeded  in  silencing  all  carrier  opposition  to  the  proposed  merger,  that 

.02  Cf.  St.  Joe  Paper  Co.  v.  Atlantic  Coast  Line  Ry.  Co.  347  ^-S-  298  315^21  (1954) 

103  Chesapeake  &  O.  Ry.  Co.— Control— Baltimore  &  O.  Ry.  Co.,  31/  IOC  ^^.J^  Vo,  sVth  rnrn,   2(1  sess  8  (1962.) 
10^  mSb  from  the  President  Relative  to  the  Transportation  Syst«m,  H.R.  Doc.  384,  8-th  Cong.,  2(1  sess.,  U«d 
103  C&O-B&O  case,  317  ICC  264.  (1962). 
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as  a  result,  the  record  was  inadequate  to  enable  the  determination  of  the  public 
interest  issue,  and  that  the  applications  therefore  should  ho  denied.  At  the  oral 
argument,  it  maintained  that  the  i)roj)osals  should  W.  a|)proved  oidv  if  PRR's 
financial  interests  in  N&W  were  eliminated  and  Erie-Lackawanna  included  in 
the  transactions. '"^  The  Commission  found  the  record  a(le(iuatc,  api)roved  the 
N&W  merger  without  requiring  inclusion  of  EL  at  that  time,  and  ordered 
PRR's  divestiture  of  its  interest  in  N&W  and  Wabash  as  a  condition  of  ap- 
proval. 

Commissioner  Tucker  dissented  in  both  the  C&O-B&O  and  N&W 
Merger  cases.  In  C&O-B&O  in  December,  1962,  in  his  lengthv  dissent,  he 
commented  that  the  i)ubhc  bodies  are  not  in  a  position  to  ])resent  public,  as 
distinguished  from  private,  evidence.  He  ])icturesquel3'  described  the  failure  of 
large  Eastern  railroads  to  present  opposing  evidence  to  be  the  "natural  conse- 
quence of  their  own  self  interest  which  dictates  a  reciprocity  of  silence." In 
the  N&W  Merger  case  in  June,  1964,  he  considered  that  for  such  a  unification 
proposal  to  be  submitted  on  a  relatively  "noncontroversial"  record  dealing  with 
the  entire  region,  the  proceeding  was  deficient  in  some  respect.  On  the  other 
fe^^'  \Vj^,so"^^  foreboding,  he  noted  the  rather  formidable  Disposition  to  the 
PRR-N\C  merger,  not  the  least  of  which  was  the  President's  Interagency 
Committee  on  Transport  Mergers.'"* 

The  Interagency  Committee  opposition  disturbed  PRR  and  NYC  and 
evidently  intensified  their  efforts  to  neutralize  the  protests  against  the  merger 
After  realization  of  C&O-B&O  control  in  Februarv  1963  and  the  new  N&W 
system  in  October,  1964  and  \y\i\\  the  Penn  Central  record  finally  closed  in 
beptember,  1964,  the  Commission  within  the  next  year  was  confronted  with 
three  possibilities  for  restructuring  the  railroad  East— two  systems  (Penn 
Central  and  N&W-C&O  proposed  bv  the  N&W-C&O  apjjlication  filed  October 
11,  1965),  three  systems  (C&O-B&O,  N&W  with  possible  additions  and  Penn 
Central),  and  four  systems  (C&O-B&O,  N&W,  PRR  and  NYC). 

The  Department  of  Justice,  representing  the  Government,  was  partv  to 
tlie  more  important  merger  cases  before  tlie  ICC  in  the  1960s.  It  opposed  the 
merger  of  the  Northern  Lines  in  the  West  through  the  Supreme  Court.  It 
participated  in  the  Seaboard  Coast  Line  Meroer  case  settling  how  the  antitrust 
laws  were  to  be  applied  to  rail  mergers."'  In  Penv  Central,  its  position  changed 
from  unqualified  opposition  to  the  proposed  merger  at  the  time  of  the  examiners' 
report  in  March  1965  to  agreement  that  the  proposed  merger  was  in  the  public 
interest  before  the  Supreme  Court  in  1968.  At  the  time  of  the  initial  ICC 
nT^^^T?*^^  1966,  the  Department  was  urging  a  four-system  East  (PRR,  N&W, 
C&U-15&U  and  N1:C)  and  that  if  the  time  came  when  four  systems  could  not 
^^^^  ^\^o\x\A  be  consolidated  with  N&W;  and  NYC  with 

Whatever  the  changes  in  position,  the  Penn  Central  merger  encountered 
substantial  opposition,  that  opposition  gradually  disappeared,  and  its  approval 
created  the  present  three-system  East. 

Delay  is  inevitable  in  any  unification  of  carriers.  In  Penn  Central,  the  six- 
year  del  aj^  gave  the  two  raikoad  applicants  ample  opportunity  to  allay  the 
substantial  opposition  and  provided  time  to  refme  their  extensive  plans  for 
physical  merger.  However,  the  realization  of  economies  was  postponed,  sub- 
stantial losses  contmued,  plants  deteriorated,  working  capital  continued  to 
decline,  new  rail  competitors  were  sohdifjang  their  positions,  and  so  the  many 
pressures  induced  substantial  concessions  not  only  to  obtain  but  also  to  expedite 
approval.  "  ^ 

^c.aP^'^^^'  '^'■"^^  in  one  important  respect.  The  January 

1962  merger  agreement  between  PRR  and  NYC  provided  for  a  stock  exchange 
ratio  of  1.3  shares  of  NI  C  capital  stock  for  one  share  of  PRR  capital  stock. 
Ihe  initial  ICC  decision  m  April,  1966  found  that  this  ratio  was  fair  and  rea- 
sonable. Maintenance  of  the  ratio  influenced  the  managements  of  the  two 
railroads  m  making  short  term  decisions  affecting  profits.  To  what  extent 

I°„!  ^'i'"?^''  ?asf.  324  ICC  1.  at  53-62  (1964). 

Ittrfn  States,  382  U.S.  154  (1966). 

""Penn  Central  Initial  report,  327  ICC  502  (1966) 
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those  decisions  weakened  the  two  companies  from  the  standpoints  of  their 
foTanciarwell  being,  operating  capabilities  and  physical  condition  of  plant  is 
SSficuirto  determL.^In  an/eve'nt,  when  finally  the  t^^-e       merger  ^^^^^^^^ 
those  in  control  of  the  two  companies  must  have  concluded  that  the  ratio  was 
reSLJbK  1968,  and  so  the  13  NYC  to  1  PRR  stock  exchange  was  the  basis 

""^^^FisTalh',' the  plans  called  for  relatively  modest  expenditures  to  integrate 
these  two  major  svstems,  and  these  expenditures  would  be  offset  by  sa  vage 
The  cost  of  the  labor  protective  conditions  was  expected  «  be  high  and  .ith 
the  ICC's  approval,  premerger  reserves  were  established  to  meet  that  cost. 
Ster  years  of  delay  ^nd  years  of  planning,  PRR  and  N  YC  merged  corporations 
plants  facilities  and  pefsomiel  on  February  1,  1968  The  situation  called  for 
fmmediate  and  effective  execution  of  the  extensive  plans  to  achieve  the  great 
expectations.  In  short  order,  many  difficulties  appeared,  and  before  long.  Penn 

Central  was  on  its  way  to  disaster.  ;  „.      tho  mprtrpr 

The  ICC  recognized  the  importance  of  public  overview  of  the  merger 
On  August  19,  1966,  while  it  was  reconsidering  its  initial  merger  approval 
^sued  in  Apri  of  that  rear,  the  Commission  requn-ed  the  applicants  to  file 
reSs  deSgned  to  keep  the  Commission  completely  and  current  y  informed 
ofX  progress  made  hi  Penn  Central  in  achieving  economies  and  efficiencies 
a  ter  consimimation  of  the  transaction.  Upon  later  petition  of  Departmen^ 
of  Justice,  the  Commission  on  May  21,  1968,  vacated  the  1966  order  and 
required  Penn  Central  to  file  a  "Performance  and  Status  Report''  or  each  of 
five  calendar  years  beginning  with  1968.  The  new  order  requu-ed  the  report, 
among  Xr  things,  to  designate  and  identify  the  resulting  savings  and  effects 

727  ft^ms  amon^^  which  wfre  the  follo.-ing:  (1)  f ---^'^^^f^STS^^^^ 
of  offices,  departments,  di^asions,  freight  stations,  t^^.^^^^^'.^^^^  ^^^^^er  faciM^^^^^ 
(2)  ehmiUtion  of  yards,  and  efficiencies  m  the  operation  /^^^  '  f  ^  ^ 
tion  of  dupUcate  freight  and  passenger  train  service,  (4)  change  freq;^^f  ^ 
of  serv-ice  by  routes,  (5)  reduction  m  transit  time  in  PC  s  smgle-hne  service  as 
compared  to  PRR,  NYC  or  combination,  (6)  mamtenance  savmgs  resulting 
ron  reduced  locomotive  miles  and  consolidation  of  repair  f-dities  (7)  nu^^^^^ 
of  emplovees  termmated  or  relocated  m  each  work  classification,  u^th  resuituig 
saS  kx  the  cost  of  wages  and  fringe  benefits  and  ^nth  protected  allowances 
paX  such  em^^^^^^^  (!)  costs  under  labor  contracts,  (9)  -Auction  o  sup^^^^^^^ 
and  inventories;  (10)  other  actions  resulting  m  economies  such  as  maintenance 
of  w?v  methods  (11)  net  effect  on  railway  operating  revenues  and  on  net 
Tncome  f"r  the  period  of  all  actions  taken  ^^e  ^^s  '  en^^ 

(12)  capital  improvement  pro  ects  started  or  c^ompleted  ^^^J^al  funds  sp^^^^^ 
Penn  Central  filed  two  performance  and  status  reports.  Both  reports 
disclose?  difficuuLs  The  firs  for  1968  said  that  temporary  imp au-ment^  of 
tt  "^^^^^  resulted  m  loss  of  traffic  voKime  and  i^o^^^^^^^^^^ 
heavA-  costs  in  per  diem  and  overtime  payments.  It  estimated  that  merger 
staTup  cSts^S  losses  approximated  $75  million.  The  -^JJ^f^^^^^^^^ 
report' went  on  to  say,  elected  to  endure  high  mit  al  costs  as  the  price  oi 
accelerated  change,  in  order  to  realize  more  quickly  its  goals  ot  improvea 
service  and  merger  savings  m  subsequent  vears  Haven  as 

In  the  second  performance  report,  which  ^^^^.^^ded  also  the  Ne^vH^^^^ 
part  of  Penn  Central,  the  records  were  said  to  mdicate  for  the  3  ear  1969  merger 
^Senses  of  approximately  $37.6  -^^^r^r^'^^T^^^^^^ 

$51.7  million.  This  report  was  filed  March  31    1970,  shorth   ^etore  re 
Central  announced  its  first  quarter  1970  fo^^^'^^^^^^f^^^^^^,^^^  flJ^^^aT^^^^^^^^ 

By  that  tune,  the  Commission  was  acutely  aware  b^^P^^^ir^^^'geS 
unusual  conditions.  By  application  fi  ed  ^?Ptember  12    nromisson-  notes  in 

^iSirdLsl.V 

SiHat-t:  Sah -rf;^^^^^^ 
short-term  financing  has  traditionally  been  relied  ^^P«^J«,  fi^;^,'!^Xa^^^^^^^ 
needs  and  is  not  normally  regarded  as  a  P?-oP%  debts  It 

of  capital  expenditures  or  for  the  refinancmg  of  maturmg  long-term  aeois. 
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expressed  its  concern  "about  the  use  of  short-term  financing  for  long-term 
purposes."  The  report  then  said,  that  on  the  whole,  PRR  was  in  a  strong 
financial  condition.  The  Commission  concluded  that  in  view  of  the  tight 
money  market  and  PRR's  stated  intent  to  negotiate  long-term  financing  as 
soon  as  feasible,  the  application  should  be  approved.^*^ 

The  ICC  by  late  1969  knew  of  Penn  Central's  service  deficiencies  and  fi- 
nancial problems.  Several  informal  meetings  were  held,  but,  except  for  the  May 
1968  order  requiring  performance  and  status  rei)orts,  the  Commission  under- 
took no  formal  or  informal  action  of  overview  until  after  the  bankruptcy  in 
June  1970.  What,  if  anything,  continuous  and  thorough  overview  could  have 
achieved  is  an  interesting  subject  of  inquiry  for  imaginative  minds.  Where 
specific  governmental  approval  is  required  by  law  to  merge  corporations  and 
their  properties  engaged  m  providing  service  of  critical  public  iiiipoi  tance,  such 
as  transportation,  the  duty  of  overview  must  certainly  fall  on  some  authorita- 
tive body.  The  responsibility  for  approval  of  railroad  unifications  is  vested  in 
the  ICC  and  carries  with  it  the  duty  of  overview. 

In  the  post  merger  period  prior  to  bankruptcy,  the  longtime  atmosphere 
of  conservative  policies  characteristic  of  the  PRR  for  over  a  century  seemed 
still  to  affect  the  public  view  of  Penn  Central.  Except  for  an  on-the-ground 
inquiry  used  to  produce  a  financial  analysis  for  brokerage  houses,  no  outside 
group  made  any  significant  investigation  of  Penn  Central  and  the  merger 
results  prior  to  the  critical  days  in  the  spring  of  1970.  Penn  Central  stock 
prices  had  been  declining  for  some  time,  and  accelerated  their  downward 
plunge  after  the  announcement  of  frightful  first  quarter  results  in  1970.  Rumors 
^f™^^"^  Central  difficulties  persisted,  but  the  complexities  of  the  critical 
difficulties  were  not  fuUy  realized. 

The  result  was  a  major  railroad  bankruptcy  which,  without  a  substantial 
change  in  the  rules  of  the  game,  wiW  likely  continue  in  bankruptcy  for  many 
years  without  any  certainty  that  eventual  reorganization  will  ever  occur. 
With  the  bankruptcy  have  come  numerous  investigations,  a  multiplicity  of 
law  suits,  conflicting  \aews  of  the  causes  of  the  bankruptcy,  doubts  about 
achie\nng  economies  of  scale  in  railroad  mergers,  and  serious  damage  to  the 
public  interest  in  a  sound  and  efiicient  system  of  rail  transportation  in  the 
Nation  and  in  the  East. 

To  conclude  this  segment  of  the  report  on  the  Penn  Central  merger,  its 
approval  and  its  effect,  the  following  points  should  be  noted  : 

f  C&O-B&O  control  approval  as  determinative.— The  ICC's  approval  of 
C&O's  control  of  B&O  in  December  1962,  determined,  as  a  practical  matter, 
the  realignment  of  the  Eastern  railroads,  especially  since  the  N&W  merger 
applications  were  contemporaneously  pending  and  little  opposed. 

2.  Little  opposition  to  C&O-B  &0  and  the  N dcW  merger.— The  acquiescence 
of  many  affected  parties  such  as  competing  railroads,  the  shipping  public, 
states,  cities  and  other  community  interests,  faciUtatjed  approval  of  the  C&O- 
B&O  control  effected  in  1963  and  the  N&W  merger  consummated  in  1964. 
T5T?  ^'  ^^^^^^^  ^-f  Eastern  rail  structure.— The  law  made  it  possible  for  the 
PRR  system  to  have  the  power  to  veto,  if  not  to  control,  the  ultimate  revision 
ol  rail  Jacihties  in  the  East.  Policy  makers  may  well  doubt  \vhether  control  of 
the  rail  structure  by  one  industrial  power  center  comports  with  the  national 
interest  m  a  sound  transportation  system. 

4-  Efect  oj  merger  on  Penn  Central. —The  Penn  Central  merger,  badly 
managed  and  poorly  executed,  hastened  the  financial  collapse  of  the  new 
company.  The  merger,  skillfully  managed  and  effectively  executed,  might  haye 
at  least  postponed  the  crisis. 

5.  Efect  oj  Penn  Central  denial— Den\2i\  of  the  Penn  Central  merger  would 
haye  continued  a  four-system  East  (C&O-B&O,  N&W,  PRR  and  N  YC)  and 
dekged  the  crisis  which  it  appears  would  have  eventually  confronted  PRR  and 

6  The  case-by-case  method  of  merger  approval.— The  firm  adherence  to  the 
case-by-case  method  of  rail  merger  approvals  prevented  thorough  public 
consideration  of  the  major  merger  proposals  in  the  East  as  related,  first,  to 

"1  Penn  Central  Transportation  Co..  Notes.  ICC  F.D.  2.-)S.'54  decided  Oct  29  lOfiq  renrintert  Wenr 
No'%'l'-9S^mlKTn4^^75"  Commerce,  Failin,  ^a.Vroarf/IVst  Congr^f  2d'ses^^^^^^ 
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national  and  regional  needs  for  rail  service  and,  second,  to  improvement  of 
the  economic  condition  of  the  Eastern  railroads  generally  .    ,  ,     .  , 

7  Delay  —The  extensive  opposition  to  the  merger,  the  inevitable  time  lag 
in  ICC  nrocesses,  and  the  provision  of  protection  for  smaller  railroads  seeking 
SclusVonTesXd  in  damaging  delay.^Ierger  in  1963  or  1964  would  have 
conserved  cash  and  permitted  shakedown  operations  in  a  more  favorable  period 
from  a  revenue/expense  standpoint.  t^t^ti      i  x^-v.-r-.  a 

8  Effect  of  delay.-Durm?  the  six  year  delay,  PRR  and  C  continued 
past  polkies  to  maintain  public  confidence  in  the  two  companies  and  their 
proposed  merger  as  planned,  but  these  policies  resulted  in  severe  cash  losses  and 
likely  in  serious  deterioration  of  plants.  .  i      i  r^,.^,.,. 

5.  Uncertain  national  policies.-Tho  uncertamties  of  na  lonal  and  Gmein- 
ment  policy  on  rail  mergers  contributed  to  the  delay  and  likely  influenced  FRK/ 
NYC  to  make  costly  concessions.  .  ,  u         inr      W«  nn 

10  Conditions  of  approval.— Hxe  conditions  imposed  by  the  ICC  on  its  ap- 
proval of  the  merger  proved  not  to  be  burdensome  except  for  the  required  in- 
Tslon  of  the  Xel  Haven  and  except  perhaps  for  the  Appendix  G  indemnifica- 
tion provisions  which  discouraged  solicitation  of  competitive  traffic  subject 

^ifp/Iz^if /or  physical  mer^er-PRR/N  YC  made  extensive  plans  for 
physical  merger  of  their  facilities.  Delay  of  the  merger  P«^"^f"jfjf.f;Xl 
th6se  plans.  However,  they  were  not  properly  implemented  after  the  merger 
Whether  full  use  of  those  plans  would  have  facilitated  physical  merger  and 
prevented  the  chaos  is  not  known.  Even  Nnth  their  extensive  plannmg,  the 
merger  partners  were,  in  fact,  not  prepared  to  merge  their  operations  and 

^''''^'Yi'%st-merger  overview.— The  post-merger  overview  by  the  ICC  ^jas  in- 
adeauate  The  ICC  is  not  structured,  staffed  or  funded  to  provide  the  kind  ot 
ove?vi^w  needed  to  protect  the  public  interest  in  the  effective  and  economic 
unification  of  critically  important  transport  companies. 
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Financial  Situation 


FI.VAXCIAL  OUTLOOK  :  INTRODUCTION 


The  financial  environment  in  which  the  PER  operated  in  the  years  preced- 
ing the  merger  gives  an  excellent  indication  of  the  financial  situation  carried 
over  to  the  merged  Penn  Central.  The  minutes  of  a  Finance  Committee  meeting 
on  May  21, 1963  provide  an  insight  into  the  financial  constraints : 

.  .  .  However,  the  next  seven  years  will  be  the  most  difficult  from  a 
financial  standpoint  of  any  period  of  the  history  of  the  Company.  Earnings 
during  the  past  five  years  amounted  to  only  $695,000  and  there  is  no  assur- 
ance of  a  sudden  upturn  in  net  profits.  For  the  years  1952-1962  inclusive, 
there  was  a  cash  loss  of  about  $110,000,000  notwithstanding  the  receipt  of 
approximately  $10,000,000  a  year  from  the  sale  of  real  estate.  During  1963, 
based  on  current  estimates,  there  will  be  a  net  cash  loss  of  $20,000,000.  At 
the  end  of  1962  there  was  an  adjusted  working  capital  deficit  of  $60,000,000 
and  at  present  this  deficit  is  $68,000,000.  Provisions  will  have  to  be  made  for 
maturities  during  the  next  seven  years  of  $565,000,000  .  .  .  In  addition,  the 
merger  with  the  NYC  will  require  capital  expenditures  during  the  first  five 
years  of  $75,000,000  less  $45,000,000  to  be  provided  through  salvage.  The 
NYC  had  an  adjusted  working  capital  deficit  of  $40,000,000  at  the  end  of 
1962.  Both  companies  had  a  net  income  deficit  last  year  and  if  there  should 
be  a  deficit  for  them  again  this  year,  there  will  be  a  further  cash  loss.^ 

This  situation  did  not  seem  to  improve  in  the  next  three  years,  as  witnessed 
by  a  memo  from  Bevan  to  Saunders,  dated  October  25, 1966 : 

...  Herein  lies  the  truth  why  today  the  financial  resources  of  the 
Company  have  been  stretched  furtlier  tlian  at  any  time  since  I  have  been 
with  the  Railroad.  Throughout  this  entire  period,  and  the  last  twelve 
months  money  has  been  scarcer  than  at  any  other  time  in  my  business 
career  .  .  The  foregoing  are  the  reasons  for  our  present  difficulties,  but 
we  should  also  look  at  some  other  aspects  of  the  situation : 

Capital  expenditures:^  .  .  .  We  have  .  .  .  outstripped  the  NYC  in 
[capital]  expenditures  by  a  wide  margin  and  this  is  also  true  for  almost 
any  of  the  other  Eastern  Roads  proportionately,  and  basically  the  same 
may  be  said  on  a  National  basis  .  .  . 

_  E amings :  .  .  .  The  improvement  in  our  earnings  has  not  been  ma- 
terial .  .  . 

Share  of  market:  .  .  .  Despite  huge  sums  spent  on  our  equipment 
during  the  first  six  months  of  1966  our  share  of  the  Eastern  markets  was 
'20.1%  as  compared  to  a  high  in  the  1960"s  of  20.9^r,  in  1962  ...  if  even  in 
1965  we  had  been  able  to  maintain  our  position  in  the  Eastern  Markets,  we 
would  have  had  over  $5  million  more  in  revenue  than  we  did  ... 

New  piancing  ahility :  As  has  been  pointed  out  many  times  in  the  past 
three  years,  we  have  reached  a  danger  point  with  respect  to  our  ability  to 
carry  on  new  financing.  At  any  time,  because  of  the  serious  maladjustment 
m  the  ratio  of  equipment  depreciation  to  maturities,  INIoodv's  mav  drop 
our  rating  from  A  to  Baa,  and  if  this  happens  our  ability  to  finance'equip- 
ment,  even  at  a  substantially  advanced  cost,  would  become  extremely  diffi- 
cult if  not  impossible,  in  the  present  tight  money  market.  .  .  . 

In  addition,  just  recently,  the  Morgan  Guaranty  Bank  which  is  now 
^^^^y  substantial  holder  of  our  stock  has  manifested  a  great  interest  in  ob- 

(353) 
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taining  figures  shoeing  projected  maturities  of  PRR  in  relation  to  its 
'''°'m».^°:S«<«.;-  .  .  .  There  l,as  been  no  noticeable  improvement 

ZeS;  I^ev  ire  to  analyze  ou.  equipment  situation  and  the  more  ^  ul- 

nerable  we  are  to  having  our  ratings  decreased. 

The  problems  presented  above  -e  -^^^^^^ 
outside  of  top  nmnagen.ent  ^-^'-^^^^^f  X 
coupled  with  the  merger  agreement  Jf  the  PRR  and 

by  launders  and  Perlman,  which  made     ^/^^'^^^^^.^  .I^'tL  ba^  problems 

quirements  and  debt  maturities. 


FINANCIAL  POSITIEON 


The  merger  agreement  between  the  XYC  and  the  PRR  P^^;;i5ed  that  the 
debt^ofV^ier  of^the  -il-ds  -dd  be  m..^ 

prior  to  the  consummation  of  the  meigei.  .j^"^^^^^;^,  '  „„g  \3etween  the  time 
«;^:SunaerSa„/Per,ma„sig^^^^^^ 

It'tuime  to  brS  m\lt,l  fT6*5:!lmr:ni         million,  respectively,  for 

'^LTcT\u  Wly 

L^i^n^'^r^^^^^ 

facilities,  maintain  the  tracks  and  roadbeds  and  P[^y;^^J^^;  ^^g^i.^e  capital 

agreements.  Even  before  the  "^^^'Sf ^^^^f^J^f^^B^t  it  had  to  do  all  of  these 
expenditure  program  to  improve  1^^^  facilities  But  it  liaa  w 

activities  without  increasing  its  debt  by 

ment  was  later  modified  and  the  debt  l^nii  aUon  ^'^^^di  h?  finance  the 

Bevan  had  indicated  that  the  environment  m  ^^Ji^;^  ^^^^^  h^crease  debt 
Railroad's  programs  in  1963  was  imi  ing,  at  b^st  He  -uld 
bv  more  than  $100  million  because  of  the  mergei  a^ieemtii  ,  ,    pj^j,  j^^ch 
d'not  faced  that.onstra>nt  Mo^^^^^^  -^^^^^^^^^ 
TlOerS  Valdl  fom  Cgrn  Guaranty  and  Trust  the 

ESbiM^^^^ 

""''tui.!,,  of  this  debt  constraint,  the  PER  and  later  '!»  PCTC  mf  e  «ten- 
sive  us'  of  equipment  leases.  The  »dvaf  agj  of  kasmg  are  th^ 

rS!ja^Z^;cm|t.»S9^aj3^^ 
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since  it  had  huge  tax  loss  carryovers,  hut  could  bo,  used  by  the  lessoi-  in  return 
for  more  favorable  leasiiif?  terms. 

The  obvious  advantafje  of  leasing?  is  tliat  it  does  not  chau'rc  tlie  debt-equity 
ratio  of  the  Railroad,  since  it  is  not  capitalized.  Another  impoitant  factor  is 
the  "analysts'  rule  of  thumb"  in  ana]yzin<j  (he  Railioad:  "When  equipment 
maturities  equals  equipment  depreciation,  you  are  in  balance,  anythiii<>:  above, 
you  are  in  trouble".''  The  PKR  was  not  in  a  good  j)osition  in  tliis  rejrard,  since  its 
ratio  of  equipment  maturities  to  depreciation  for  liXiG  was  ^,n-eater  than  unity, 
while  the  NYC's  was  less  than  unity.^  The  important  point  is  that  the  PRR 
was  obliged  to  use  leasing  to  maintain  the  existing  ratios  on  its  balance 
sheet,  even  though  these  existing  ratios  indicated  a  marginal  operation.  The 
NYC  was  confronted  with  similar  problems,  and  corres[)ondingly  made  in- 
creasingly greater  use  of  lease  agreements  during  the  lOfiO's.  An  indication  of 
the  degree  of  lease  utilization  appears  in  the  following  table.  The  effect  of  the 
leasing  practices  was  to  mislead  the  investing  and  financial  community  by 
showing  a  better  balance  sheet,  but  the  effect  of  this  policy  on  the  income  state- 
ment is  negative.  The  lease  expense  is  composed  of  principal  and  interest,  both 
of  which  are  shown  on  the  income  statement.  If  the  equipment  were  financed 
by  serial  bonds,  only  the  interest  would  appear  on  the  income  statement,  the 
principal  would  not  appear  anywhere  after  it  had  l)een  paid.  Thus  the  income 
statement  would  show  net  income  as  being  less  than  it  would  have  been  had  the 
Railroad  chosen  to  finance  equipment  purchases  by  the  use  of  serial  bonds." 

PENN  CENTRAL  TRANSPORTATION  CO.'-EQUIPMENT  LEASING  AND  CAPITAL  EXPENDITURES  1963-69 

(Dollars  in  thousands) 


Capital  expenditures  ' 


Year 

PRR 

NYC 

Leasing  a 

Total 

Percent 
leasing 

1963  

1964  

1965  

1966  

1967  

1968  

$14,159.2 
55, 829.  2 
53,818. 1 
39, 101.7 
41,038.7 

$36, 303.  3 
12, 456.  3 
69,781.3 
27,063.9 
72,616.0 
93,  428.  8 
71,208.1 

$67,816.6 
134,  677.4 
283,  788.  7 
210,859.  5 
172,676.9 
189,646.4 
157,249.1 

53.5 
9.3 
24.6 
12.  S 
42.1 
49.3 
45.3 

1969  

Total  

203, 946. 9 

382, 867.  7 

1,216,714.6  ... 

Average  

40,  789.  4 

54, 695. 4 

173,816.4  .... 

Rercent  of  total.. 

16.76 

31.47 

100. 00 

'  After  1967,  P.RR.  and  NYC  figures  are  combined. 

2  Source:  Moody's  Transportation  Manuals. 

3  Source:  Table:  Equipment  Lease  Agreements;  see  Appendix  D,  Exhibit  49,  p.  614. 


SOURCES  OF  FUNDS 


The  PRR  had  been  liquidating  some  of  its  real  estate  holdings  for  at  least 
15  years  prior  to  the  merger.  Bevan  indicated  that  such  liquidations  brought 
about  $10  million  per  year  in  additional  cash  from  1952-1962.'  Such 
holdings  were  liquidated  when  they  not  only  brought  a  cash  inflow  into 

6  The  "equilibrium"  is  that  point  at  which  the  maturities  can  be  met  with  Internally  generated 

funds.  Since  depreciation  is  a  noncash  expense,  if  a  railroad's  revenues  and  expenses  are  exactly 
equal,  it  has  funds  equal  to  the  amount  of  noncash  expenses,  depreciation,  to  pay  the  maturity  Also, 
equipment  obligations  are  usually  serial  bonds,  paid  over  a  10-15-vear  period  (the  useful  life  of  the 
"s^^  .  Depreciation  is  the  systematic  allocation  of  the  cost  of  an  asset  to  expense  over  its  estimated 
useful  life  A  balance  of  these  two  figures  implies  that  financing  has  been  arranged  such  that  the  rate 
ot  paynient  on  the  bonds  Is  equal  to  the  estimated  loss  of  service  potential  of  the  assets  In  essence 
H,L^fH„  the  asset  equals  the  service  potential  of  the  asset  consumed.  While  there  are 

theoretical  flaws  in  tins  argument,  this  rule  of  thumb  Is  valid  for  approximation  purposes 
nf  ti,J\J"       be  noted  that  theoretically,  the  net  effect  on  the  Income  statement  over  the  entire  life 
^»n^  J^""*?  V  'i'l''"-  ^h*"  equipment  depreciation  would  offset  the  total  amount  of  the  repay 

ment  of  prlnclpa  had  the  equipment  been  financed  by  serial  bonds.  The  only  Income  statement  effect 

tTe  lease  '^Tn'Th  oiP^*'"V>''*'P'?^^*-\*'"?  """^  ^^'^  '^^"'"^e  oveT  the  eXre  life  Of 

the  lease.  In  the  case  of  the  Penn  Central,  however,  such  was  not  necessarily  the  case  In  the  sales- 
leaseback  arrangernents  of  rolling  stock,  the  Penn  Central  would  consisted  overesHinate  tL  cost 
at  Ui^thne  of"^ren*'n%'''Tf"rr^'  receiving  the  total  amount  of  estimated  repair  costs  In  cash 

used  fo^  t^ene^ni  nnrL.Tl''  ''''tual  expense  and  the  amount  received  could  be 

rton^Jinur  f  corporate  purposes.  The  lease  navments  would  reflect  this  higher  repair  cost  But 
«Zm  h"*^"  is  only  allowed  on  the  total  cost  of  the  equipment:  thus  depreciation  expense  in  total 
Slt'ed  'a7i^  .!X/';:haTlVrtlo°n'  c'llitT'''^'  '""^  ^iZr^nr §^t^!^eJ.°^t^'e 

'Minutes,  meeting  of  PRR  Finance  Committee,  May  21,  1963;  Appendix  D,  Exhibit  70,  p.  730. 
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the  Company,  but  especially  when  they  also  brought  a  profit  on  their  disposi- 
tion By  1966,  profits  from  the  disposition  of  these  holdings  were  becoming 
scarce.  While  cash  was  generated  from  their  sale,  there  were  fewer  gains  on  the 
disposition,  such  that  net  income  was  not  increased.  Some  of  the  sources  ot 
funds  from  1967-1969  are  detailed  in  tlie  table  below.  1  his  is  not  intended 
to  be  a  comprehensive  analysis  of  all  asset  and  security  dispositions,  since  such 
information  is  not  readily  available. 

PENN  CENTRAL  TRANSPORTATION  CO..  ASSET  AND  SECURITY  DISPOSITIONS-CASH  EFFECT 
(Thousands  omitted] 


Source 


Property  sales  

Securities  sales  

U.S.  Government  bonds. 


Total. 


1967  ' 

1968  > 

1969 

$19,650 
2.444  .... 
1,066  .... 

$59, 700 

$54,600 

23, 160 

59, 700 

54.600 

I  P.RR.  only. 
J  PCTC  only. 


The  Railroad  relied  to  some  degree  on  the  sale  of  its  assets  to  provide 
funds,  and  placed  even  more  emphasis  on  transactions  with  the  Pennsylvania 
Company  to  purchase  securities  from  it  in  order  to  provide  cash  for  the  Kail- 
road's  operations.  This  is  discussed  at  length  in  another  sec  ion  After  the 
merger,  a  program  was  instituted  to  generate  cash  from  the  sale  of  inventory, 
scral  sales  in  excess  of  normal,  and  the  deferral  of  road  improvements  and 
decreases  in  estimated  capital  expenditures.  In  addition,  -hen  ^^^^^^ 
tion  became  critical,  purchases  of  operating  supplies  were  deferred  until  the 

Railroad  was  in  a  better  cash  position.  .  .  

The  Railroad  could  finance  its  equipment  programs  by  leasing  equipment 
trust  certificates,  or  conditional  sales  agreements.  However,  the  capital  expendi- 
tures for  road  and  track  could  not  be  financed  by  these  methods,  because  the 
asset  would  not  be  accepted  as  security  for  the  loan,  since  it  was  not  easily  re^ 
mo4ble  nor  easily  resold.  This  required  that  the  funds  ^P"^^^^^/!.;^^?^^^^ 
capital  improvement  be  generated  from  operations,  or  provided  from  debt 
financino-  with  equipment  used  as  collateral  for  the  bonds. 

To  provide  the  required  funds,  long  term  financing  was  augmented  by  the 
issuance^of  commercial  paper,  revolving  credit  agreements,  and  other  short 
Term  financing.  The  external  sources  of  lunds  provided  by  such  financmg  for 
the  years  1968-1969  are  as  follows : 

PENN  CENTRAL  TRANSPORTATION  CO. 
SOURCE  OF  EXTERNAL  FINANCING  TRANSPORTATION  COMPANY  ONLY 
lln  thousands  of  dollars) 

 1968  1969 


Equipment:                       ^  ._         76,000  74,800 

Conditional  sales  agreements...    104,000  86,900 

Leasing  agreements      130,000  155,300 

Bank  loans..    -  -    22,000  84,000 

Advances  from  subsidiaries  -      _   ■ 

332,000  401,000 

Total..       -   


The  extensive  use  of  revolving  credit  agreements  and  P^P^J 
was  a  short  term  solution  to  a  long  term  problem.  In  May,  1969,  Be^  an  nego 
tiated  a  new  loan  and  revolving  credit  agreement  with  a  number  of  banks  kd 
bv  First  National  City  Bank  of  New  York.  Prior  to  this  agreement  PCTC 
had  $50  n^iUion  outstanding,  and  with  the  renegotiation  it  immediately  drew 
upon  another  $50  million,  the  limit  of  the  debt  agreement 
upon  Ai.o        T  Veement  was  renegotiated,  with  the  amount  of  ciedit 

available  increased  to  $300  million.  The  PCTC  was  also  using  commercial 
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paper  as  a  means  of  Hiiancin^?;  $100  million  in  1968,  $50  million  in  March 
1969,  and  another  $50  million  in  November,  19()9.  The  ICC  hud  to  api)rove  the 
issuance  of  commercial  paper,  and  each  time  the  amonni  I'C/IX/  issuetl  in- 
creased, it  lequired  sepai  atc  ICC  consent.  The  biggest  problem  with  the  com- 
mercial paper  is  that  wliile  the  interest  rates  are  comparable  with  short  term 
bank  borrowings,'^  the  paper  nuist  be  rolled  over  frecniently,  since  it  is  issued 
for  a  very  short  term.  The  inability  to  meet  these  obligations  or  roll  over  the 
commercial  paper  was  a  major  factor  in  the  reorganization  decision. 

Bevan  also  used  a  "blanket''  mortgage  of  uj)  to  $;}00  million  to  provide 
funds  for  the  Company.  When  the  PCTC  wanted  to  issue  further  bond  offer- 
ings in  early  1969,  it  became  apparent  that  PCT('  would  not  be  able  to  sell  the 
securities  due  to  tlie  bond  market  conditions.  At  this  juncture,  he  hoped  to  have 
the  Pennsylvania  Company  issue  $35  million  of  Collateral  Trust  Bonds,  whicli 
was  successful  at  an  interest  late  of  Si/t%  nsing  $100  million  of  Hiickeyc  Pipe- 
line Common  stock  as  collateral.  Late  in  1969,  the  Pennsylvania  (V)mi)any 
issued  $50  million  convertible  bonds  at  9%,  convertible  into  stock  held  by  that 
Company  as  an  investment.  In  tlie  Spring  of  1970,  Bevan  hoped  to  issue  a  $100 
million  bond  offering  of  the  Pennsylvania  Com})any,  but  the  excessive  losses 
of  the  Consolidated  Penn  Central  and  the  non-consolidated  Transportation 
Company  made  that  offering  impossible.  This  money  was  desperately  needed 
to  fund  the  maturing  commercial  paj^er  and  equipment  trust  maturities.  When 
it  could  not  be  issued,  the  PCTC  filed  for  reorganization. 


FixAxciAL  position:  analysis 


The  merged  Railroads  had  a  very  high  debt/equity  ratio  even  before 
operations  began  in  February  1968.  The  extensive  use  of  leashig  minimized 
some  of  the  effects  of  the  rapidly  increasing  debt,  but  also  had  a  negative  effect 
on  net  income  in  that  the  princi])al  was  included  as  a  cost  of  operation.  The 
huge  cash  losses  of  the  Transportation  Company,  the  massive  capital  expendi- 
ture piX)gram  undertaken  by  the  Railroad,  and  the  excessive  dividend  and 
diversification  policies  made  the  need  of  external  financing  all  the  more 
imperative. 

It  could  be  said  that  Bevan  relied  too  heavily  on  debt  instruments;  but 
after  the  merger  had  been  consummated  and  the  results  of  operations  became 
known,  he  had  little  alternative.  The  financing  options  were  severely  limited 
by  the  huge  losses  of  the  Transportation  Company,  wliich  could  not  be  offset 
by  improved  earnings  of  the  subsidiaries.  At  the  time  of  the  merger,  an  equity 
issue  could  have  had  success  in  the  financial  markets.  A  Avave  of  optimism 
(relative  to  past  evaluations  of  the  individual  railroads  before  the  merger) 
was  present  in  the  financial  community  in  anticipation  of  the  merger  savings 
to  be  realized  by  the  Transportation  Company.  This  is  evident  from  the  evalu- 
ation (in  terms  of  common  stock  earnings  and  dividends)  of  the  pre-merger 
railroads,  and  the  post-merger  Penn  Central  by  Standard  and  Poor's.  Prior  to 
the  merger,  both  the  New  York  Central  and  the  Pennsylvania  were  ranked  B 
minus  (the  next  to  lowest  ranking  given  to  common  stocks  by  Standard  and 
Poor's).  After  the  merger,  however,  the  Penn  Central  was  given  a  ranking  of 
B,  even  though  there  had  been  no  change  in  any  of  tlie  indicators  used  in  deter- 
minnig  tlie  ranking."  The  only  apparent  I'ationale  for  the  upgrading  was  the 
optimism  with  which  merger  savings  were  anticipated.  But  those  savings  never 
materialized.  After  the  operating  losses  of  the  merged  railroad  became  known, 
an  equity  issue  would  not  have  been  possible.  Had  the  Penn  Central  actively 
pursued  the  possibility  of  an  equity  issue,  then  further  defense  could  be  made 
of  the  excessive  post-merger  dividend  payments. 

s  Initially  the  rate  was  lower  than  short-term  bank  loans,  but  after  mld-1969  commercial  oaner 
was  more  costly.  pai>ci 

Yorl°  f;''^?^'''"'^         Poor's  Stoclc  Guide,  Standard  and  Poor's  CorporaUon,  345  Hudson  Street,  New 
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While  Bevan  used  every  option  that  he  could  to  provide  funds  through 
debt^ues  in  hopes  of  keeping  the  Railroad  alive  until  merger  saviiigs  could 
St  addlioni\  i::eV  cok.he  had  created  a  debt  f  x.ct.u.^^      1-d  to  spell 

3^rt;S^ei:;i;.ance  of  ^^^^ 
matelv  $60  million  per  year  was  req"";ed       tl^^Jcast  Solving 

Railroad  from  reorganization,  its  capital  stiuctuie  ^^as  bnup  v 

ACCOUNTING  PR.\CTICES  AND  POLICY 

A.,  his  been  cited  previouslv.  the  Penn  Central  employed  maiiy  question- 
able tccount^rte^^^^^^^^^  to  maximize  its  reported  -t- income  and  nn^^^^^^ 
financial  ratios^  Observations  concerning  general  accounting  policy 

1     f  VL  foilnrp  of  the  ICC  to  thoroutrhlv  investigate  the  hnancial  leports  sub 
Sd  by  thfpenn  Ce  Jivah  But  the  inost' significant  general  accovmting  policy 

n  puit^^^^^^^        to  two  other  areas.  The  first  ^^^^ ^^^^^.^^ 
prescril^d  by  the  ICC  and  followed  by  t^he  P^^l^^l  ?Lm  v  beU^^^^^^^^^ 
oneratinff  decisions.  The  second  area  is  the  lack  ot  unitoimit>  ber^^een  le^u 
?itpd  icfount  11-  ^      "Generally  Accepted  Accounting  Pnncip  es,    such  as 
ihoi  l^rfe  by  the  Accosting  Principles  Board  of  the  American  In- 

^^^^^SS^iS^etween  — y  A^p.d  Acc^^ 

c  usL  v  is  hi  or  ler.  The  Accounting  Principles  Board  was  established  to  pro^ 
drJnteria  by  which  accountants  could  audit  corporate  records  and  certify 
firf^nriTs  ateinent<.  The  audit  certificate  declares  that  the  financial  repot ts 
Sre<=ent  /'  r^^^  position  of  the  company,  in  accordance  with  gen- 

eral accepted  acco  in  principles  and  consistent  with  the  prior  penod  s 
methy  of  V^^^^^^^  The  principles  established  were  necessarily  broad  m 

s  ope  givinrmuch  latitude  for  handling  certain  ^^'^^^l^tions.  becaiise  ot 
wide  variety  of  situations  which  occur  m  American  Industry.  The  P""^;Pl^! 
cmSitu  e  "substantial  authoritative  support",  for  a  particular  rn^^^f  f 
accountincr  for  a  transaction.  However,  these  principles  recognize  existing  leg- 
ulatorv  accounting  procedures  as  constituting  such  "authoritative  support,  and 
S  regidato     agencies  to  dictate  accounting  procedure  m  regulated 

industries^  principles  were  originally  established  in  the  first  part  of 

this  centun  to  provide  a  standardized  metliod  of  accounting  for  transactions 
Sirieiu  ate^  industry.  Such  procedures,  however,  liave  m  many  cases  not 
kept  ace" wkh  he  dynamic  nature  of  the  transportation  mdustij^  and  ai-e  in 
need  of  i^vision.  The  railroad  as  a  single  corporate  entity  is  rapid  y  becoming 
l  e  exceition.  The  transportation  holding  company,  with  "^J^y  f 
a  diversity  of  industries,  is  becoming  much  more  common,  with  attendant 
LminJing  complexities  of  fairly  presenting  the  financial  position  of  such  a 

^-tv':Xn?;S^";)^:^s  relied  heavily  on  the  single  industry  nature  of 
transportation  companies  for  providing  the  rationale  for  specific,  stringent 
acJountin-  procedures.  Such  procedures  have  the  distinct  advantage,  in  theory, 
orZrowing  the  acceptable  methods  of  accounting  for  specific  transactions. 
?hus  providin..  greate  •  control  for  the  regulatory  agency  as  well  as  greater 
consis^enc  in  fimincial  reporting.  However,  the  multi-industry  nature  of  many 
transportation  companies  has  made  the  accounting  process  '"o^-e^omplex  a  lule 
regulltory  accounting  policy  and  procedure  has  not  -^P^/J^ed  adequately  to 
this  increase  in  complexity.  It  is  clearly  incumbent  upon  J^^^^  ^^P^i  ^ 
changes  in  its  accounting  policies  to  meet  the  new  demands  of  the  industi>  it  is 
regulating. 
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Divergence  in  regulatory  accounting  techniques  from  GAAP  is  justified 
when  the  advantages  of  greater  control  and  specificity  afi'orded  by  regulatory 
accounting  policies  outweigh  the  loss  of  comparability  between  regulated  and 
nonregulated  industries.  There  are  certain  situations,  however,  where  regula- 
tory accounting  practices  have  not  adequately  met  the  denumds  of  the  changing 
nature  of  the  transportation  industry,  and  where  the  divergence  from  GAAP 
is  not  substantiated  by  increased  control  and  specificity  in  the  financial  report- 
ing process. 

The  ICC  has  taken  the  position  that  a  transportation  company  may  use 
GAAP  in  reporting  to  the  stockholders,  provided  that  any  differences  between 
the  results  filed  with  the  ICC  and  the  results  presented  to  the  stockholders  be 
adequately  disclosed  in  the  financial  statements.  This  seems  to  be  a  reasonable 
alternative,  in  that  control  is  provided  over  the  accounting  practices  used  in 
reports  to  the  ICC,  while  the  investors  can  obtain  all  the  infornuition  lu'cessary 
to  convert  the  statements  to  reflect  the  results  using  GAAP.  For  example,  the 
Penn  Central  disclosed  the  amount  of  deferred  income  taxes  that  would  have 
increased  "earnings  from  ordinary  operations  by  $1,500,000  ($.00  per  share) 
and  reducing  the  extraordinary  charge  by  $22,500,000  (.93  per  share) ;  and  in 
1968  would  have  had  the  effect  of  decreasing  earnings  from  ordinary  operations 
by  $8,000,000  ($.35  per  share)."'  This  information  has  been  presented,  but  the 
question  is  whether  it  can  be  understood  by  the  average  investor. 

Financial  statements  are  confusing  enough  to  the  average  investor,  and 
differences  cited  in  the  footnotes  between  alternative  accounting  methods  quite 
probably  do  not  clarify  the  report,  rather  they  tend  to  cloud  the  issue  of  the 
financial  performance  of  the  company  by  presenting  too  much  conflicting  and 
technical  data. 

Major  differences  heticeen  ICC  and  GAAP 

'  One  area  of  divergence  of  GAAP  and  regulatory  accounting  procedure  con- 
cerns the  recognition  of  deferred  income  taxes.  GAAP  requires  a  company  to 
show,  as  a  current  expense,  deferred  income  taxes,  while  regulatory  accounting 
does  not  allow  such  a  recognition.  Deferred  income  taxes  result  from  differ- 
ences between  net  income  reported  to  investors  and  the  net  income  used  for  in- 
come tax  purposes.  The  most  prominent  situation  in  which  such  differences  oc- 
cur IS  the  use  of  straight  line  depreciation  for  financial  reporting  purposes  and 
accelerated  depreciation  for  income  tax  purposes.  For  the  first  few  vears  after 
the  acquisition  of  assets  eligible  for  accelerated  depreciation,  accelerated  depre- 
ciation expense  will  be  greater  than  straight  line  depreciation.  Thus,  net  income 
for  financial  reporting  purposes  will  be  higher  than  the  taxable  net  income  for 
income  tax  purposes.  The  difference  in  net  income  is  the  amount  of  difference 
between  the  accelerated  and  straight  line  depreciation. 

Assume,  for  illustration  purposes,  that  an  asset  is  acquired  bv  a  railroad 
tor  $100,000,  has  a  salvage  value  of  $10,000,  and  an  expected  life  of  5  years.  The 
depreciation  expense  for  the  life  of  the  asset  is  shown  in  the  table  below. 

COMPARISON  OF  STRAIGHT  LINE  AND  ACCELERATED-DEPRECIATION  METHODS 


„.  .  ,  ,  ,.  Deferred 
Year  Accelerated       _  income  taxes 


depreciation     depreciation       Difference         for  year  i 


1   $18,000         $40,000  $22,000  $n  000 

3                                                                                               18,000           24,000  6,000  3,000 

3                                                                                                                                                                                                                       Jg    Qgg                         j^^pg  {3.  my  (1  800) 

H                                                                                          18  OOP            g  g^j,  U.BiO) 

     18,000  2,960  (15,040)  (7,520) 

Total     90, 000           90^000  0  '  0^ 


'  Assumes  a  50-percent  tax  rate  and  no  other  tax  minimize  policies  followed. 


Accelerated  depreciation  is  larger  than  the  straight  line  depreciation  for 
the  hrst  two  years,  the  total  deferred  income  taxes  for  this  period  represent  the 
decrease  in  income  taxes  payable  for  that  period.  GAAP  requires  that  the  in- 
come tax  expense  reflect  the  amount  that  would  have  been  payable  had  the  ac- 
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oe,e.a.«,  ™.hod  no.  been  „.d  (or  ...  ^^^X 
income  tax  expense  would  be  s^^7^V^''^^^;'^„ "^^^^^^^  the  income  tax 

f erred  income  taxes  for  the  y^^l";  ^^C  accou^^^^^^^ 

falr;:.l;;x"air^nri^'aZ!rntl=^^ 

accounting  would  be  as  follows : 


deferred 
income  taxes 

Year 


After  tax  After  tax  reported  net 

net  income      income  in  publislied  financial 
before  statements 


GAAP  ICC 


 ^                               ^  S50  000  $39,000  $50,000 

  -   ^50  000  47  000  50,000 

---  --  —  --   suoo  50,000 

I   50,000  54,680  50,000 

4 —  -   5o;ooo      57, 520  50,000 

5  --- -■■ 250,000  250,000  250,000 

Total    .-^^^^^^^^  ^  _  


creased  deferred  income  taxes  m  the  l^^er  >ems  is  jj^.^me  taxes, 

™Pin    :^rSnrta7;;;;osS,^t™ieS  .  ^,^0,  should  be 

3\o  present  the  income  tax  ^SlbaL""  to  ^^S,  en  a  decade, 

The  accountmg  profession  has  debateci  tms  piouiem  luii       .  »  p-ox  iecnpd 

^vin  be  examined  subsequently  It  will  be  nece^^^^  deferred  income  taxes. 

goals  of  the  lax  L,a^^s   ine  luimei  roncerned  with  economic 

the  financial  position  of  the  company,  while  tax  la^^  i^^^oi^J^J^^^^  tj^^ 
effects  of  fiscal  policy  and  the  intentions  and  goals  of  Congress, 

'^'fS^^lT^^^^'n.  conformance  with  GAAP  is  much  more  con- 
cernS^h  cL^^rv^tisn^nd  the 

ing  principle  implies  that  revenues  be  repoited  'revenue  be 

earned  and  that  the  ^o^t^^^^^  ^^^l^  ^^^^^  Statfd  d  ffer^^^^^^^  resources  of 
recorded  in  the  same  period  as  the  [f^^^^^^f The  consump- 
a  company  (its  assets)  are  consumed  to  generate  sa  e.  oi  ^e^  Bv  record- 

tion  of  these  resources  become  expense  when  the  re^  eni  e  s  genenit^^^^^^  ^} 
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periid  Tl^^T  f t  r  ^  f^^'^-^^  considered  a  le^^itiinate  expense  of  tl.e 
nfih.'.  \  ^"'"'^^  '"'"^  deferred  income  tax  should  be  (.-onsic  ered  as  part 
of  the  current  costs  of  generating  revenues.  Defened  iiiconie  taxes  >r  sin  Iv 

to  bepJuufmSef^^  """""""^^^  ^'"^^'^  '''''''  '''' 

George  M.  Stafford,  Cniairinan  of  tlie  Interstate  (^onnnerce  (^onnnissinn 
responding  to  a  letter  from  the  Honorable  Pfarley  ().  Sta  geis  of  /  S^^^^ 
Committee  on  Interstate  and  Foreign  Commerce  ciiscussedl^^  position  of  the 
ICC  with  respect  to  the  question  of  recognition  of  deferred  incoine  taxS :  - 

aonlkabilitv  nf  JP^  instituted  rulemaking  procedure  relating  to  the 
applicability  of  its  accounting  rules  to  financial  statements  of  carriers 
contained  in  reports  to  stockholders  or  otherwise  released  o  the  public 
By  report  and  order  dated  January  25, 1962,  in  Docket  No.  33581  T^zmS 
Statements  Be/eased  by  Carriers,  it  found  that,  'Carriers  desirko-  to  do  so 
may  prepare  and  publish  financial  statements' in  reports  trstockl^Tders 
and  others,  except  in  reports  to  this  Commission  based  on  genera  ly  ac 
cep  ed  accounting  principles  for  which  there  is  authoritadve  s  m^oit 
that  any  variance  from  this  Commission's  accounting  rules  coiita  ned  in 
such  statements  IS  clearly  disclosed  in  footnotes  to  the'statemente.' 

i^iom  the  foregoing,  it  can  be  seen  that,  although  the  ICC  does  not 

coZ  thre?j/o/"n"''  ^"""""^        ^^^^"-^^  ■  taxes  in  its  ac 

counts,  the  effect  of  the  various  accounting  methods  permitted  for  income 

tax  purposes  is  clearly  disclosed  in  annual  reports  filed  with  us  andTn 

reports  to  stockholders  and  others.  Of  course,  the  basis  of  the  ICC  rulin" 

L  T  .P'T""^.  ^'"^  '^W  '^^^"^^  be  required  to  provide  from  cJrreit 
freight  rates  for  possible  increased  tax  rates  of  the  indefinite  future'.- 

The  ICC  study,  referred  to  in  the  above  paragraph,  is  presently  over  10 
SLtVuleTL""r  '^'"w^  Accounting  PriLipfes'S^^^^  i\s 
^ud^T^  n^^^^^  ^"  ^-^       °P^"^^°"«  considered  in  the  ICC 

study.  Ihe  opinion  of  the  APB  appears,  in  part,  as  follows: 

The  Board  has  considered  the  various  concepts  of  accounting  for  in- 
come taxes  and  has  concluded  that  comprehensive  interpeiTod  taf  al loJa- 
tion  IS  an  integral  part  of  the  determination  of  income  tax  expense  There- 
fore, income  tax  expense  should  include  the  tax  effects  of  revenue  a  id 
expense  transactions  which  enter  into  the  determinat  on  of  pretax 'ac 

rSiSZn  o?'  '  f  i  t-nsactions  ^JhicUnter  into 

me  cleteimmation  of  pretax  accounting  income  either  earlier  or  later  then 

p  nU^^^^^^^^  ''^f':  "^^^'"^  ^^-"Id  be  recogniid  in  th 

periods  m  which  the  differences  between  pretax  accounting  income  and 
taxable  income^arise  and  m  the  periods  in  which  the  differences  reverse 

.  .on-shc.S^bf?:;ii^^^ 

app^clTbilL^'orthk^in'  ^/'^^on  presented  above  makes  exception  to  the 
'^^^^^l^^^^  -  P-^^e^or  in  the 

..,.f^''''''''''''\  '^'^''''^"''*:^''  "'-''y  '^^"^^^       the  application  of  generallv  ic- 

neSet  be?aus  T7tt  "  '^^"Tl  '1^^'^'^''  '^'^  -n-re|ul"t:dH>;si- 
nesses,  Decause  of  the  effect  in  regulated  businesses  of  the  rate  makinir 

esent'  ^^^^""''^1  f ''''''  "^S^"^^  P^'^^^^^'  ^  phenomenon  no! 
present  in  non-regulated  businesses.   Such  differences  usuallv  concPi-n 
_jnainly  the  time  at  which  various  items  enter  into  the  dSminat^Jn  of 

SpecilfirbcormXe^rfSrelSion^^  Hearing  before  the 

House  of  Representatives,  September  24^970  pp  13^162        ^"tei-state  and  Foreign  Commerce  of  the 

Of  th^lSliJK^iti^.f^^S'^.^^iS  AccounUng  Principles  Board 
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net  income  in  accordance  with  the  principles  of  matchnig  costs  and  reve- 
nues ex  a, nT  if  a  cost  incurred  by  a  regulated  business  dunng  a 
S  7n  period  1  tr^  ted  for  rate  making  purposes  by  the  regulatory  author- 

business."  •^„oi,.  flmt  "the  nresent  dav  shipper  should 

'"^'^^S  ti::?^s£;i:rrt^?^h  i  Va  wishes  to  add  new  track  to  its 

svstem  in  tl  0  fonn  of  a  branch  line  that  will  be  used  to  connect  a  mam  lino  o  a 
wal-Z  se  Further,  let  us  assume  that  the  warehouse  will  be  removed  n  20 
; ,"\!,'\TKr  ,  oco""^i«^-  P^-^^s"-ibes  that  the  track,  ties,  most  grading  costs,  e C. 
s l  ou  d  not  depi"  iated.  Rather,  upon  retirement  of  the  branch  line  he  entire 
ra\"talized.non-\lepreciablecostis 

thor  issume  that  the  cost  of  this  branch  line  is  i^2() O.OOO.  I  'V- 

actlT  n  non  regulated  industries  would  require  tlie  cost  of  the  br  neb  k.- 
to  be  allocated  as  expense,  to  the  income  statement  (depreciation).  This  ^^o^m 
Xt  he  rue  cost  of  generating  revenue  by  the  asset  (the  '-^^-^^.l--^^^^^^^ 
Tn  th  s  illustration  annual  straight  line  depreciation  would  be  ^10.000  (ihiUU 
000/20     "s.  Tssuming  no  salvage  value).  Thus,  net  n.conie    or  t|.e  penod 
would  be  decreased  bv  the  amount  of  depreciation,  which  is  ^10.(  00.  At  the  enrt 
nf  the  >0  vear  period  when  the  warehouse  is  removed,  the  abandonment  of  the 
^^;o;^jrSt  no  charge  to  the  mcome  ^^^toment  siiice  the^^itir^^^ 
of  the  track  would  have  been  "expensed   m  the  form  «V^?;r  ir.e  " 
there  would  have  been  no  "service  loss"  on  the  retirement  of  the  tiack. 

T  t  s  no  -  consider  the  revenue  generated  by  the  branch  line.  Assume  that 
the  tol-  1  reve  ues  1  r  vear  were  $100,000.  and  that  operating  costs,  exclusive 
ofd^^m^c  Xi  were  ^;T5.000.  The  net  income  under  nonregulated  accounting 
prac  k^^-i  Id  be  $15,000  (revenues-expenses-depreciation  equals  "et  mconu 
^'""xoVcc^nslder  the  same  example  using  regjilatory  ^^^onntrn^V^cu^^Tl. 
revenue-^  would  still  be  $100,000  per  year,  and  the  expenses  (exclusnc  ot  ne 
pT'  tion)  would  still  be  $75.0001  but  there  is  -.^^^l^-'^^^-'l^^';^'?:, '  l^li;  t'f 
nnrted  net  income  would  be  $25,000.  Xet  income  is  increased  b>  the  amount  or 
e  ,  "  i    1  on   "  not  allowed  under  ICC  regulation.  This  seems  hue.  unti 

t  ve  1-  comes,  m  which  case  there  is  an  abandonment  charge  (or  serv  ce 

loss)  of  l-Iw.S).  the  entire  amount  of  the  cost  of  the  brancli  line.  The  state- 
ments  for  the  20  years  would  be  as  follows : 

consequence,  under "iCC  accounting,  unUl  the  line  is  retireJ. 
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COMPARISON  OF  ACCOUNTING  METHODS 


Yea'  GAAP  ICC 


Revenues   $100,000  $100,000 

Operating  expense  ^   75  000  75  000 

Depreciation  ,   10  OOO  0 


Total. 


Revenues.  

Operating  expenses. 
Depreciation  


Net  income- 


Revenues  

Operating  expenses. 
Depreciation  


Net  income 


20: 


Revenues  

Operating  expenses.. 

Depreciation.--  

Retirement  of  Track. 


Net  income  (loss). 
Cumulative  net  income.. 


15, 000 

25, 000 

100, 000 

:  : 

100  000 

75,  000 

75, 000 

10, 000 

0 

15,000 

25, 000 

100, 000 

100, 000 

75,000 

75, 000 

10, 000 

0 

15, 000 

25.000 

100,  000 

100,000 

75,000 

75,  000 

10,000 

0 

0 

200, 000 

15,000 

(175,000) 

300, 000 

300, 000 

From  the  above  table,  it  is  seen  that  the  net  income  over  the  entire  life  of 
the  branch  line  is  the  same,  reofardless  of  what  depreciation  method  is  used. 
However,  the  $175,000  loss  at  the  end  of  20  years  under  ICC  accounting  methods 
procluces  a  strong  nicentive  for  management  not  to  abandon  track  to  avoid  the 
service  loss.  The  implication  in  the  Penn  Central  case  was  that  there  were  a 
number  of  miles  of  track  that  were  not  abandoned  (to  avoid  excessive  charo-es 
agamst  net  income)  at  the  expense  of  the  salvage  value  of  track,  wliich  would 
have  represented  a  cash  inflow  to  the  cash  starved  Transportation  Company.  As 
is  also  seen,  there  is  an  artificial  overstatement  of  net  income  for  each  of  the 
first  19  years  of  operation  of  the  branch  line.  This  violates  the  matching  prin- 
ciple, discussed  in  the  preceding  section,  since  it  does  not  accurately  allocate 
costs  to  exjx-nse  m  the  period  in  which  the  revenues  associated  with  those  costs 
were  generated. 

The  effect  on  Penn  Central  was  to  encourage  management  to  act  in  a  man- 
ner that  was  not  in  the  best  economic  interests  of  the  railroad;  the  main 
inducement  was  avoidance  of  an  accounting  charge.  Thus,  cash  was  foresaken 
to  maximize  not  income. 

It  inust  be  noted  that  this  accounting  policy  does  not  directly  contradict 
Ixenerally  Accepted  Accounting  Principles,  rather  it  is  an  outmoded  accountino- 
princip  e  that  has  decided  disadvantages  to  managerial  decisions.  It  must  be 
noted  that  tliere  would  be  problems  in  changing  the  present  IC(^  system  of 
accounting  to  the  more  Generally  Accepted  Accounting  Principle  of  systematic, 
straight  Ime  depreciation.  Principally,  this  problem  is  that  the  past  char<res  for 
deprecation  which  were  not  taken  by  the  railroads  on  track  and  road  bed 
structures  no^^■  in  service  would  be  enormous,  seriously  affecting  the  earninirs  of 
every  railroad  and  significantly  distorting  long  run  time  series  data  on  depre- 
cia  ion  and  net  income.  The  CxAAP  depreciation  method  would  increase  annual 
depieciation  charges  and  thus  lower  net  income,  making  financial  analysis  over 
extended  periods  a  difhcult,  if  not  impossible  task. 

n>.n7^'%^"^*?''^^' 1^"'  "non-depreciation**  concept  is  founded  upon  the  limited 
ability  of  railroads  to  process  the  massive  amounts  of  information  necessary  to 
maintain  adequate  records  for  depreciation  purposes.  In  the  days  of  autoimited 
c  ata  processing,  however,  such  an  argument  is  hardly  valid.  Further,  there  is 
the  very  real  problem  of  determining  the  real  economic  life  of  an  asset  such  as  a 
mainline,  or  a  graded  roadbed.  This  argument  can  be  easily  refuted  by  referring 
to  the  Accounting  Principles  Board  Opinion  Xumber  17,  in  which  the  economic 
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life  of  intangibles  (good  ^vill,  for  example)  is  deemed  to  be  their  estimated  eco- 
nomic ^Sife,  n?to  a  maximum  of     years  Th-  op^^^^^^^^ 
rlntnrv  •imortizatiou  of  intangibles  acquired  after  Uctobei  41,  Uiv  %Muie 
?Ses  ac^^^^^^^^^^^^  to  that  time  do  not  have  to  be  amortized,  '^^^  -^^-^ 

that  c-  n  be  drawn  is  that  an  attempt  to  estimate  economic  life  is  better  tha 
that  can      ala^^n  ^       j     reasonable  maximum  limit  placed  on 

ne^^?c^\his  estimate  .central  to  allocate  cost  to  ex- 

pShCff?^^^  P-tion  tow..d  bet 

termentl  Betterments  are  defined  as  the  replacement  of  P^^y^^^^VP^^P^^l^; 
nrooertv  Dossessino'  greater  quality.  For  example,  the  replacement  of  o6#  tiack 
S  l-^rtrfck  ir  a  betterment,  due  to  the  improved  ''quality  ot  the  rep  ace - 
nent  if*  c  Slroad  has.  on  a  given  segment  of  track,  56#  track  present  y  m 
^^ice  a  1  assu  n this  track  cost  $75  per  unit  when  it  was  installed  at  the 
Uim  of  die  ceXry  t^^^  track  would  not  be  depreciated,  but  would  remain  on 
the  books  at  its  cost  of  $75  per  unit.  .  , 

Xow  assume  that  in  1970  that  railroad  replaced  the  o6#       ^  ^1  y^V,* 
track,  which  cost  $280  per  unit.  The  effect  on  the  books  ^^'^^^^^  be  hat  $140 
would  be  capitalized,  and  $140  would  be  charged  ^^^^-^P"^^^-         leason  foi 
his  s  that  the  difference  in  quality  is  all  that  can  be  capitalized.  Since  the 
a       L  -  Lnt  f  om  56#  to  ll''#  only  the  additloiml  56#,  at  current  costs, 

original  problem  of  depreciation.     t^l^  ^^  l'^^^^*^;;' reti^-emlnt  would  be 

t«atm.„t  given  to  -^f  ""f  ^'f. '"JV^Cd  eq'uhes  thnt  undev 

mcnts  to  be  earned  under  the  cost  'n™?*' "  <,,,V,.ied  under  tlic 

'"•^"^h'co^sfl'IeThXnan.t.n.  the  ,ep,  d j^^^^^^^^ 

subsidiary  ( It  should  be  -''^ /^'f  j'^^™  .fS  tt  ont  t'^^^^^^^  voting  stock- 
in  corporations  m  vvliich  less  than      If  Jf  ™  °'  '  ,       j,,  percent  or  more  of 

of  the  company  has  been  acquired.)  In  tlie  case  "  f  '  '  d  i  -ides  that  the 
tl  0  commoi  vo'tins  stock  has  been  »^q">'td;  the  os,  "  M 

recorded  value  of  the  investment  in  'h^f '*/'«'^Vls  nS^  for  dividends 

company-,  booh,  at  the  "»t>»l  ™^                   S  by  the  pay- 

^^^^Sdiffis  s 

iuvestment  account  of  the  parent  s  books.  pornoration  is  acquired,  on 

If  less  than  50  percent  of  the  o  veater  than 

a  loner  term  basis,  the  treatment  is  ^^^^^^^  '  ^^^f  f^^^^  ^i"^^'' 
50  percent  ownership,  except  tot- the  ^'^^  ^^^^^^^^       i7,  afhUates  of 

"ling  Term  Investments,  on  the  If  ^"3^  ^  ei cei  t  Connnon  to  both 

50  percent  or  more  and  ^^^^^^'^^^^^JS^^^  m  en  hetic'  1  inclusion  of 

"controlling"  and  non-controlhng  o^^ne  sh  p  s  tlu^ 

the  market  value  of  the  securities  if  such  mtoimation  is  a^allaoK 
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ment  account  is  reduced  for  the  decreased  market  value  of  the  investment  only 
when  such  a  decrease  is  significant  and  believed  to  be  "permanent"".  Permanent 
in  this  sense  means  that  the  market  value  is  below  cost  by  a  significant  amount, 
and  is  expected  to  have  such  a  reduced  value  for  at  least  the  next  several  yeare. 

The  "equity"'  method  of  haiidling  socui'ities  leHects  the  parent  company "s 
pro  rata  share  of  the  net  income  or  loss  of  the  company  in  which  the  investment 
was  made.  Dividends  do  not  increase  income  as  they  do  in  the  case  of  the  cost 
method,  but  rather  represent  a  return  of  the  investment.  In  essence,  the  equity 
method  provides  that  the  parent  should  lecogiiize  the  change  in  the  net  worth 
of  the  subsidiary  subsequent  to  the  date  of  acquisition.  The  table  below  sum- 
marizes the  differences  between  the  cost  and  equity  method  as  it  is  carried  on 
the  books  of  the  parent  company. 

COST  AND  EQUITY  METHOD  OF  ACCOUNTING  FOR  INVESTMENTS  IN  SUBSIDIARIES  COMPARED 


Event 


Parent  company's  books  only 


Cost  method 


Equity  method 


1.  Purchase  of  90  percent  of  a  com- 

pany for  $1,000,000. 

2.  Company  reports  $100,000  income 

for  the  period  after  the  acquisi- 
tion. 

3.  Company  pays  a  $50,000  dividend 

on  its  common  stock. 


4.  Company  reports  a  $10,000  loss 
for  the  period. 


Investment  increases  by  $1,000,000          Investment  increases  by  $1,000,000. 


There  is  no  recognition  of  this  event  on 
the  parent  company's  books. 


Investment  in  the  company  is  increased  by  $90,000 
($100,000  times  90  percent),  and  net  income  is 
increased  by  corresponding  amount. 

Dividend  income  is  increased  by  $45,000  Investment  in  the  company  is  decreased  by  $45,000 
($50,000  times  90  percent)  and  cash  or  and  cash  or  dividends  receivable  is  increased  by 
dividends  receivable  is  Increased.         that  amount. 


No  recognition  of  the  event. 


Investment  in  the  company  is  increased  by  $9,000 
($10,000  times  90  percent)  and  net  income  is 
decreased  by  that  amount. 


It  should  be  noted  that  there  are  differences  in  the  balance  sheet  of  the 
parent  company  depending  on  which  method  is  used.  The  cost  metliod  does  not 
recognize  the  income  of  the  subsidiary  as  a  decrease  in  the  investment  by  the 
parent,  but  recognizes  the  distribution  of  earnings,  in  the  form  of  dividends,  as 
income  to  the  parent  company.  Recent  Accounting  Principles  Board  Opinions 
have  dictated  that  the  equity  method  be  used  in  accounting  for  investment  in 
which  only  20  percent  of  the  ownership  is  controlled  by  the  investing  comi)any. 

The  controversy  of  cost  versus  equity  is  becoming  even  more  important 
because  of  the  even  greater  tendency  of  railroads  to  form  holding  companies,  in 
which  extensive  investments  in  other  companies  are  becoming  connnonplace. 
The  cost  method,  by  virtue  of  the  fact  that  the  earnings  of  the  subsidiarv  are 
not  recognized,  provides  a  degree  of  conservatism  in  that  only  dividends  are 
considered  income.  However,  the  disadvantage  is  that  subsidiaries'  losses  are 
not  recognized  either,  so  that  a  parent  whose  subsidiaries  had  significant  losses 
in  a  given  period  would  not  reflect  the  poor  performance  of  these  subsidiaries. 

The  equity  metliod  considers  that  the  economic  performance  of  the  sub- 
sidiaries IS  a  reflection  of  the  current  performance  of  the  parent  company,  and 
should  therefore  be  reflected  in  the  income  statement  of  the  parent.  This  niethod 
considers  that  the  entire  entity,  parent  and  subsidiaries,  is  one  economic  unit, 
and  that  part  of  the  parent  company's  assets  are  diverted  into  subsidiaries  for 
the  purpose  of  generating  a  return  on  that  investment.  Thus,  the  recognition 
of  the  income  of  the  subsidiaries  reflects  the  return  on  the  assets  of  the  parent 
invested  in  the  subsidiaries.  The  difficultv  with  the  equitv  method  is  that  the 
earnings  of  the  subsidiaries  are  not  necessarily  available  to  the  parent,  for  its 
own  use,  in  the  form  of  cash.  This  was  seen  in  the  Penn  (Antral  case  in  its  invest- 
ment m  Great  Southwest  and  Macco.  Thus,  it  is  possible  that  the  equitv  method 
would  have  improved  the  Hnancial  performance  of  the  Pennsvlvania  (■omi)anv 
even  though  the  increased  income  would  have  reflected  little"real  improvement 
in  the  hnancial/economic  reality  of  the  Pennsvlvania  (^ompaiiv.  The  ICC  is 
engaged  m  a  study  of  the  equity  versus  cost  method  of  accountin<r  for  such 
investments,  and  recommendations  concerning  the  merits  of  two  are  withheld 
pending  the  results  of  that  study. 
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It  may  well  be  said  that,  in  some  cases,  accountants  play  the  "numbers 
cr.,me  "  a  ^anie  that  is  not  well  understood  by  the  average  nivestor.  The  Ac^ 

ftSv  vSSllZlL^^^^^^       method  provided  that  there  is  substantial  authorita- 

accZtki  tJeatHK-nt  different  from  that  «hich  .s  ronst.tuted  as  bcn^  "Cen- 
pvjillv  Vccented'' for  non-regulated  industries.  m^      i      4-  ^u^ 

Thi^eS      has  both  advantages  and  disadvantages.  The  ^^Ivant age  be- 
ing that  s^'alized  accounting  practices  may 
which  are  peculiar  to  the  industry  m  question,  and  a  so  plo^  ide 
Trnl  mi  1^lXu-t  of  the  reo-ulatorv  agency  in  prescribing  a  more  uniform  method 
S  Lcou    i  i  1  i^c    u^es"         coufd  theoretically  result  in  greater  contro  over 
varTed  accounting  techniques,  and  also  provide  for  greater  consistency  among 

^^^^TdlSdl-ant:::^^^^  Vro.m  -vision  of  accountnig 

stanckrds  bv  1^  i^gulatorv  agency  in  response  to  the  changing  ^^nom.c  «  - 
^o  meiit  of  the  industry  in  question.  The  economic  ^^-f^^^^l^V^ 
portation  industry  require  a  responsive  regulatory  ^^?J"S>.!^  "  ^f;^  \^^f . 
ards  to  adjust  to'the  changing  economic  environment^  ?  .1?.^  diZ-ences 
.M-allv  \ccei)ted  Accounting  Practices  is  certainly  justified  A\hen  leal  ditttiences 
Ais  ^n  th^rconomic  environment  of  the  regulated  and  non-regulated  mdus- 
Hes  However  bvergence  from  these  standards  because  of  ack  of  responsive- 
i^ess  oX  n-uh  toiT  agency  is  clearly  not  rational,  and  rather  than  providing 
onsis  enc'v:  c^ontroi;  and  understandability  of  /nancial  <hita  it  jn.^ 
cn-eater  confusion  and  potential  management  performance  impaumei  t  li  t 
exclusion  of  ICC  regulated  companies  from  some  of  the  provisions  ot  the  bc- 
ciiritiS  Act  of  1933rthe  Securities  Exchange  Act  of  19;U,  and  the  Investment 
(Company  Act  of  1940  has  been  examined  in  detail  by  the  Staff  study  tor  the 
(^ommittee  on  Interstate  and  Foreign  Commerce,  House  ^^^^^^^^^f ^X";' 
entitled  (Inadequacies  of  Protections  for  Investors  m  Penn  (  entnil  and  othei 
ICC  reo-ulated  companies)  92d  Congress  and  the  points  are  well  made.  Ihe 
ICC  mu'^t  obtain  better  infoi-mation  about  the  transportation  industry.  1  res- 
ently  the  exclusicm  of  common  carriers  f  i-om  the  provisions  of  the  above-men- 
tioned legislation  and  the  lack  of  precise  regulation  by  the  I(  (  places  elective 
control  of  their  financial  operations  and  disclosure  m  jeopardy.  Such  control 
and  responsiveness  on  the  part  of  regulatory  agencies  is  a  needed  and  necessary 
prerequisite  to  effective  regulation  of  these  industries,  and  should  be  unple- 
inented  with  the  recognition  that  deviation  from  the  regulations  of  tlie  Sl^A 
and  "Generally  Accepted  Accounting  Principles"  must  be  for  legitimate  and 
significant  differences  l)etween  the  nature  of  the  regulated  and  non-regulated 
industries. 


Earnings  Maximization 


INTRODUCTION' 


The  earnings  maximization  policy  of  the  Penn  Central,  and  its  predecessor, 
the  Pennsylvania  Railroad,  has  been  criticized  because  it  represented  only  a 
cosmotu"  nnprovement  in  tlie  ivported  not  income  of  the  Kailroad.  It  <-an  be 
argued  that  this  policy  also  had  a  detrimental  effect  on  the  cash  flow  of  the 
Kailroad,  as  well  as  the  financial  well  being  of  the  subsidiaries. 

The  Railroad  is  accused  of  ''bleeding"  dividend  payments  from  the  sub- 
sidiaries at  a  time  when  the  subsidiaries  could  least  afford  to  pay  dividends. 
jNlost  of  these  dividend  payments  were  not  in  the  form  of  cash,  rather  they  were 
nothing  more  than  the  forgiveness  of  debt  owed  the  subsidiary  bv  the  Railroad, 
or  the  incurrence  of  debt  by  the  subsidiary  to  tlie  Railroad. 

Generally,  the  Railroad  urged  certain  nonrailroad  subsidiaries  to  use  lib- 
eral accounting  procedures  to  report  as  large  a  net  income  as  possible.  This  re- 
sulted 111  three  positive  income  effects  for  the  Railroad.  First,  the  greater  the 
incoine  of  the  subsidiaries,  the  greater  the  consoVidated  net  income  of  the  Rail- 
road. Second,  the  increased  income  of  the  subsidiary  allowed  it  to  justify  a 
higher  dividend  payment  urged  by  the  Railroad,  even  though  the  subsidiary 
might  not  be  m  a  i)osition  to  make  a  cash  dividend  jjavment.  The  dividends  of 
the  m)n-railroad  subsidiaries  increased  the  non-consolidated  dividend  income  of 
the  Pennsylvania  Company,  since  this  companv  owned  most  of  these  subsidi- 
aries. Most  of  the  railroad  subsidiaries  (excluding  the  Norfolk  and  Western  RR 
A\  abash  RR,  and  Detroit,  Toledo  and  Ironton  RR;  the  principal  railroad  sub- 
sidiaries owned  by  the  Pennsylvania  Company)  were  owned  by  the  Penn  Cen- 
tral rransportation  Company,  and  their  dividends  increased  the  non-consoli- 
dated dividend  income  of  the  Transportation  C^ompanv.  Finally,  the  Railroad 
had  lax  Allocation  Agreements  with  certain  subsidiaries.  These  agreements 
provided  that  each  subsidiary  would  pay  to  the  Transportation  Companv  an 
amount  equal  to  9.)%  of  the  income  tax  liability  that  would  have  been  due  had 
the  subsidiary  hied  a  separate  tax  return.  The  Railroad  urged  maximum  profits 
trom  the  subsidiaries,  and  then  received  on  a  consolidated  income  statement 
basis,  as  income,  the  tax  payments  that  these  subsidiaries  would  have  had  to 
make  had  they  filed  separate  returns.  The  consolidated  tax  returns  filed  bv  the 
Kailroad  oHset  the  profits  of  the  subsidiaries  with  the  huge  tax  losses  of  the 
iransportation  Company. 

It  is  interesting  to  note  that  the  nonrailroad  subsidiaries  would  probably 
not  have  chosen  to  use  the  accounting  techniques  that  they  did  to  report  maxi- 
mum earnings  had  they  been  independent  of  the  Railroad's  influence  The  non- 
railroad subsidiaries,  however,  never  made  any  material  cash  liayments  under 
these  tax  agreements.  Whatever  cash  inflow  that  was  received  by  the  Transpor- 
tation Company  came  from  the  profitable  railroad  subsidiaries.  ' 
,  , .  The  Tax  Allocation  Agreements  had  a  unique  advantage  to  the  Transpor- 
tation Company.  If  the  Penn  Central  desired  to  increase  its  consolidated  net 
income  by  increased  dividend  payments  from  the  subsidiaries,  but  the  subsidiary 
was  not  wholly  owned,  the  minority  stockholders  would  similarly  receive  their 
share  of  the  dividend  distribution.  The  Tax  Allocation  Agreements  however 
served  to  increase  consolidated  net  income  without  the  disadvantage  of  a  pay- 
ment to  minority  interests.  The  effect  of  this  was  to  conserve  the  liquid  re- 
sources of  the  consolidated  Penn  Central  by  using  this  method  of  increasing 
net  income  without  a  distribution  of  cash  to  minority  interests.  Since  the  Trans 
portation  Company  had  no  Federal  Income  Tax  Liability  (due  to  huo-e  tax 
loss  caiTy-overs),  credit  for  the  Tax  Allocation  Agreements  served  to  increase 
consolidated  net  income. 


(367) 


368 


IMPLICATIONS   OF  KARXINGS  MAXI.AIIZATION 

The  nolicv  of  earnings  maximization  began  with  the  Pennsylvania  Rail- 

was  carnea  o\ex  to  rne  niti^iu  i  cun  loc*;  mnservative  ac- 

the  neriod  1968-1970.  In  essence,  the  railroad  folloNNed  less  'yj; 

tw^en  t  e  ubs^d^^^^^  and  outside  firms.  The  effect  of  these  ransactions  was  o 
nciTase  ?hr  piU  of  the  subsidiaries,  thereby  5^^^^,^,^)"^  the  reported  etm^ 
IZlTitheL^oluIat.!  Transportation  Company,  ^l^^;;  ^^^^^^ 
income  of  the  non-consoJidated  ''"f  f ^'''1' ^  ^X^.^L- 
dends  that  the  subsidiaries  were  able  to  '  pay  because  "^j  " ^^^^  ''^'J^^Xv 
n  net  income  These  dividends  frequently  did  not  represent  an  actual  tiansiei 
o  casl  to  the  {Tent  company,  but  frequently  represented  a  f«^-8-^7,^ 
deM  Another  Ly  of  repoJting  the  dividend  ---^{-^^^  ^l^^^f  gj^  [i^ei^ 
comnanvs  dividend  income  while  increasing  the  debt  oa  ed  b>  tlic  ^^^^J^^'^'' 

Accounting:  ,     ,     ,  j  • 

He  has  been  instrumental  in  the  progress  that  has  been  made  in 
the  accounting  department  within  the  last  several  years.  He  is  extrenie^' 
creanVe  is  an  excellent  manager,  and  is  very  cost  conscious.  Hts  ^^nag^im- 
^^Zgt  adding  miUion.  of  dollars  annually  to  our  reported  ^n- 
come.'^  (Emphasis  added.) 

One  of  the  cash  effects  of  the  earnings  maximization  policy  was  that 

on  November  21, 1966 :  .      ,       ^-  n 

Todav  the  cash  flow  of  the  Pennsylvania  Railroad  is  substantially 
less  than  its  reported  net  income.  We  changed  the  basis  of  consoliclat  on 
and  ttiVfore.  a  substantial  amount  of  earnings  of  subsidiaries  are  included 
in        ^epoi^^^^       income  but  are  not  actually  available  to  us  from  the 

^^'^^J^^r  Ihe  today,  the  New  York  Central  eaimngs  as  reported 

are  much  more  real  and  tangible  from  the  standponit  of  an  ability  to  pa> 
dividends  than  are  those  of  the  Pennsylvania.^'' 

Bevan  indicated  that  the  subsidiaries  income  as  reported  by  the  PRR^vas 
not  available  for  dividend  payments  because  these  subsidiaries  had  need  of  the 
funds  thev  generated  from  operations  to  sustain  their  f^t^^re  activity  What 
Revm  S  not  clearly  indicate  was  that,  in  some  cases,  the  income  of  these 
Sibsidiams  did  noT represent  real  cash  flow.  That  is,  the  subsidiaries  themselves 
wS^t'i^orUno'^rflat^^^^  or  '-paper  profits."  but  were  not  generating  a  compar- 

able  cash  flow  from  their  operations.  f hnt  bpfore 

One  explanation  of  this  policy  of  earnings  maximization  s  that  betoie 
the  meite?  the  Pennsylvania  Railroad  needed  profits  to  maintain  the  stock 
tne  mei^ei,  lae  X  f  Ponnsvlvania  and  the  >eA\ 

Yol"?ent',S:;ld  to  oxc\\t,l"  lTsha«s  of       Pe„n  Cenfal  stock  for  each 
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PENN  CENTRAL  CORPORATION 
ORGANIZATION  CHART  (1.) 


.  Cii'r  tf  CorT.r<4'«ei  Owned 

Cirvct.  ici  T'-chnical  Cenief ,  Lie. 
,1  G'("«^'5  E-("eis  Co. 
en  Re.nl  Eiiaie  Co. 

CvP-itch  Tf jnipof talion  Co. 
N.Y  Cenif.>i  D'  velopmem  Corp. 

Pei.fidiind  \n.i<\.  Co, 

rnirml  Ri'hMv  Pcnn.  Co. 

niT  CofnfijF-.Kil  Owned 


100% 
2J% 
33% 
100% 
100% 
100% 
100% 


e  A  E  i^retn  R.R. 
-tek  R  R. 
Bo'.io  T"-minji  Corp. 

-rn  R.R. 
Cf-.ddi>  So..lti.-'n  Rwv.  Co. 

K  Car  &  Pavf.Tlr. 
Cennitl  Ir.f-iana  Bwvv- 
Cherry  Tree  &  Dmonville  R.R. 
Ch.cigJ  R'.er      Ind.ana  R  R. 

.^-1  Ur,.on  SiJlion  Co. 
Clcueljncl  &i  I'lt'iljurgh  R.R, 
Li.ind  Uriion  Terminals  Co. 
..Tiir.g  Rd'lway  Co. 
Dayion  (Jninn  Rwy- 
jw.ire  R.R, 
roi<  Tcnniital  Railway 
rpod.  Pd.nesv.llo  &  Easiern 
1  Wjyne  Umor*  Rwy.* 
.npi.ri  &  Dock  R,R  Term, 
le  er,e  &  P.tisl-ijigh  Rwy. 
...^hnning  Coa\  H  R. 
New  triijldntl  Tr ansnor talion  Co. 
New  Yoik  ft  Hjricn.  R.R 
Npw  York  &  Long  Branch  R.R. 
Npv.  Yo'h  ConuKLtinq  R.R. 

I.  Fayette  &  G'Cenbfi^f  R.R- 
Nidgara  Junction  Hwy. 

a  &  AHint.c  R.R. 
Penn  Ridge  S  S.  L'"ei 
r«nmvlvani.]  Truck  Lines,  Inc. 

Tunr.el  &  Terminal  R.R. 
Peorid  &  e-tiietn  Rwy.  Co. 
.  b,  Kekin^  Llr^ion  Rwy 

Phil-idelfhid  &  Tienton  R.R, 
P.tisl.urgh.  Ft  Wayne  &  Chicago  Rwy. 
P.,llmon  CorT.p.,ny 

Railway  E  xpreis  Agency  Holdinfl  Corp. 
Si-  Lawtencf  &  Adirondack  Rwy. 
Shamokm  VjHey  fi.  Ponwille  R.R. 
Toledo  Terminal  R.R. 
Toronio.  Hamilton  &  Outtalo  Rwy. 
Union  Frersht  Co. 
WayneiC..<ig  Southern  R.R. 
VifM  Jeitey  &  Seashore  R.R. 
Wilkci  Barre  Correcting  R  R. 


12% 

50% 

50% 
100% 
100% 

25% 

28% 

71% 

26% 

33% 

85% 

25% 
50% 
50% 
50% 

100% 
83% 

100% 
94% 
50% 

100% 
50% 
50% 

100% 
67% 

100% 

100% 
30% 
8% 
11% 

100% 

iy% 

26% 
100% 
29% 
33% 
37% 
50% 
100% 
57% 
50% 


I  Bichmorvd  Wjthinsion  Co, 


PENN  CENTRAL  COMPANY 
(holding  company) 


The  Penn  Central  empire.  A  chart  prepared  by  the  House  Comm,vcA  on 
Banking  and  Currency  staff.  The  immense  scope  of  whal  was  once  a  $6  5 
billion  corporation  is  shown.  (House  Committee  on  Banking  and  Cunency) 


PENN  CENTRAL  TRANSPORTATION  COMPANY 


Clearfi-;!*!  Biitit^iioui  Coal  Corp. 
Company  Owned 


Cambria  &  Indiana  R.R.  Co. 
Fort  Wayne  &  J.)ck^on  R.R.  Co. 
Cambi.a  Ciy.  Wuer  Supply  Co. 
5Ul  Slieet  RoaUy  Co. 
Hennetu  Water  Supi^lv  Co. 


40% 
27% 
100% 
100% 
100% 


Lehigh  Voiify  H.R. 
CofTipany  Owr>pd 


Bay  Shore  Connect.  R.R.  Co. 
BuKalo  Cfcck  R.R.  Co. 
Ifonion  R.R.  Co. 
Lehigh  &  Hudsc.  River  Rwy.  Co. 
Niagara  Junction  Rwy,  Co. 
Qwasco  Ruer  Rwy.  Co  


50% 
50% 
50% 
22% 
25% 
50% 


can  Coniraci  Company 
i  100  i  ol  below  listed 
companies) 


M'rchjnts  Trucking  Co. 
Penntriick  Co.,  Inc. 
De;Dav  Corpoiaiion 
Excfllstor  Truck  Ls.  Co.,  Inc. 


Northern  Cental  Railway 
Company  Owned 


Shitmokm  Valley  S>  Pomville  R.  R.  71% 

Co. 

Union  R.R.  Co.  Of  Salt.  58% 


Cleveland,  Cn'onn  iii.  Chicago  & 
Si.  Louis  Railway 


Company  Owned 


Central  Indiana  Rwy  Co. 
Union  Depot  Co. 
Ck'velaiiil  Union  Term,  Co. 
O.iyion  Union  Rwy.  Co. 
Indi^in.npoliS  Union  Pwy.  Co. 
Pcnn.i  &  E.isicfn  Rwv  ,  Co. 
Cincinnati  Union  Term,  Co. 
Chicago  &  HarrisbuipCoalCo. 


50% 
50% 
22% 
33% 
40% 
50% 
14% 
100% 


'3. 


£1 


PENNSYLVANIA  COMPANY 
(lnve«meni  CompanyJ 


Pittsburgh  8i  Lake  Ene  R.R. 

Company  Owned 

% 

Pittiburgh,  Chitrlinrs  & 

50% 

Youghinghcny  Rw  Co. 

50% 

Montour  R.;,ilty  Co. 

Lake  Erie  &  Eaitf-rn  F..R.CO. 

50% 

Mono'igahcla  Rwy.  Co. 

33% 

Philadelphia,  BaUimor*  & 
Washington  R.R.  Co. 


Company  Owned 


Union  Depot  Co. 
Union  R  R.  Co. 
WflShinqlon  Termmal  Co. 
Waynesbiirg  &  Washington  R.R. 
Co. 

Indianapolis  Union  Rwy.  Co. 
Tylerdnle  Con.  R,R.  Co. 
Chicago  Union  Station  Co. 
Pittsbutgh,  Charticrs  & 
YoughioghP'iy  Rwy,  Co^  


50% 
42% 
50% 
100% 

60% 
50% 
25% 
50% 


UiiiiedT-Lw  Jerwy  R,R. 

and  Canal  Co. 

,  Company  Owned 

% 

Phila.  &  Trenton  R.R.  Co. 

Go% 

Associates  ol  ^.^o  Jersey  Co. 

T00% 

Michigan  Cfntral  Rail'Oad 
Company  Ownrjd 


% 


Canada  Southern  Rwy  Co.  S9% 

Drtroit  M.in.itocturfirsR.R.  81% 

Detroit  Rivei  Tunnel  Co.  100% 

□"iron  Terminal  R.R.  Co.  25% 

Indiana  H.irbor  Belt  R  R  Co.  30% 

Mackinac  Transportati  )n  Co.  33% 
Toronto,  Hamil.  &  BuUalo  Rwy.  Co.  22% 


Buckeye  Pipe 

Line  Companv 
(Crude  oil  & 
Refined  Petroleum 
Producis,Pipoline») 


Montour  R  R.  Co. 
(Owns  UXi% 
ol  listed  Cos.) 


Young^iown  & 

Soulheiri  R  R.  Co. 
Montour  Land  Co. 


Penndel  Company 

Company  Owned  . 

% 

Mackinac  Transp,  Co. 
Norfolk  &  Portsmouth 
Belt  R.R.  Co. 

33% 
13% 

Manisliqua  &  Lake 
Superior  R.R.  Co. 


Ann  Arbor  R.R.  Co 

 1 


,100%  _ 
Ownsd 


Oeiroil,  Toledo 
&  Ironton  H.R. 


New  York  Central 
Transport  Co. 


DTI  Enterprises.  Int 
(DTI  owns  60%  ol 
the  listed  Cos.) 


Delaware  C:ir  Leasing  Co. 
Gt-nciul  Car  Leasing  Co. 


Pen n^  Car  Lfising  Co. 


"OwrMd 


3 


_100X  _ 
~Own»d 


10C%  Own*d 


Manor  Real  Estate  Company- 

Company  Ov/ned 

% 

C.  1,  West  Va.Cofp. 

50% 

Wi-iiern  AHeghfiny  R.R.  Co. 

100% 

C.S.C.  Leasing  Corp. 

50% 

C<)'iM':f  ling  Railway  Co. 

Name  o'  Company 

%  Owned 

Akron  A  Barberton  BbH  R.R.  Co. 

25% 

Akron  Union  Passenger  Depot  Co 

50% 

Lmlo  Miami  R.R.  Co. 

79% 

Pgh.,  Youngsiown  &  Alhubul* 

eo% 

RwwV  Co. 

Companies  Owned 


Wabash  R.R.  Co. 

Illinois  Northern  Rwy.  Co. 

Pullman  Co. 

Noffolk  &  Western  Rwy.  Co. 
Penn  Towers,  Inc. 
Toledo,  Peorie  &  Wttttn 

Rwv  Co, 
W«»t  MtMV  &  Sejt'KK*  R^. 


77% 
12% 
16% 
23% 
40% 
50% 


Great  Souihwit  Coip 
(Real  Eslaie  Oevtl 
opmcnt  Coiporat  or^l 
(Owns  100%  of  Listed  Cos  l 


GSC  ApartmpntSj  Inc. 
GSC  Development  Corp. 
GSC  U'dusiriai  Props,,  Inc. 
GSC  Properties,  lnc, 
Le.idersh.p  Moit.  Inv.  Co, 
SiK  Flags,  lnc. 
Six  FI.10S  Inn,  Inc. 


Ball- 


Inc. 


-M  B  ir  Ranch,  lnc 
Bonnie  V  iHr-y  Cnrp, 
Capistv.infi  M.qhl.nnll 
C-iitli  h.iy  Dr-vi  Ip  Co 


fl  Hor 


I.  lnc 


Jdnil».."e  Lund  Co 
Lc.idLMihip  Horr>es.  lnc 
Matco  PuMne^s  Propi  ,  Inc. 


Mni. 


i.lr>c 


Macco  Indus  Props  .  Inc. 
Newpo-t  M.i'boi  Hcrms,  Inc. 
Peiitland  Homes 
Rancho  S.inia  Bafbiri 
Rci  ir'.itum  Cd'HCpU.  Inc. 
R.t.h.in(,o'>  Homei  Corp. 
Scripps  Mi.,imfjr  0«/tlOP.  CO. 
Stidtliswen  EstatBi 


Ton 


1  Hon 


;,  Inc- 


Temerula  Invest  Co, 
Waverly  Homes,  Inc. 
Wcstclifle  Advetiii.  Co. 


Atvida  Corporation 
(Real  Estate  Devel- 
opment Corporation) 
(Owns  100%  of  listed  Co' l_ 


Arvida  Realty  Sales.JrK. 
Frank  B.  Morgan  &  Co. 
Uniwiity  Park  W»t»f  Co. 
Afvtda  Mortgage  Co. 


Source:  The  Wreck  of  the  Penn  Cfittral.  pp.  U2-113. 
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share  of  New  York  Central  stock,  and  1.0  shares  of  Penn  Central  stock  for  each 
share  of  Pennsylvania  Railroad  stock.  Tluis,  if  the  per  share  earnings  of  the 
Penn^lvania  were  much  lower  than  76.9%  of  the  comparable  earnings  of  the 
JNew  York  Central,  there  might  be  pressure  to  change  the  exchange  ratio.  Post 
merger,  the  earnings  maximization  policy  could  be  justified  on  the  basis  of 
the  Fenn  Central  s  need  for  external  financing.  If  Penn  C^entraFs  earnings  were 
poor,  the  interest  cost  of  debt  financing  might  be  much  higher,  assuming  ex- 
ternal funds  would  be  available  at  all.  C     7  fo 

The  increased  divergence  of  net  income  and  cash  flow  which  resulted  from 
the  earnings  maximization  policy  had  serious  implications  for  the.  Transporta- 
tion Company.  It  Avas  paying  large  cash  dividends,  following  a  massive  capi- 
tal expenditure  program  to  modernize  and  improve  the  railroad,  and  diverting 
significant  amounts  of  cash  into  non-railroad  activities.  Further,  it  was  obliged 
to  finance  these  programs  with  debt  issues,  since  the  railroad  itself  was  not 
generating  enough  cash  to  fund  these  activities. 

The  diversification  of  the  Pennsylvania  Railroad,  and  later  the  Penn  Cen- 
tral, was  consummated  by  the  Pennsylvania  Company,  a  whollv  owned  subsidi- 
ary ot  the  Railroad.  Thus,  when  a  discussion  of  the  diversification  of  the 
company  indicates  that  the  Railroad  invested  heavily  in  these  non-railroad  sub- 
sidiaries. It  IS  technically  in  error.  Granted,  the  Railroad  did  invest  in  non- 
railroad  subsiclianes,  but  the  investment  was  either  minimal,  or  was  sold  to  the 
Pennsylvania  Company  shortly  after  the  investment  was  made.  Also,  there  are 
significant  implications,  resulting  from  the  way  the  dividends  and  income  from 
these  subsidiaries  AA^re  handled,  which  must  be  carefullv  considered  before  one 
indicates  that  the  Railroad  sliowed  a  significant  improvement  in  its  earnings 
because  of  the  "paper  profits"'  generated  by  these  subsidiaries  and  the  excess 
dividends  forced  by  the  parent  company. 

.  The  Pennsylvania  Company  provided  most  of  the  funds  that  were  directly 
invested  in  non-railroad  subsidiaries,  even  though  some  of  these  funds  might 
initially  have  originated  from  the  Railroad.  The  investments  were  recorded, 
therefore,  on  the  books  of  the  Pennsylvania  Company.  The  dividends  that  re- 
sulted fi-om  this  diversification  were  income  to  that  company,  thus  increasing 
tUrPA"]  pay  dividends  to  the  Transportation  Company.  On  a  mt 
comohclated  basis,  the  only  effect  of  these  transactions  on  the  Railroad  was  the 
Pennsylvania  Company  dividend.  On  a  consolidated  basis,  however,  the  Rail- 
road received  the  benefit  of  the  higher  income  of  the  consolidated  Pennsylvania 
Company,  since  these  earnings  are  included  in  consolidated  Railroad  income 

If  one  remembers  that  the  dividends  paid  to  the  Transportation  Company 
iQ7n  -^""^^  'f^"''^  Company  remained  constant  at  $2i  million  from  1966  to 
iy^U,  it  is  seen  that  the  Transportation  Company's  non-consolidated  dividend 
mcome  was  not  improved  by  the  diversification.  The  only  source  of  dividend 
income  to  the  Transportation  Company  from  the  non-railroad  acquisitions  was 
the  dividends  of  the  Pennsylvania  Company.  Consolidated  Railroad  income  was 
significantly  improved  by  the  inclusion  of  all  the  subsidiaries.  It  is  this  im- 
provenient  that  is  generally  referred  to  as  the  inflated  earnings  due  to  the 
diversification  program.  It  is  important  to  realize  that  the  Railrolid  used  these 
subsidiaries  as  a  vehicle  for  certain  earnings  maximizing  transactions  which 
are  discussed  m  another  section. 

Since  the  diversification  program  was  carried  out  bv  the  Pennsylvania 
Lompany,  the  accounting  distinctions  made  concerning  the  way  in  which  the 
dividends  and  earnings  of  the  acquired  companies  were  reported  are  important, 
ihese  distinctions  are  not  as  significant,  however,  when  one  is  concerned  with 
the  economic  effect^  on  the  entire  Penn  Central  conglomerate.  The  economic 
reality  is  that  the  funds  expended  by  the  Pennsvlvania  Company  could  have 
been  available  for  use  by  the  PCTC.  The  Pennsvlvania  Co.  was  regarded  as  a 
major  source  of  financing  by  the  Railroad,  and  therefore  its  borrowino-  power 
was,  to  a  degree,  dependent  upon  its  earnings.  The  Pennsvlvania  Comnmv-s 

Ot  a      1 C  h  mance  Committee  meeting  of  ^lay  1963  : 

.  •  •••  .^^  sti-essed  the  importance  under  these  conditions  of 

maintaining  liquidity  and  credit.  Liquidity  is  presently  provided  by  Nor- 
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tinue  this  situation  for  purposes  of  further  borrowmji-. 

Companyrwhid^  is  biougW  out  in  the  next  section  of  f  lie  m.nntes . 

\  tliird  important  ingredient  in  the  linaneial  picture  is  the  ""cessity 
of  re^J^^r^:Zo^e  ;™f  e^f?  Z^i  Xe'  ^e^s 

--eSyX^^ 

liavp  been  made  avaihible  to  this    ompan\,  eiuiei  _         / v,-.-.,-.!!-!- 

01  by  pi^hase  of  securities.  These  earnings  m-usf  he  mmntav^ed.  (Kmpha 

sis  added.)  ,     ,  •  ,  •  j-i  « 

mization  follows : 

KFFKCT  OF  EARNINGS   MAXIMIZATION    ON   KKFORTKl)  INCOME 

The  Transportation  Company.  ^P^n^ing  ei^nious  ^um. 
capital  improvements  and  equipment,  was  ^o^^^^^l^^"^^  ^  ^fjV^  ^V?^^^ 

t[i^::s^,:'^:^=.^^fi^ 

nient  in  tlie  Wash.noton  lernuna  J^/ ^'f^:        f  g^;/,^^^  ^u-den  Corp.  This 

a-irdou  Center,  Inc.  tor  the  stock  ot  the  .Maaisou  c->4iuue  dio-htlv  Ipss 
ntrAi'n  I,,J„gl,t  a  profit  to  the  Transportation  (  ™ 

"'■■'"'?"„  II\'VT,^e"li;:"t'   i  r  '  n  ,;\lh-  ^25  nrillion,  less  the  cost 
shares  anpnied  at  ^H-"'^  I'f'  f  pr'r  '  ,e  ,orted  this  "ain  as  ordiiwry  income. 

i:i=L::::^sr;f -1^  '^t^x^^f,c^?i^^z^:t 
^^rn;nm=»^^^ 

Tins  oa,n  did  not  result  "\  ;;  ;fV]  e  consistency  in  fiuincial  reporting  by 
profit"  on  the  exchauue  of  securities.  Ihe  ^"^^^^^^  S>  whatever  basis  that 

Penn  Ontral  seemed  to  be  that  ot  '^l^^''"^^^^'^^,,  VCTC  sold  this 
would  show  a  profit  to  the  pnc.  ..^.PCTCs 

^^i^^^ii!^  - 

per  share  le^s.  .  ,         j.    i  .  .-eeord  a  loss  on  the  trans- 

^      The  Transportation  (  ompany  could  not  aHou   o  ea  ^^^^^.^ 

action,  while  tie  Tc^nnsvlvauia  ^  -"l^"^,^;  ^^^^^ il^^hat^^  cash  flow  did  not 
the  stock  was  sold.  The  key  issue  m  1 1  i.    '  the  Kailroad  was  not 

occur,  thus  income  was  increased  b^  s21  nulli  n.  ^  ^        ^  ^he  end  of 

in  any  better  condition  ^^^y  ^^^^^  ^^^^  was  misleading 

Z^il:^^^       =^d  ab^the  natu-e  of  the  transaction. 
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In  the  same  year,  the  FCTC  reported  a  divideiul  declared  by  a  subsidiary  at 
its  market  value,  as  opposed  to  book  value.  The  Penu  (Vutial  and  the  ^^Si()  Rail- 
road each  owned  50%  of  the  AVashinotoii  Terminal  Company,  which  owned 
Washington  Union  Station.  After  preliminary  negotiations  with  the  Depart- 
ment of  the  Interior  concerning  the  proposed  leasing  of  the  station  bv  that 
agency,  an  indepeiulent  api)i-aiser  valued  the  propeity  at  $27,()r)().0()().  In  antici- 
pation of  leasing  this  property  to  the  (iovernment,  "and  to  simplify  a  compli- 
cated tax  situation,  the  Washington  Tei'ininal  (\)mi)any  formed  two  subsidiaries, 
the  Terminal  Kealty  Penn  Company,  and  the  Terminal  Realty  Baltimore 
Company.  Each  of  these  newly  formed  subsidiaries  I'eceived  ."iO'^^  ownershij) 
of  the  Washington  ITnion  Station,  their  sole  assets.  The  W-iishington  Terminal 
Company  then  declared  a  divideiul  of  100%  of  the  stock  of  these  two  subsidiaries 
to  the  Penn  Central  and  the  Penn  Central  lecorded  the  value  of  its 

dividend  (100%  of  the  stock  of  the  Terminal  Kealty  IVnn  Company)  at  the 
appraised  market  value  of  $i;5.7  million,  while  the  Hi^iO  recorded  the  100% 
stock  dividend  of  the  Terminal  Kealty  I^altimoi-e  Company  at  its  more  con- 
servative book  value  of  $.'3,107  million.  The  appraised  value' of  the  Penn  Cen- 
tral's dividend  was  later  adjusted  from  $18.7  million  to  $11.7  million. 

One  of  tlie  major  complications  was  that  this  did  not  represent  a  cash  flow, 
but  rather  the  valuation  of  an  asset  at  an  aj)praised  value  tliat  might  never  l)e 
realized.  Even  if  the  lease  were  signed  with  the  Department  of  the  Interior, 
it  would  be  many  years  before  the  PCTC  Avould  realize  its  full  share  of  the 
appraised  value. 

The  next  item  was  the  dividend  declared  by  the  Strick  Holding  Company 
to  PCTC.  The  Holding  Company  was  a  non-operating  unit  whose  principal 
assets  consisted  of  its  holdings  in  its  two  operating  subsidiaries,  the  Strick 
Corp.,  and  Transport  Pool,  Inc. 

The  Holding  Company's  investment  in  these  two  subsidiaries  consisted  of 
advances  of  $8.2  million  and  the  book  value  of  its  investment  of  $2..S  million,  for 
a  total  of  $10.5  million.  The  selling  price  of  these  subsidiaries  was  $27.i)  million: 
and  consisted  of  $15  million  in  cash,  promissory  notes  for  $9.4  million,  and  the 
balance  in  warrants  to  purchase  tlu^.  stock  of  the  firms  formed  to  acquire  these 
subsidiaries  which  were  independently  valued  at  $-1.7  million. 

PCTC  had  an  investment  in  the  holding  company  of  $15  million  in  cash  and 
advances  of  $9.4  million.  The  transaction  to  record  the  proceeds  from  the  sale 
Avas  recorded  on  the  books  of  Penn  Central  Transportation  Company,  not  on 
the  books  of  the  Strick  Holding  Companv,  i.e.  PCTC  received  the  notes  and 
cash,  and  then  recorded  a  long  term  liability  to  Strick  Holding  Company  for 
this  amount.  The  PCTC  received  the  value  of  its  initial  investment  back.' 

The  Holding  Company,  however,  reported  a  profit  on  the  sale  of  these 
subsidiaries  m  the  amount  of  $17.4  million.  It  is  at  this  point  that  the  policy 
of  earnings  maximization  worked  to  the  detriment  of  cash  flow.  By  handling 
the  transaction  such  that  the  holding  companv  sold  these  subsidia'ries,  a  sig*^ 
nificant  profit  Avas  i-eported,  which  increased  the  tax  liability  of  the  Holding 
Company.  While  it  is  true  that  the  Federal  Income  tax  Avould  be  offset  against 
the  PCTC  s  tax  losses,  there  was  a  Pennsylvania  State  tax  which  amounted  to 
$787,291  which  was  paid  by  PCTC. 

The  profit  the  Holding  Company  reported  served  as  the  basis  for  the 
declaration  of  a  $5.6  million  dividend  to  the  Transportation  Companv.  It  was 
ultimately  recorded  at  $4.8  million,  the  decrease  due  to  the  tax  paid  by  PCTC. 
Thus,  to  record  a  $4.8  million  dividend,  the  Transportation  Company  paid  more 
than  $750,000  in  taxes.  Had  the  Ti-ans])ortation  Company  sold'  the  Strick 
Holding  Company  instead  of  having  the  Holding  Company  sell  its  operating 
subsidiaries,  there  would  have  been  a  smaller  profit  on  the' transaction,  aiid  "a 
much  smaller  tax  bill  from  the  State  of  Penns3dvania 

Thet  iming  of  these  transactions  is  of  some  importance,  also.  Both  the  Madi- 
son Square  Garden  stock  exchange  and  the  sale  of  the  Strick  subsidiaries  oc- 
curred during  December  of  1908,  a  time  when  the  officers  of  PCTC  were  well 
aware  of  the  impending  losses  to  be  reported  by  the  PCTC  unless  profits  and/or 
dividends  could  be  obtained  f  i-om  an  extraordiiiarv  transaction. 

During  the  same  period,  1968,  PCTC  relied  inore  heavily  upon  the  earnings 
of  Its  subsidiaries  than  in  prior  years.  The  effect  of  maxiiiiizing  the  earning 
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to  receiv 
agreements 


the  subsidiaries.       .        ^         ■         .  ^voof  ^nllth^vest  Corp.  for  example, 
Tl-iP  maximization  of  eannngs  of  (jreat  ?50UUn\ebL  J-^'P-       pp^P  A 

'  Bv  tho  veiv  natuie  of  GSCs  veal  estate  opc.ations.  it  operates 

-tS,J".i?^s;::a;=,™;;x.r^ 

to  Penn  Central,  arising  from  the  tax  f      l^^^  ./f  ^/^^^^g^  ^  same 

of  group  financial  resources.  . 
Baker  dso  discusses  tlie  reh.tive  disadvantages  of  the  earnings  maximization 
policy  used  bvGSC  at  tho  request  of  Penn  Central. 

■  n  disoruntled  minority  shareholder  could  neveriheless  easily 

lipiiiiiiiisi 

Internal  Revenue  Service  by  GbC  (f^V '\,'*'Pf  V'^'i/J'  ^he  form  of  an 

*"orMS\»         t„e  xa. 

41!:\Si^pe™rristhatt,,es,,bs^^^^^^^^ 
resulting  in  a  l.igl.er  tax  liabiht.v  to  t     PCT(  be  a    e  »*  „,  „„,,ble 

?j'i^rk:;;;lr;r;;l'iroSfnrari^ien^^^^^^^^ 

*'''Ti^g;Sof™n;,nSn,ax„.,za^^ 
real  estate  subskUan^s  o,  t,,e  W 

reported  income  of  $9,6o4,0()U  '"it*^,^-^'^'-^'.!,  „p,,p,...tPrl'these  profits,  two  ac- 
675,000.  Because  of  the  nature  of  the  sale  tha  g-^f     ^^^^^^^^  i,  the 

counting  methods  have  applicabilitv .  -^/^^^"^f.,  payment  received, 

period  m  which  the  sale  is  made,  ^'^g'^"^^^^^^,  °,trorrthe^^^^^^  an  installment 

bsrrir';T;:^^=^^^^ 
;;:rt'i!,s.i";irpVotts'i;':aS\ta^  - 

ir;™;;^^;;.^:^  ™^^i;rv"?r^^;^;^         ...ovatea  in 

— :T^,„„  W„,..«  C.  B.».,       navli  C.  B.V.,..  S,p,..b„  ,2,  1969,  App„dl.  D.  E.Wblt  51. 
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the  PCTC  repair  shops,  they  were  increased  in  \  alue  in  inventory  to  a  "stand- 
ard carrying  vahie",  the  offset  beino:  a  reduction  of  operating  expense  If  the 
parts  were  then  used  to  repair  equipment,  tliey  were  expensed.  However,  if  tliey 
were  used  in  the  reliabilitation  of  equipment— equipnuMit  that  would  either  be 
sold,  or  the  repair  costs  capitalized— tlie  matei  ials  weie  written-ui)  to  7;)%  of 
replacement  cost,  the  offset  again  being  a  credit  to  expense.  I'he  total  write-up 
of  inventoried  material  in  1908  at  the  Altoona  repair  shop  alone,  was  as  follows : 

Writeup  from  nominal  to  standard   _  _  »4  noo  ^nn 

Writeup  from  standard  to  75  percent  of  cost  l^^^H^lllllllll^llll^    .3,'  .^69.'  000 

Total  writeup   8,  307,000 

All  of  the  write-up  from  standard  to  75%  of  cost,  and  the  bulk  of  the  write- 
up  troin  nominal  to  standard  went  to  decrease  operating  expenses 

During  1969,  the  earnings  maximization  policv  had  an  even  greater  effect 
on  reported  income  Tlic  front-ending  of  profits  by^iSC  and  Macco  resulted  in 
an  overstatement  of  their  income  by  $30,521,032.  Thus,  their  reported  net  income 
before  tax  of  $ol  569  million,  could  liave  been  restated  to  $21,048  million,  and 
the  resulting  tax  liability  would  liave  also  been  reduced. 

f  I  JJ^L'f^^^  ?^  certain  non-cash  transactions  on  tlie  reported  net  income  of 
the  FCIC  was  to  increase  net  income  by  $15,326,100.  This  was  the  result  of  two 
specihc  transactions,  the  details  of  Avhich  follow : 

non  Jh^/ew  York  Central  Transport  Company  (XYCTC)  declared  a  $U.500.- 
000  dividend  to  its  parent  company,  the  PCTC.  XYCTC  could  only  afford  to 
pay  i?2.i)  million  in  cash,  and  so  the  rest  of  the  dividend,  $12  million,  was  re- 
corded as  a  payable  of  XYCTC  to  PCTC.  But,  instead  of  XYCTC  recording 
the  payable  as  "dividends  payable",  which  is  a  current  liability,  it  was  recorded 
as  a  long  terin  payable  to  PCTC.  In  this  transaction,  the  casli  actuallv  did 
change  hands.  The  $12  million  that  remained  outstanding  as  a  pavable.  actuallv 
did  get  paid  to  PCTC.  and  was  immediately  repaid  to  XYCTC.  In  fact  the 
transactions  were  almost  a  simultaneous  transfer  from  XYCTC  to  PCTC  and 
tlien  back  again. 

f  11  ^^^^^J]^^:^  ^i-^^"saction  is  a  bit  more  complicated,  but  briefly  it  occurred  as 
tollows  :  PC  TC  advanced  to  Penntruck  Co.,  Inc.,  and  Merchants  Trucking  Co., 
$1.(  million  and  $0.3  million  respectively.  These  subsidiaries  are  wholly  owned 
by  American  Contract  Co.,  a  wliollv  owned  subsidiary  of  PCTC.  The  advances 
were  then  paid  to  American  Contract  by  Penntruck  and  Merchants  Trucking. 

;  %i    '  fi."'"  P'-^if^  =^  ^1  "liHion  dividend  to  American 

Contiact.  Thus,  the  $3  million  received  by  American  Contract  from  its 
subsidiaries,  $2  million  of  which  originated  with  PCTC.  was  declared  as  a 
dividend  from  American  (^ontract  to  PCTC.  It  would  seem  that  $2  million  of 
this  had  .nist  made  a  circuit  through  two  subsidiaries  and  was  returning  to  the 
orginator,  1  CTC,  as  cash  and  dividend  income.  However,  the  $3  million  was 
r,?'''r'  ^'J^  ''JT'f  ''"''^  returned  to  PCTC.  Instead  American  Con- 
tract used  the  dividend  declaration  to  offset  a  debt  owed  to  it  by  PCTC  The 
result  of  this  was  to  decrease  PCTC^s  casli  by  $2  million  in  advances  to  sub- 
"^creasing  its  reported  dividend  income  by  $3  million. 
»  ^,  '^'^^  reported  decreased  maintenance  expense  during  1969  because 

ot  the  write-up  of  reuse^^ble  materials,  offsetting  this  write-up  as  a  credit  to 
expense. 

Writeup  from  noniinal  to  standard     «-  niq  nnn 

Ayrileup  from  standard  to  7.-;  percent  cost  I  II_III__IIIIIII'irr"  '*4  '''m' 000 

Total  writeup   12,137.000 

^^  hile  not  all  of  this  write-up  was  offset  as  a  credit  to  expense,  a  substantial 
portion  ot  it  was  used  to  decrease  expense. 

For  the  first  six  months  of  1970,  information  is  not  presently  available 
concerning  the  maximization  of  the  earnings  of  the  subsidiaries,  the  Traii'^- 
portation  Company  accelerated  the  earnings  it  could  report  from  extraor- 
dmary  items  m  the  first  quarter  of  the  year,  in  hopes  that  the  improved  earn- 

statellT3Tvl4S-T''''  Commission.  Docket  No.  35291.  Penn  Central  Investigation,  verified 
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ings  of  the  consolidated  Penn  Central  would  result  in  --essf^^^^^ 

of  $100  million  of  Pennsylvania  Company  debentuies,  the  funds  ciespeic  y 

Con^any  to  the  Pennsylvania  (^^P'^;^,^^'? S^was  $8^^ 
The  book  value  of  this  investment  on  P K 

renorted  a  profit  of  i^^lG.SaO  million  on  the  sale  of  ^'^^^  pprr^p 
^  In    i  ict  attempt  to  report  increased  earnings  m  the  first  quaifei .  PCIC 
ne  J  aied  an  ag  eZ^nt  with  Norfolk  and  Western  ^--^^^'^iJ^IT^^ 
^^^Jment  in  winch  tl-  Ponnsy^nia  O^jpanv 

road  stock  would  be  an  inflow  1)f  cash 

earnings  of  the  first  ^--^''J-^^^^^^^  which  was 

''^''Z^'fTt"  0,858,600,  and  it  was  sold 

.TTnV^oi  St-MOO  ?  o  Si  cash  loss  of  $286000.  A  quarter  of  a  million 
donars\.4:1rv:^.'^u^^^  in  orc^r  to  improve  its  earnings,  and  it  did 

'^'l^^^^^ll^^^  -  — y  increased  mark- 
edly, as  indicated  below:  $11,584,000 

AVriteup  from  nominal  to  standard   -    Q^g^  qOO 

Writeup  from  standard  to  75  percent  cost    . 

12,  242, 000 

Total  writeup   "  ■,     •  • 

The  bulk  of  the  $12,242  million  was  credited  to  expense  during  this  peuod, 

cifioaTlv  Slm^Jt  o„  earnings  and  cash  flo«  .  the  chart  below  ,s  presented. 

nm  CENTR.U  T,.»SPO»t»,0,  CO.  <CO«P.»V  0,L,>  EFFECT  OF  NONC.SH  ,..«S.CT,0«S  ON  REPORTED  »ET  l-COM 

1  Millions] 

 ^  ^  ^968  1969  1970 

  ($2.77)         ($82.81)  ($102.0) 

Repof ted  net  income    ^ 

Deduct:  Noncash  items:  8.00  12.00  12.00 

Inventory  write-up  ]    16.50  15.33  

Dividends   -   ic  oc 

Deduct:  Extraordinary:  21.00..-    '"-I" 

Profits   

Sale  of  land  (prom)   -    —  „  ,,.  TuTlri 

(42.73)         (110.14)  (131.3/) 

Conservative  net  income  (loss)  estimate     

GENERAL  COMMENTS  ON  EARNING.S  MAXIMIZATION 

There  are  some  aspects  of  the  earnings  maximization  Poljcy  ^^^^      f  "^^^ 

rSat  PCTCa^rsJed  the  freight  costs  of  ''--f'^^^^^^^^ 

of  t)ie  equipment  was  its  cost  to  P(  K  plus  a  ^na l  i^i-^i^n^l 
vrrr  line'^  This  re'^ulted  n  additional  revenue  for  PC  iC  .  and  toi  ^^1""^""'' 
of  W  sec  oiiipment  to  PCTC.  However  the  increased  ™^  f  ™=« 

prfnnpleL  Zi  it  is  also  in  violation  of  ICC  accounting  regulations.  These 


375 


regulations  require  that  such  charges  must  equal  at  least  "50%  of  the  reproduc- 
tion cost  in  kind,  new,  exclusive  of  lepaired  material  and  dismantled  labor 
cost." 

An  ironic  twist  to  the  earnings  maximization  policy  of  the  Railroad  ap- 
pears in  employment  contracts  of  the  officers  of  Macco  and  Great  Southwest.  An 
incentive  compensation  agreement  was  signed  by  the  Hoards  of  Dii-ectors  of 
these  firms  and  the  officers,  which  pi-ovided  for  a  base  salary  and  also  additional 
compensation  based  on  the  reported  net  incomes  of  the  firms.  These  agree- 
ments had  no  ceiling;  the  higher  the  profits,  the  liigher  the  income  for  the 
officers.  The  irony  is  tliat  after  these  contracts  were  signed  these  subsidiaries 
were  urged  to  maximize  their  profits  to  imj)rove  the  consolidated  earnings  of 
the  Transportation  Company.  The  additional  compensation  paid  as  a  result  was 
a  significant  sum  of  money. 

The  employment  contracts  (as  amended  in  1968) ,  provided  that  the  follow- 
ing compensation  shall  be  paid  to  the  officers : 


„  ...  Base  Incentive 

Position  salary  (percent)  i 

S^ynne  A.G..._  ._  _  Chairman  _  _   $25,000  3 

Baker,  W.  C._._  _.                                  President   eolooo  2 

Ray,  W.  D    Executive  vice  president   35  000  1 

Caldwell,  H.L  —   do    55;ooo  i 


'  Incentive  compensation  was  based  on  net  reported  income  in  excess  of  $10,000,000  in  any  fiscal  year.  Thus,  Wynne  received  3  per- 
cent of  the  net  income  in  excess  of  $10  million,  Baker  2  percent,  and  Caldwell  and  Ray  1  percent  each. 

Additional  provisions  in  these  five  year  contracts  called  for  a  severance 
pay  of  $3  million  to  Wynne.  $2  million  to  Baker,  and  $1  million  each  to  Eay 
and  Caldwell,  should  any  of  them  have  their  employment  terminated  by  the 
Company.  The  result  of  these  agreements  in  cash  paid  by  Macco  and  GSC  are 
as  follows: 


Wynne 

Baker 

Ray 

Caldwell 

December  1968.. 

June  1969..  

Settlements 

July  1969....  

$130, 000 
69. 000 

$70,  000 
29, 000 

$30, 000 
69, 000 

August  1969  

December  1969... 

100,  000 

40,  000 

January  1970  

35,  000 

55, 000 

Total....  

299,  000 

174, 000 

154, 000 

Thus,  $3,751,000  was  paid  to  these  officers  as  a  part  of  their  employment 
contracts.  The  payments  listed  under  "settlements"  above,  are  due  to  the  can- 
cellation of  the  old  employment  contracts,  and  the  renegotiation  of  new  con- 
tracts. There  is  some  question  that  the  settlements  provided  for  in  these  con- 
tracts were  not  legally  binding  on  the  Company,  since  there  was  a  clause  in  each 
of  them  providing  that  the  contracts  could  be  terminated  at  will  by  the 
Company. 

The  point  is  that  Saunders,  Gerstnecker,  and  Eovan,  all  members  of  the 
Board  of  Directors  of  GSC,  signed  the  minutes  of  the  June,  19G8  Board  of 
Directors  meeting  indicating  that  they  had  read  the  individual  contracts  and 
gave  their  approval.  Bevan  sent  a  copy  of  the  minutes  to  Saunders,  who  was  not 
at  the  meeting,  and  received  his  signature  on  October  23.  1968.  Bevan  indicated 
that  the  contracts  were  similar  to  other  contracts  within  the  industry,  and  with 
the  contracts  that  were  approved  several  years  before  when  PCTC  first  acquired 
control  of  :Macco.  The  approval  from  Saunders  in  October  validated  the  con- 
tracts, each  of  which  was  dated  June,  1968. 

Less  than  7  months  later,  Bevan  had  Saunders  sign  a  memo  to  the  effect 
that  these  contracts  would  be  terminated,  and  the  settlement  penalties  would 

inUl/on  amount  of  these  freiglit  charges  during  the  19G8-1970  period  was  $2,457 
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be  paid  to  the  officers.  Saunders  indicated  that  he  understood  that  the  settle- 
ments were  ''the  best  that  can  be  made  under  tl^Vr''THrcontr.cT  ^r 
was  no  serious  attempt  made  to  venfv  the  lefrahty  ..t^^.  ^  f^f '^^^^ 
the  settlements.  The  settlements  nnply  tliat  the  earnmcrs  ot  ^lacco  (m  lJb.J 
Macco  n'erged  with  GSC)  would  be  $35  million,  and  do  not  take  n.to  considera- 
tion discounting  the  settlement  payments."  1  ■   r    ^  .1  +^ 

I  seems  that  Bevan  was  a  supporter  of  these  contracts,  and  indicate  to 
Saunders  at  these  contracts  were  reasonable  and  characteristic  of  those  within 
the  real  est^^  industry.  Although  this  is  speculation,  it  seems  incongruous  that 
aVw  foai  c  a  officer  as'experienced  as  Be^•an  would  be  ignorant  of  the  na  ure  of 
these  contracts.  That  is.  that  the  salaries  of  the  officers  had  no  ceiling,  and  that 
the  eaS^i  g  of  the  Company  were  highly  variable  depending  "Pon  whi.h 
accounting  treatment  was  used.  Thus.  Bevan  might  have  advocated  the  co  - 
trads  as  incentive  to  the  oiHcers  to  use  liberal  accounting  practices  to  dehber- 
kteh  'front'end^-  profits:  therebv  furthering  both  tlieir  interests  and  the 
earnings  maximization  needs  of  the  Penn  Central  Transportation  Co. 

The  Transportation  Company  engaged  m  other  policies  and  prac  ices 
which  depressed  current  expenses  in  an  etibrt  to  improve  ^^^^  •^•^P;^':-*^.^^  .^^^^  "l" 
come  of  the  Railroad  during  the  post-merger  period.  Lnfortunatel> .  data  does 
not  appear  to  be  available  to  indicate  the  dollar  magnitude  of  such  practices 
althoiih  there  are  indications  which  lead  one  to  believe  that  the  amounts  of 

"'"SiT^fS^'S^^  interesting  practices  was  that  of  capitalizing  repairs  to 
rollino-  stock.  While  ICC  accounting  regulations  specihcally  proscribe  the  capi- 
lalization  of  repairs  of  owned  equipment,  the  Railroad  would  sell  the  equipmei 
to  "straw  parties",  repair  or  reliabilitate  the  equipment  for  the  new  owners  in 
the  Railroads  repair  shops,  and  then  lease  back  the  repaired  rolling  stock  from 

its  new  owners.  ,  <•      •  x   . 

The  eftect  of  this  procedure  was  to  decrease  the  amount  of  maintenance  ex- 
pense, provide  casii  to  the  Railroad  for  general  corporate  use  remove  the  sold 
equipment  from  the  provisions  of  tlie  general  mortgage  bonds  under  ]vhicli  it 
was  originally  financed  thus  allowing  it  to  be  used  as  collateral  tor  tmids  to 
finance  the  repairs,  and  provide  increased  lease  payments  m  future  periods  to 
cover  the  cost  of  overstated  repair  estimates  for  this  equipment. 

One  procedure  by  wliich  the  sale-leaseback  arrangements  were  consum- 
mated was  an  initial  sale  to  a  "straw  party"  of  used  rolling  stock  or  equipment. 
The  Railroad  would  then  negotiate  an  agreement  with  the  new  owners  to  repair 
the  equipment  for  an  estimated  amount  of  money.  The  new  owners  woulcl  then 
necvotiate  sale  agreements  between  themselves  and  a  subsidiary  of  the  Railroad. 
The  subsidiary  would  then  lease  the  property  to  the  Railroad,  and  assign  the 
lease  to  a  bank  or  other  financial  institution.-'  The  fee  of  the  "straw  party  was 
the  equivalent  of  the  amount  of  the  investment  credit. 

This  was  done  for  several  obvious  reasons.  As  mentioned  above,  the  sa  e 
of  the  equipment  removed  it  from  the  provisions  of  the  general  mortgage  bonds 
of  the  Transportation  Company.  It  then  became  available  as  collateral  to  hnance 
the  renovation.  The  expense  of  the  renovation  was  not  charged  against  in- 
come, but  rather  was  capitalized  on  the  books  of  the  new  owners.  Finally,  the 
financino-  obtained  from  the  banks  to  pay  for  the  reno\  ation  was  based  on  the 
estimated  costs  of  such  renovation.  The  Railroad  consistently  overstated  these 
cost  estimates,  thus  the  difference  between  the  actual  costs  and  the  funds  avail- 
able from  financing  was  then  made  available  for  general  corporate  use.  This 
meant  that  the  increased  repair  costs  were  paid  over  the  life  of  the  lease,  but 
the  Railroads  present  need  of  cash  for  survival  was  a  much  more  immediate 
concern  than  the  increased  lease  payments  in  the  future. 

\nother  way  the  Railroad  decreased  current  expense  was  the  liberal  use 
of  the  merger  impairment  reserve  to  charge  off  the  labor  costs  the  Railroad 
felt  was  due  to  a  labor  protection  agreement.  This  agreement  was  signed  by 

2!  Memo  from  S  T.  Saunders  to  D.  C.  Bevan.  June  2,  li)6!l  ;  Appeiulix  D.  Exhibit  V3,  !'•  "•i-^- 
=3  Wavne-r$3  million  settlement,  for  example,  was  equal  to  incentive  compensa  ion  of  .>7o  000  i^^^^^ 
vear  basfni  on  profits  of  .$35  million.  Had  the  pa.vments  been  discounted  at  8  pe.  cent  fo 

Statement  36.  p.  47. 
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Saunders  and  Perlman  on  May  '20,  1964,  and  required  that  in  tlie  event  of 
merger,  to  take  into  the  merged  company  all  PRR-N  Y('  employees : 

Avho  are  willing  to  accept  employment  and  that  none  of  the  present 
employees  of  either  applicants  shall  be  deprived  of  employment  oi-  placed 
in  a  worse  position  with  respect  to  compensation,  working  conditions, 
fringe  benefits  or  rights  and  privileges  i)ertaining  thereto  at  any  time 
during  employment." 

A  major  problem  here  was  that  the  agreement  was  one  of  a  kind,  and  accurate 
estimates  of  tlie  costs  of  some  of  the  provisions  were  not  available.  One  of  the 
Avorst  aspects  of  this  agreement  was  the  delay  in  consumnuiting  the  merger. 
The  three  year  delay  meant  that  any  furloughed  employee  must  be  given  a  job 
by  the  merged  Railroad.  The  costs  of  this  were  readily  determinable  by  De- 
cember of  1967.  The  total  labor  cost  estimate  of  the  agreement,  initially  pro- 
posed at  $78.2  million  over  eight  years  would  now  cost  $195.2  million.  The  in- 
creased $117  million  was  the  estimated  cost  of  the  recalled  labor. 

Provisions  for  this  cost  were  included  in  the  Merger  Impairment  Reserve, 
set  up  by  the  Railroad  in  1967  in  tlie  amount  of  $275.4  million.  The  total  amoimt 
paid  m  connection  with  the  labor  protection  provisions  was  $54.4  million  not 
including  $5  million  in  relocation  expenses.  In  1968,  $22,460  million  was  cliaro-ed 
against  this  reserve,  and  in  1969  $12,604  million  was  charged  against  die 
reserve.  While  conceptually  the  Railroad  and  the  ICC  agreed  that  these  costs 
would  not  have  been  incurred  had  there  been  no  agreement,  the  use  of  the 
impairment  reserve  to  charge  employee's  wages  when  the  employees  were  work- 
ing opened  the  door  to  disagreement  concerning  how  the  account  should  be 
handled.  The  Railroad  was  charging  the  wages  of  operating  employees  against 
this  account,  if  the  employee  had  been  recalled  as  part  of  the  labor  protection 
provisions.  Although  the  propriety  of  these  charges  has  been  strongly  defended 
by  the  PCTC,  there  are  questions  about  how  an  emplovees  time  can  be 
diarg-ed  to  a  reserve  account  if  that  employee  is  engaged  iii  productive  labor. 
Ihe  Railroad's  position  was  that  these  employees  were  operating  at  far  less 
than  a  standard  level  of  efficiency  established  bv  the  Railroad.  The  exact  amount 
of  charges  to  this  reserve,  which  applied  to  recalled  labor  in  1968  and  1969, 
amounted  to  $14,842  million  and  $8,126  million  respectively.  The  total  amount  of 
$22,968  million  eludes  analysis  of  what  should  h.ave  been  charged  to  operating 
expense,  and  what  was  a  reasonable  allocation  to  the  merger  imiiairment 
reserve  account.^* 


CONCLUSION 


One  of  the  most  important  questions  concerning  the  Penn  Central  debacle 
centers  on  the  effects  of  the  earnings  maximization  policy  and  the  degree  to 
which  this  policy  contributed  to  the  ultimate  financial  collapse  of  the  Trans- 
portation Companv. 

While  an  ob\  lous  effect  of  the  policy  was  to  improve  the  earnings  of  the 
Iransportation  Company  by  profits  on  inter-company  transactions  and  laroe 
non-cash  dividend  payments  extracted  from  the  subsidiaries,  the  result  of 
this  was  to  conceal  the  true  crisis  that  the  Railroad  faced,  e.g.  constant  operat- 
ing losses  and  a  poor  (and  frequently  negative)  cash  fiow  from  ordinarv 
ojierations. 

In  the  sense  that  this  is  considered  from  an  investors  viewpoint,  thev  were 
certainly  misled  by  the  devious  machinations  which  produced  a  signifiVantlv 
mtliited  net  income  figure.  The  financial  comnuinity  was  also  led  to  believe  that 
the  Railroad  was  performing  better  than  it  really  was. 

On  a  consolidated  basis,  with  most  of  the'intercompanv  profits  and  divi- 
dends eliminated,  the  Penn  Central  still  benefited  from  the  "front-ended- 
profits  of  sonie  of  the  real  estate  subsidiaries.  The  point  is  that  the  })rofits  were 
signihcantly  improved  on  both  a  consolidated  and  non-consolidated  basis  and 
this  improveinent  was  deceptive  to  the  investing  community. 

While  this  approach  may  be  rationalized  on  a  pre-merger  basis  as  an  at- 
tempt  to  preserve  the  long  agreed  to  exchange  ratios;  and  on  a  post-merger 

f  Penn  Central  Merger,  327  ICC  at  684. 

^"^"st^.fP  Coninierce  Commission,  Docket  No.  35291,  Penn  Central  Investigation  Verified 
Statement  11.  ExI.ibit  NPE  S  ;  Reproduced  in  .Vppendi.x  D,  Exhibit  74,  p.  733  Penned 
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basis  as  a  means  of  providing  a  profit  picture  which  would  facilitate  financing 

^"ThSjfoiif  L^^^^^^^  that  is  quxte  signi^cant: 

What  was  the  effect  of  this  policy  on.the  subsidiaries?  Whi  e  not  all  subsidiaries 
werf'S' of  dividends  and  "forced"  to  maximize  earmngs,  those  that  were 
affected  bv  the  Kailroad's  policy  were  damaged  because  of  it. 

Ssfd  aries  were  foiled  to  provide  financing  for  their  own  operations  to 
the  greatest  extent  possible,  and  yet  had  to  pay  taxes  to  the  ^^^^^^f  .,^"f^^^ 
of  the  Government.  GSC  and  Macco  are  prime  examples  of  companies  that  had 
fnotentkl  of^u^ure  growth,  and  suffered  serious  liquidity  problems  directly 
£sf  of  the  pohcief  and  requirements  urged  upon  them  durmg  the  period 
when  the  Trans^portation  Company  exerted  strong  influence  over  heir  opera- 
Sons.  In  a  sense^he  Railroad  drained  every  dollar  of  profit  from  them  that  it 
could  without  providing  anvthmg  to  them  m  return.  .  . 

PrTbablv  the  most  vexing  question  concerning  the  earmngs  maximization 
policy  i^thrextent  hat  thi  Railroad  suflered^from  budget  cuts  and  de- 
?rea2s  fn  maintenance  expenditures  in  a  desperate  attempt  to  show  a  profit. 
The  reason  this  is  the  most  difficult  question  is  that  the  Railroad  had  been  un- 
p^rofiSSrso  how  could  additional  (and  excessive)  maintenance  and  capital 
Spendkures  be  justified?  It  was  a  vicious  circle.  The  Railroad  could  not  make 
rSt  because  of  poor  service,  partly  due  to  poorly  maintained  f  acilities  and 
enuinment  But  when  vast  sums  were  spent  on  capital  improvements,  the  Rail- 
rSHuM  nofgrnerate  any  return  on  the  investment.  How  could  Bevan  ]ustif^ 
borrow^  funds  at  8-10%  and  not  receive  any  return  on  the  funds  borrowed  ? 
ObvTouSI  Bevan  felt  that  the  way  to  maintain  the  Penn  Central  as  a  viable 
operatS  was  to  offset  the  unprofitable  Railroad  with  the  profits  of  the 
subsidiaries  ^^^^^.^tion,  to  the  extent  that  it  deceived  the  investing 

public  drained  Se^esources  of  its  subsidiaries,  deferred  maintenance  and  capi- 
?jd  exDSures  and  sought  to  improve  profits  at  the  expense  of  losmg  cash 
claX  So-d  feemingly^nevitable- reorganization,  but  at  a  great 
cost  to  everything  that  came  under  its  influence. 


Dividend  Policy 


The  dividend  policy  of  the  PRR  and  later  the  PCTC  has  been  criticized 
because  of  the  excessive  payouts  relative  to  both  rei>orted  net  income  and  cash 
provMed  bropemtions  It  might  be  that  the  Board  of  Directors  simply  was  not 
aware  of  the  financial  situatiol  of  the  Railroad  or  acted  solely  upon  information 
n™nted  by  the  Finance  Committee  (discussed  subsequently),  or  there  was  a 
ScJ  of  interest  between  the  members  of  the  Board's  personal  interests  and 

a?gShat  the  payout^of  the  P^^^^ 

was  influenced  to  a  strong  degree  by  the  merger  agreeinent^signed^n  19^ 
1964  to  1967,  the  dividend  payout  per  ^hare  f or  the  ^  YC  ^^^^^^^PP'^^^^^ 

cCtota^L^Slhfp^Rr^^^^^^^^ 

of  PRR  dividends  to  NYC  dividends  appear  below : 

PENN  CENTRAL  TRANSPORTATION  CO.  DIVIDEND  PAYOUT  RATIO •  l%3-69 
[Percentl 


Year 


Class  I 

NYC  PCTC  Class  I  (adjusted)' 


73  75  46.47  61.89  58  >  58 

1%3  -    M  96  43.62  51.58  65  f 

1964  -  —  - S:60  43.69  60.18  58  58 

1965  -  -   -----  70  99  43.23  56.37  55  M 

 :::::::::::::::::::::::::::::::  237:70  1,747.58  359.  n  le?  i|| 

i968iii":ii:":i::- -  : (j) 

1969    


105  81 


I  Computation:  dividend  paid/net  income  after  tax. 


Source:  Moody's. 
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While  the  1963-1966  dividends  payouts  are  not  si^rnihcantly  different  from 
those  of  all  Class  I  railroads,  the  PRR  paid  a  mucli  liijrher  dividend  relative 
to  net  income  than  the  NYC.  When  this  is  coupled  with  the  acute  casli  shortages 
that  plagued  the  railroad,  it  is  difficult  to  justify  the  dividends  paid  by  the  PKK 
as  being  anything  but  excessive.  p:ven  so,  the  fact  that  dividends  had  been  paid 
consecutively  since  1848  was  a  strong  factor  in  maintaining  a  dividend  payment. 
Breaking  a  record  of  consecutive  j)ayments  of  over  115  yeai-s  might  not  have 
been  justified,  but  the  magnitude  of  the  dividends  paid  is  inexcusable. 

The  computations  presented  in  the  preceding  table  are  for  the  Transporta- 
tion Company  only,  not  for  the  Penn  Central  System.  While  it  can  be  said  that 
this  is  not  a  valid  comparison,  it  is  illustrative  of  the  payout  ratios  from  the 
most  significant  aspect  of  the  Penn  Central  System  in  terms  of  income  gener- 
ating power  available  for  dividend  payouts.  That  is,  the  income  generated  on  a 
consolidated  basis  was  not  available  for  dividends  since  the  subsidiaries  had 
their  own  needs  for  the  funds  that  they  generated  from  their  operations. 

A  major  (juestion  of  responsibility  for  the  dividend  payouts  leads  to  a  pres- 
entation of  how  th  ^  dividends  were  approved.  Usually  the  Finance  Committee 
of  Penn  Central  met  to  evaluate  the  earnings  and  proposed  dividends:  from 
this  evaluation  came  a  recommendation  to  the  Board  of  Directors  for  their 
consideration.  The  Finance  Committee's  minutes  for  May  13,  1969  read  as 
follows : 

The  Chairman  of  the  Board  reviewed  briefly  estimated  earnings  on  a 
consolidated  basis  for  the  second  (quarter  of  the  year.  He  reported  also  on 
the  steps  taken  to  improve  the  earnings  of  the  railroad. 

Whereupon  the  Committee,  on  motion,  approved  a  recommendation  to 
the  Board  that  it  declare  a  regular  quarterly  dividend  of  60  cents  a  share.'" 
Present  at  the  meeting  were  Bevan  (Chairman  of  the  Committee),  Saunders 
and  Perlman,  among  others.  The  presentation  of  the  results  of  the  meeting  to 
the  Board  of  directors  was  made  by  Saunders  : 

At  this  time  we  will  take  up  the  matter  of  the  second  quarter  dividend. 

Our  earnings  projections  for  the  second  quarter  are  inconclusive  at 
this  time.  We  estimate,  however,  that  our  consolidated  earnings  will  be 
around  $20  million. 

Our  preliminary  figures  show  that  while  it  is  still  an  uphill  fight,  we 
are  making  real  progress  in  bringing  the  Railroad  into  the  black. 

******* 

While,  as  I  have  said,  it  is  much  too  early  to  know  exactly  where  we 
will  come  out,  I  think  that  the  prospects  are  very  good  to  equal  or  better 
the  results  in  the  Second  Quarter  of  last  year. 

Recommendation :  In  light  of  the  results  to  date  and  the  prospects  for 
the  remaining  weeks  of  the  quarter,  the  Finance  Committee  recommends 
the  payment  of  the  regular  quarterly  dividend  of  60  cents  per  share  .  . 

In  a  Board  meeting  of  June  25, 1969  a  discussion  of  the  proposed  third  quarter 
dividend  was  as  follows: 

As  we  discussed  at  the  meeting  of  the  Finance  Committee  and  Execu- 
tive Committee  on  June  13,  preliminary  estimates  ...  are  about  the  same 
as  last  year  ...  on  a  consolidated  basis. 

After  discussing  some  possibly  negative  aspects  of  the  economy,  i.e.  high 
costs  of  money,  governmental  anti-inflationary  policy,  and  a  long  coal  miners 
holiday,  Saunders  proceeded: 

Despite  these  unsettled  conditions,  the  Finance  Committee,  after  con- 
sideration of  all  the  factors,  recommends  the  payment  of  the  regular 
dividend  of  60  cents  per  share  .  . 

The  information  presented  to  the  Board  of  Directors  is  certainly  not  a  true 
picture  of  the  real  performance  of  the  Railroad,  and  makes  no  mention  of  the 

SrI""}^!;  Meeting  of  PC  Finance  Committee,  May  13,  1969;  Appendix  D,  Kxhlblt  75  p  735. 
M  rS.'^I  Memorandum.  May  13,  1969  ;  Appendix  D,  Exhibit  76,  p.  735 
Board  Memorandum,  June  25,  1969  ;  Appendix  D,  Exhibit  77  p  737 
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perilous  cash  position  of  the  Railroad.  While  some  directors  resigned  from  the 
Board  because  of  information  not  presented  to  theni  m  the  Board  of  Directors 
meetings,  and  later  discovered  through  the  news  media,  most  of  the  Board  com- 
placently authorized  dividend  payments  without  knowing  the  true  difficulties 
of  the  Transportation  Company  itself.  Possibly  Saunders' credibility  and  politi- 
cal skills  let  the  Board  lapse  into  a  state  of  accepting  whatever  was  presented. 

PENN  CENTRAL  CO.  STOCK  OWNERSHIP  AND  STOCK  REPRESENTED  BY  DIRECTORS  AT  DECEMBER  31.  1968  MEETING 

'  ~  Number  of      Personal        G«ln  by 

Name  Position  with  Penn  Central        Nature  of  stock  interest  shares  gain  represenU- 


Sevan.  D  Chairman  of  finance  committee..  Personal   ♦"j^- 

Saunders,  S  Chairman  of  the  board  ao  -   ^  j^  ^^q  

Seabrook.J  Director  ,-nTernaiionaTUtilitiercV^^^^^^^^^^  500,000  ----------  Jl.200.000 

Graham.  R.  Jr  do  --  ^:-~V^^^  Vm      5 264 


Srs  Inle^naiiVnVr'Diversified    1.020,000    2.448.000 


Services,  Inc. 


2  278,879    1,350,440  4,118,868 
Totals  -  -   

Source:  ICC  Docket  No.  35291.  Penn  Central  Investigation,  V.S.  8,  pp.  19-20. 

One  cannot  help  but  wonder  what  motivated  Bevan  and  Saunders  to  mini- 
mize the  true  performance  of  the  railroad  and  its  cash  position  at  those  meet- 
Si  where  dividends  were  declared.  Saunders,  as  it  turns  out,  held  every  share 
offt^ck  until  after  the  reorganization,  but  Bevan  sold  25,000  of  his  shares  be- 
tween January  1,  1969  and  June  24,  19Y0.  Bevan  knew  of  he  precarious  posi- 
Sn  of  the  RaUr^ad  and  benefited  from  the  sale  of  his  stock,  while  the  reports 
issued  by  Penn  Central  indicated  that  the  Transportation  Company  had  prob- 
lems, but  the  non-rail  subsidiaries  were  more  than  adequate  to^^TP^^^f  ^^^^ 
the  poor  position  of  the  Railroad.  Is  it  not  realistic.to 

had  been  with  the  Railroad  since  1954,  and  was  hoping  for  the  chairman  s  posi 

that  the  Compauv's  performance  was  improving.  ^    ,    •  -r„;i 

Tn  anv  event  the  dividends  placed  a  considerable  cash  dram  on  the  Rail- 

costs  Of  the  dividends  declared  by  the  Penn  Central  is  as  follows : 

PENN  CENTRAL 

00„™™,0„  0,  COST  ™"°- 

IThousands  omitted]   


paid 

Year 


Dividends        Cumulative       'n»e;«/;^;«;«  year  interestcosi 


$10  026.9         $10,026.9  4.63  f  *              »°  *fj 

1963                            -                                 28  974.6           39,001.5  4-67  9|5 

1964—  -                            -          «'386.9           84,388.4  5.71  J966 

1965  -          g3  646.7          "8,035.1  6.25  967  ^^^^^ 

1966—  -                                     55  051.9          193.08^  HI  969  22.384 

lllb:::::::::::::-::"::":;------  111^2 

1969-  -  :  1  ~  ~_  67.673 

Total     "   


.Through  the  1st  6  months  of  1970.  Exhibit  DD7- Reproduced  in  Appendix  0,  Exhibit  78  p.743. 

Source:  ICC  Docket  No.  35291,  Penn  Central  Investigation.  V.S.  4,  Exhibit  wi.  Kepro 
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Internal  Control  After  Merger 

INTRODUCTION 

The  internal  controls  present  in  the  merged  Penn  Central  give  an  indication 
of  the  effectiveness  with  which  pre-merger  planning  was  implemented.  The 
cash  shortages  which  constantly  plagued  the  Eailroad  originated  long  before 
the  merger  took  place.  One  would  think  that  timely  and  accurate  reports  of  cash 
balances  and  outstanding  receivables  would  have  been  the  subject  of  consider- 
able attention  during  the  initial  phases  of  the  merged  Railroad's  operations. 
In  fact,  after  the  merger,  cash  balances  were  not  reconciled  promptly,  nor  were 
receivables  properly  controlled.  The  write-off  of  estimated  bad  debt  expense 
soared  after  the  merger.  The  internal  controls  of  the  Railroad  were  either 
nonexistent  or  had  seriously  deteriorated.  Wliile  operating  and  accounting  offi- 
cials might  have  been  aware  of  this  situation,  the  correction  of  these  deficiencies 
never  became  a  reality. 

Bevan  had  operated  for  years  with  severe  cash  shortages,  but  the  cash 
drains  of  the  merged  Railroad  created  a  liquidity  crisis  that  even  he  had  not 
experienced  before.  Bevan  had  indicated  that  the  minimum  cash  required  for 
the  Pennsylvania  Railroad  to  operate  and  still  maintain  adequate  cash  com- 
pensating balances  required  by  certain  loan  agreements  was  $45  million  to  $50 
million.30  The  merged  railroads  set  $100  million  as  an  acceptable  cash  balance. 
At  the  date  of  the  merger,  February  1,  1968,  the  cash  balances  of  the  railroads 
were  $5.5  million  and  $7.8  million  for  the  PRR  and  NYC,  respectively.  The 
$86.3  million  shortage  from  the  ideal  cash  balance  suggested  by  Bevan,  was 
complicated  by  the  cash  losses  incurred  after  the  merger. 

Initially,  Bevan  had  been  in  charge  of  the  Accounting  Department  of  the 
Pennsylvania  Railroad ;  but  upon  merging,  this  function  was  given  to  Perlman, 
the  President  of  PCTC.  Even  when  this  department  was  restored  to  Bevan's 
control  in  1969,  there  was  no  improvement  in  the  amount  of  receivables  out- 
standing, nor  was  there  an  improvement  in  the  timeliness  and  accuracy  of  the 
reconciliation  of  the  cash  accounts.  The  following  sections  give  an  indication 
of  the  effect  of  the  breakdown  in  internal  control  on  the  operations  of  the  Rail- 
road, and  the  increased  interest  expense  and  borrowings  necessitated  by  this 
breakdown. 

INTERNAL  CONTROL 

Both  the  PRR  and  XYC  had  been  moving  toward  a  centralized  billing 
and  collection  system  prior  to  the  merger.  The  PRR  had  progressed  further  in 
this  centralization  than  the  NYC.  After  the  merger,  the  PRR's  basic  system 
was  modified  into  a  system  of  seven  Customer  Accounting  Centers.  These  cen- 
ters were  responsible  for  checking  and  revising  weights,  preparing  freight  bills 
covering  inbound  carload  freight,  collecting  charges  from  credit  patrons,  main- 
taining agency  accounts  to  insure  the  collection  of  cash  items  by  agency  forces, 
and  checking  and  revising  rates  and  charges. 

The  employees  at  these  centers  would  perform  the  above  functions,  and 
then  code  the  bills  for  key-punching.  The  data  was  then  transferred  to  a  master 
accounts  receivable  tape.  Inexperienced  personnel,  understaffed  and  overworked 
departments,  and  the  resultant  backlog  of  waybills  to  be  processed  resulted  in  a 
breakdown  of  the  accounts  receivable  system. 

The  effective  operation  of  this  system  depended  upon  the  accuracy  and 
timeliness  of  the  processed  information.  Peat,  Marwick,  and  Mitchell  (PISIM), 
in  a  December  22,  1969  letter  to  C.  S.  Hill,  pointed  out  that  inaccurate  ratings 
of  waybills  produced  an  excessive  volume  of  disputed  bills,  each  requiring  the 
individual  attention  of  an  already  overworked  staff."  The  PMM  study  found 

Memo  to  Saunders  from  Bevan,  November  8,  196T  ;  Appendix  D  Exhibit  36  p  558 

A^.^-!li<^H?'"T?v*!J!??/'  ^Z^.-  ^'■0™  P^'it-  Marwick,  Mitchell  &  Co.,  Decem'ber  22,  1969;  see 

.appeuuix  u,  Jiixnloit  DO,  p.  705. 
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that  there  were  no  incentives  offered  by  the  Eailroad  to  attract  and  keep  the 
experienced  and  qualified  personnel  required  to  verify  and  revise  the  rates  on 

Perhaps  the  greatest  concern  in  this  area  of  control  should  have  been  the 
management  of  accounts  receivable.  The  processing  of  payments  took  so  long, 
that  frequently  customers  received  several  notices  requesting  payment  tor  bills 
which  had  been  paid  long  before.  It  was  quite  common  for  customers  to  refuse 
to  pay  bills  promptly,  if  at  all,  because  of  poor  service  or  lost  shipments.  Many 
customers  returned  bills  amounting  to  thousands  of  dollars,  when  only  a  small 
amoimt  of  the  bill  was  in  dispute.  ti,^  laT-rr*. 

The  internal  procedures  in  the  Centers  were  not  set  up  to  handle  the  large 
volume  of  disputed  customer's  bills.  When  a  partial  payment  was  made  the 
system  made  the  application  to  the  customer's  account  a  difficult  Procedure 
This  resulted  in  the  item  bein^  charged  to  a  fictitious  account  "P^^l  '  ^^^^^^ 
served  as  a  clearmg  account  for  unidentified  and  partial  payments.  The  head 
clerk  was  to  reconcile  this  account,  clearing  it  out  and  correctly  applying  the 
navment  to  the  customer's  account.  Since  the  original  entry  to  the  Faul 
Lcounrdid  not  update  the  customer's  master  file,  and  the  time  taken  to  clear 
this  account  was  so  long,  the  customer  would  receive  another  bill  for  the  entire 

amomit^  Vccounting  Department  lacked  a  mechanized  way  of  processing  the 
volume  of  disputed  and  partially  paid  bills,  leading  PMM  to  recommend  that 
such  a  system  be  implemented.  The  breakdown  in  control  was  not  due  to  the  in- 
compatibility of  tho  diflerent  computers  used  by  the  PRR  and  ^  YC,  both  be- 
fore and  after  the  merger,  since  there  was  little  need  for  the  interchange  of  data 
between  the  two  computers  in  the  accounting  function.^;  The  problem  centered 
upon  the  great  amount  of  manual  handling  and  analysis  of  t^'^nsactioiis. 

The  loss  of  control  of  receivables  had  a  negative  cash  impact  on  the  Rail- 
road The  PCTC  had  a  self-imposed  target  on  the  collection  of  receivables.  A 
negative  cash  effect  was  due  to  receivables  over  30  days  old.  that  were  m  excess 
Sf I2  8%  of  total  receivables.  The  results  of  the  cash  impact  of  the  failure  of  the 
Transportation  Company  to  meet  its  target  are  found  in  Table  AK-1. 

TABLE  AR-l-PENN  CENTRAL  TRANSPORTATION  CO.  ACCOUNTS  RECEIVABLE  OUTSTANDING  OVER  30  DAYS-CASH  IMPACT 

POSTMERGER 

[Dollar  amounts  in  thousands) 

~  "  Delinquent  Interest 

Amount       (over  12.8            ratei  Interest- 
unsettled         percent)        (percent)  expense' 
Date  ^  .  - 

$51,688.1         $9,277.5  7.25  $297.7 

January  1968.-  -  -  - "       57  645.3         7,148.0  7.25  384.0 

Junel968  ---  " 72  316  4         14,040.6  8.25  ,  111  } 

January  1969»  ---  -  -    86  987.4        20,933.1  9.75  l-Jff-i 

June  1969  - 86  529.4        23,707.9  9.75  554.2 

January  1970  -   100  547  9        21,763.7  10.00  509.3 

March  1970  -  L  — — 

3, 554. 6 

Total.   -   --    -   '"  

.  source-  ICC  Docket  No.  35291,  Penn  Central  Investigation,  V.S.  4,  Exhibit  OD-7  modified  byscheduJe  AR-1;  reproduced  in  Appen- 
"ilnttesl  exVn  "computed  on  the  average  amount  delinquent  for  each  period.  Taken  as  an  average  of.  (Delinquent„+delinquent„.,) 

mn:  This  assumes  that  funds  were  borrowed  to  provide  the  funds  for  operations  which  could  have  been  generated  had  the  12.8, 
percent  target  been  met. 

Source:  ICC  Docket  No.  35291,  V.  S.  31,  pp.  1-9. 

The  interest  expense  and  the  amount  of  additional  funds  which  would  have 
had  to  have  been  borrowed  to  replace  the  funds  tied  up  m  excessive  receivables 
is  determined  by  the  following  table : 

r^;nrterstate  Commerce  Commission.  Docket  No.  35291.  Penn  Central  Investigation.  Verified 
Statement  32.  pp.  7-11. 
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TABLE  AR-2.-PENN  CENTRAL  TRANSPORTATION  CO.  EFFECT  OF  ACCOUNTS  RECEIVABLE  ON  INTEREST 

EXPENSE  AND  BORROWINGS 

(In  thousands  of  dollars] 


Interest  Additional  Cumulative 

expense         borrowings  •  borrowingi 


  681.7  8,212.8  8,212.8 

1970  (6  months)   1,063.5  5,248.9  22,735.8 

Total   3,554.6  '22,735.8   


'  Additional  borrowings  are  required  only  to  the  extent  of  the  average  accounts  receivable  increase  between  periods 
2  This  total  represents  the  average  accounts  receivable  (over  12.8  percent)  for  the  first  6  months  of  1970. 
Source:  Chart  AR-1,  schedule  AR-1. 

The  purpose  of  this  analysis  was  to  illustrate  the  extent  to  which  the  Trans- 
portation Company  had  to  borrow  funds  that  would  normally  have  been  avail- 
able had  the  accounts  receivable  system  been  designed  and  managed  properly. 
Thus,  management's  abdication  of  effective  control  of  accounts  receivable  cost 
the  Eailroad  $3.5546  million  in  additional  interest  costs  and  required  them  to 
borrow  additional  funds,  indicated  by  Tables  AR-1  and  AR-2,  to  fund  its  ex- 
cessive receivables. 

While  it  is  true  that  in  a  period  of  rising  interest  rates,  and  a  general  short- 
age of  funds  available  on  the  open  market,  the  collection  of  accounts  receivable 
will  become  increasingly  more  difficult,  the  rate  of  increase  in  these  balances 
of  PCTC  was  far  greater  than  those  of  all  Class  I  railroads. 

It  is  interesting  to  note  that  PCTC's  management  spoke  of  estimated  bal- 
ances in  accounts  receivable,  as  opposed  to  specific  amounts.  In  an  undated 
memo  (about  December,  1969) ,  Basil  Cole  stated : 

The  accounts  receivable  balance  is  now  $75  million  which  is  $15  million 
higher  than  it  was  assumed  to  be  in  October.  (Emphasis  added.) 

Considering  the  magnitude  of  the  balances,  it  is  hard  to  believe  a  25%  increase 
m  accounts  receivable  in  two  months,  especially  when  the  amount  is  $15  million 
can  be  treated  as  casually  as  Cole  did  in  the  next  sentence : 

...  This  does  not  represent  a  loss  of  position  as  much  as  it  does  identi- 
fying more  accurately  the  scope  of  the  problem^  (Emphasis  added.) 

It  would  seem  that  an  increase  of  this  magnitude  would  represent  a  loss  in  posi- 
tion, and  would  require  immediate  attention.  In  the  same  memo,  he  disclosed 
the  results  of  a  special  study  undertaken  to  determine  the  best  areas  in  which 
to  concentrate  to  speed  collection.  The  results  are  as  follows : 

PENN  CENTRAL  TRANSPORTATION  CO.,  ANALYSIS  OF  DELINQUENT  ACCOUNTS  AT  DECEMBER  1969  (OVER  10  DAYS  OLD) 


Number  of  firms 
whose  debts 

Amount  outstanding   ♦"'^J^*^,  ^„,3g, 

J2,000,000   ,  „„. 


$4,000,000 


5  600, 000 


isioooiooo::::::::   -  -  -  -  -  « 

$6,000,000  -  -   J*  533,333 

$7,000,000...  - - - 23  260,870 

$8,000,000....                                     " - - ?5  200,000 

$9,000,000                           " "  — - - - -  50  60,000 

»iu,uuu,uuu          ,5j  52,112 

Cole  indicated  that  the  larger  offenders  Avere  Avithholding  payments  until 
claims  against  the  Railroad  were  resolved.  He  felt  that  when  the  offenders 
were  identified,  officers  within  PCTC  should  be  requested  to  contact  them 
tor  payment.  It  seems  that  Cole  minimized  the  cause  of  the  build-up  by 

^  Memo  from  BasU  Cole  (no  date)  ;  see  Appendix  D.  Exhibit  79,  p.  745. 
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an  analysis  of  billing  and  collection  lags  yielded  the  following . 

PENN  CENTRAL  TRANSPORTATION  CO. 
AN  ANALYSIS  OF  BILLING  AND  COLLECTION  LAGS.  APRIL  1970 

  Inbound  Outbound 

freight  (days)      freight  (days) 

Lag   

    7.61  6.33 

Billing  (processing)   ------  .--L--iV    lil  ill 

Mail  lag  (PCTC  to  customer  and  customer  to  bank)  -     9.18 

Customer  payment.--.   ■  jg  gy 

Total  lag     

Tn  Parh  case  the  customer  billing  lag  is  less  than  the  processing  lag  of 
the  Sa^sportftL  Comm^^^  Even  thouih  the  payment  lag  is  greater  than 
nl hv  TCr  S  it  certainly  doesn't  seem  excessive,  especially 

rsi~the^  .'^^it^of  PC^^^^  ^^^f^r^^^^^ 

dPterioratinrqualit^^  servicfaffected  the  Kailroad,  as  discussed  above  it 
Sso  Sa^e^drsiomers  and  caused  a  marked  increase  in  estimated  bad  debts 
expense  This  is  dramatically  illustrated  when  a  comparison  of  the  combmed 
estimated  bad  debts  expense  is  compared  with  sales  volume : 

PENN  CENTRAL  TRANSPORTATION  CO.i 
AN  ANALYSIS  OF  BAD  DEBTS  EXPENSE  AS  A  PERCENT  OF  SALES^  

Estimated  amount  ,  u     .  Parront  o 

uncollectible      Percent  change  ^^Znue. 
Year  (thousands)  in  writeoff'  ^^"^""'^ 

  $2  805.5  100.00  0.1805 


1965   2,748.4  97.96 

1966  :::       2728.4         97.25  -im? 

1967  -  - 14,446.4  514.93  Aii^. 


1966  "'"'"III'^I-I.  2.728.4 

1968    22,720.6  809.86  1-3754 

1969..  


1  Prior  to  1968,  data  is  for  combined  NYC  and  P.RR. 
J  Percent  change:  1965  equals  100  percent. 

Source:  Schedule  AR-2. 


The  absolute  and  percent  changes  in  the  write-off  is  less  significant  if  there 
had  W  a  marked  cha^nge  in  revenL  levels  (-^-^f  "o  ,h^^  he 
percent  of  bad  debts  expense  to  revenues  q]^^^,^,^^?^^^^^^^^^^  Siefverage 
average  write-off  as  a  percentage  of  sales  was  1785%  ,  P°^^  "'^^f  ^ J^^^  „s\ 
trite^off  was  almost  '^o  ^^i^^r^^^^J^^^^^ 

of  bank  reconc?  sis.  Not  only  was  there  no  standard  form  ™  "J'taS 


to  Saunders 


Bank  account  reconciliations  are  not  prepared  promptly  by  the  Treas- 
urer's office  at  X  close  of  the  accounting  month.  Delays  as  long  as  three 
to  fve  months  occurred  in  the  preparation  of  such  reconciliations.  .  . 
ObvtousTy  fa  luS  promptly  bank  accounts  and  outstandmg 


385 


checks  and  drafts  causes  a  serious  breakdown  in  the  maintenance  of  an 
effective  system  of  internal  control." 

tionA.«f  Sf""^  l^^  ll""^  '^^'i'^^^^  ^^^^  ^^^P^ct  t«  these  reconcilia- 

t  ons  was  that  when  the  accounts  were  finally  reconciled,  a  massive  accumula- 

of  PrTr"''^'?^'^'^.  ^^i^^tments  had  to  be  written  off.  While  the  trustees 
thev  identified  Vo^^^  ma^itude  of  the  prior  period  write-offs, 

tney  identified  $797^^75  of  unreconciled  bank  charges  and  $430,309  of  un- 
reconciled credits  on  December  31, 1970.  iP*ow,ouj  or  un 
In  essence,  the  lack  of  control  certainly  worked  against  effective  cash  man- 

vftThifwf.Tr"''  ^^P^f^     '^'^  ^^^^-^^         not  available  ^and 

yet  this  was  the  most  pervasive  problem  faced  by  the  Transportation  Company 
a  chronic  shortage  of  cash.  In  this  situation,  having  a  control  on  t^  exact 

mTHn^'bl'"'^  """k^^'i    f  the^obvious  ?  asSn  of  mini 

mizing  borrowing,  but  also  to  prevent  the  misappropriation  of  funds 

h..  ^-.''A'l'Pj',^  ^^^^  «^  ^^sh  was  the  appropriation  of  $4  million 

by  Fidel  Goetz  m  1969.  Goetz  established  the  First  Financial  Trust  of  Lie^hten 
stem,  a  shell  corporation  organized  to  be  the  depository  of  $10  ir^llion  of  PCTC 

a™Ved  thro,f "P"  ''V^n"^"^  The%10mi£  was  ;  loin 

arranged  through  a  consortium  of  German  banks,  and  was  deposited  with 
First  Financial  on  September  18,  1969.  The  same  day,  Goetz  transferred  $4 
S  ^.T^^''  corporation  controlled  b7him  Goel^ 

felt  that  he  was  entitled  to  the  funds  because  of  losses  he  suffered  in  connectfon 
with  his  participation  in  Executive  Jet  Aviation's  financing,  another  suSia?v 
of  the  Transportation  Company.  PCTC  believed  that  the^fuTds  4re  s^l^ 
deposit  with  First  Financial,  and  accordingly  reported  it  under  '^^apittl  and 
Other  Reserve  Funds"  on  their  1969  report  to  the  ICC.  The  loss  of  the  funds 

"^te™^^^^  if r  '^^^'''''m  ^^^^-^^  tVeirmfit^fo^ 

existe^^withb  PCTC  ^'  *  '^'"^^  discovered  had  effective  control 

While  internal  control  problems,  losses,  and  the  additional  expenses  result- 

afs    o7  trRai1ro?  rf '  '"""^^      '  ^f^^^^"^^  preveS  tS  co  - 

mS^l'LS^^^^^^^^^^  symptomatic  of  the  general  operational  and 

l9e9'^.stl%llZ/^%^tM7^^^^^  *  Co.  (Heary  A.  Qulnn)  to  Stuart  T.  Saunders.  June  3. 


DIVERSIFICATION 


The  diversification  program  of  the  Penn  Central  Railroad  was  principally 
that  of  the  Pennsylvania  Railroad  to  which  the  Penn  Central  Transportation 
Co.  had  fallen  heir.  More  precisely  the  program  was  largely  carried  out  by 
Pennsylvania  Company,  a  subsidiary  of  the  Pennsylvania  Railroad  and  subse- 
quently a  subsidiary  of  Penn  Central  Transportation  Company.  Pursuant  to  a 
decision  made  earlier,  the  Pennsylvania's  diversification  program  essentially 
began  in  June  of  1964  with  the  acquisition  of  controlling  interest  in  Great 
bouthwest  Corp.  and  100  percent  of  the  outstanding  stock  of  Buckeye  Pipe  Line 
Co.  a  month  later.  A  little  over  a  year  later  the  Pennsylvania  made  two  other 
acquisitions,  the  Arvida  Corp.  in  July,  1965  and  Macco  Realty  Corp.  in  August, 
1965.|  A  major  investment,  principally  in  debt  securities,  was  also  made  begin- 
ning in  late  1964  in  Executive  Jet  Aviation,  Inc. 

The  New  York  Central  (NYC  or  Central),  on  the  other  hand,  made  only 
one  major  non-rail  acquisition  during  the  1960-1967  period  preceding  the  Penn 
Central  merger.  This  was  of  Strick  Holding  Co.  in  November,  1966.  Unlike  the 
Pennsylvania  Railroad  (PRR  or  Pennsylvania),  no  formal  diversification  pro- 
gram was  devised  at  the  Central  and  little  or  no  effort  seems  to  have  been 
made  m  seeking  additional  acquisition  possibilities.  Moreover,  unlike  the  acqui- 
sitions of  the  PRR,  which  were  of  businesses  engaged  in  operations  entirely 
independent  of  those  of  the  parent  company,  Strick's  activities,  that  of  manu- 
tacturmg  light-weight  trailers  and  containerized  equipment  used  in  the  rail- 
road industry— both  of  which  had  been  utilized  in  the  Central's  Fexi-Van 
operations  since  1956— bore  a  relationship  to  the  operations  of  the  railroad. 

1.  J"01C,  while  announcing  plans  for  a  major  diversification  effort  it- 
self soon  after  the  consummation  of  the  merger,^  and  although  attempting  to 
acquire  Kayser-Roth,  a  major  apparel  manufacturer,  in  1968,^  nonetheless  com- 
pleted only  one  acquisition  before  bankruptcy,  that  of  Southwestern  Oil  Re- 
lining  Co.  and  its  subsidiary.  Royal  Petroleum  Corp.,  in  February,  1970 

Moreover,  this  transaction  was  later  rescinded  pursuant  to  an  agreement 
and  court  order  dated  April  4, 1971.* 

In  connection  with  the  following  discussion  several  tables  have  been  pre- 
pared in  order  to  present  the  several  effects  (financial  and  otherwise)  of  the 
diversification  efforts.  These  include  (1)  total  amount  of  purchase  funds 
committed  (including  types  of  consideration  utilized) ;  and  other  funds  com- 
mitted to  the  program  m  the  form  of  (2)  interest  and  dividends  paid  out  on 
debt/equity  securities  used  m  the  purchase  price  of  the  acquired  companies  and 
(3)  loans  and  advances  by  the  railroad  and  its  subsidiaries  to  the  non-rail  sub- 
sidiaries  after  acquisition.  The  magnitude  of  these  investments  will  also  be 

the  Investment  banking  firm  of  Glore  For^^^  R  stf„^f«*^^^'n^  Executive  Committee  of 

sultants,  Pipe  Line  Technologists  Inc  submitted  as  earlv  fs  Cv  2R  'iSfin  I  ^'"'".g'  '^^Sineerlue  con- 
fer the  PRR  to  acquire  Buckeye,  Appendix  D  Exhibit  i  p  ^^    ^^^^  "  ^P^'=*"<=  recommendation 

milli;^X*r\Vfi'cat[oTe¥o"rfly''?h'e\Vr'o'a'd  iSt^ ''cirnYet  "^Itlf  ^^^^^  T*'"'^"'^  ^'^''^  «  '5°° 
promise  of  expanding  profits  "  Appendix  D  ExhlWt  2  p  494  ''  Imaginative  management  with  the 

turer,  brth^'e'&'ftXve^'een  acco3S^^  'V  ^^^'^^'^ 

1968.' Terms  called  for  tKSfnce  of tTo  series  of  P^^^^^  £?;i  ^as  announced  June  26, 

(387) 
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compared  to  funds  beinff  reinvested  in  the  railroad  itself-in  terms  of  total 
3al  and  maintenance' expenditures,  and  an  examination  made  of  the  source 
Tunl'L  each.  Other  tables  will  amon^  other  '^^-^^  Z'Z'Jof  n  V- 
which  the  railroad  received  on  its  non-rail  investments  m  the  form  ot  (1)  re 
ported  earnings  (including  the  effects  on  the  parent  railroad  s  consolidated 
statement)  and  (2)  actual  cash  return  (including  dividends,  mteres  and  tax 
alSion  payments)  with  respect  to  total  cash  investment  (mcludmg  loans  and 

^"^''""The'discussion  of  the  diversification  program  and  Jts  effect  on  the  PCTC 
and  its  predecessors  will  be  divided  into  four  parts:  (1)  an  analysis  of  the 
p?ogram^itself-including  its  raison  d^etre  (stated  or  implied)   i  s  magm^ 
tude  how  financed,  and  investment  pattern  (stated  or  implied)     (2)  the 
Siancid^^^^^    of  the  program  (as  determined  by       operating  perf^^^^^^^^^^ 
of  the  acquired  companies  post-acquisition)  measured  in  (^)^^bsf  "1^^^^^^^^ 
(reported  income  and  total  cash  returns)  and  (b)  relative  te^^«.  (t^/^*^™ 
investment  [total  capital  and  mamtenance  expenditures]  and  to  P^o-fornia 
railroad  income-less  income  from  non-rail  acquisitions)  ;  (3)  .^^^.f  ^^J^^^^f^^^^.^* 
diversification  itself  as  a  policy,  including  an  examination      ^^f  ^W^^f  ^^^^ 
in  the  PCTC  (and/or  its  predecessors')  case  in  terms  of  its  effect  on,  e  g.,  tne 
railroad  s  cash  position  and  otherwise,  and  the  role  or  lack  thereof  that  the 
ICC  has  played  in  this  area;  and  (4)  conclusions  and  f  <rO";"^,e^ff 
ing  an  assessment  of  the  weight  (relative  and  absolute)  that  should  be  gi.en 
to  diversification  as  a  factor  leading  to  the  bankruptcy  of  the  railroad. 


Diversification  Programs 

PENNSYLVATfIA  RAILROAD 


Although  the  Pennsylvania  Railroad  possessed  substantial  real  estate  hold- 
inffs  in  maior  cities  in  the  geographical  area  which  it  served  (e.g.,  ^ew  lorK, 

Chtago  Newark,  Detroit,  littWrgh  and  Pl^^-^'^P.'^'.V'lL'tiSrftU^^ 
these  holdings  prior  to  1964  had  been  acquired  incident  to  the  rail  operations 
of  the  c™^^      had  been  developed  in  an  effort  to  seek  additional  revenues 
from  the  existing  physical  plant.^  Unquestionably  these  combined  non-rail , ac- 
t[vSes  did  contf ib^utl  subsLitially  .through  ^^r  e..rn^\y.r^^^^^^ 
gain  income  to  the  consolidated  earnings  of  the  railroad  and  ^^"^'jot  f 
The  effect  of  income  from  these  sources  on  the  total  earnings  of  the  company 
wm  be  examined  later  in  this  discussion.  However  a  «P-f^^  ^-^^^^^^^^ 
program  in  the  usual  meaning  of  that  term  was  not  begun  until  late  1962  early 

1963  * 

The  Pennsylvania  then  owned  about  2.4  million  shares  of  Norfolk  and 

sLrrra  eS  with  the  situaf  ioA  that  the  PER  in  a"  P^^otaMrty  w^^^^^^^  hav^  ^ 
olii  holdings  which  had  produced  a  substantial  dividend  income 

wtcfth^cIpanyB 

Confronted  with  the  decision  as  to  what  should  be  done  with  the  proceeds 
'""'^^'^consideration  of  this  problem,  a  memorandum,  dated  April. 30  1963 

» Because  of  the  fact  ,that  owx.ersMp  of  snch  hoimngs  was^^^^^^^ 
which  were  rail  or  rail-related  oP^at'ons   It  would  be  nearly  i   p  magn  tude  of  total 

amounts  expended  on  rail  and  non-rail  acttvlHes  In  order  to ^n^^^  ^^^^^      cumulative  basis 

funds  expended  on  the  co">l>lned  real  estate  hoWlng^  was  on  mi  r  engaged  In  operations 

•Diversification  Is  here  ^J^he  acoulrmg  comim^^^^  ostensibly,  e.g.,  for  reasons  of  attain- 

In  product  markets,  unrelated  to  that  of  the  acquiring  tumpa  j , 
Ing  economic  stability,  increasing  earnings,  etc. 
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by  the  railroad.  Because  the  document's  conclusions  express  the  management 
philosophy  adopted  by  the  Pennsylvania/  the  text  is  inserted  herein  in  its 
entirety : 

[Memorandum  by  David  C.  Bevan,  April  30,  1963] 

nr«  wL^k'^i'"^^  Pennsylvania  Railroad  System  of  the  Norfolk  &  Western  Common 

!rJj,.  showing  the  amounts  held  in  each  company,  the  cost  tond  market  vSues 

as  well  as  the  number  of  shares  pledged :  vmuea, 


Shares 


Free         Pledged  Total  Cost     Market  Value 


Owned  by: 
Pa.  Co 


PRR   "5.540       1,711,343       2,356,883    $60,847,706  $284,004,402 

 -   ^O.^Ol    40,401       2,139.611  4,868,321 

  685, 941       1,711,343       2,  397, 284     62, 987,317      288,872,  723 


Sonae  time  ago,  on  the  recommendation  of  the  Financial  Department  the  board  an- 

fjrht  bfenTio'-lfd^t' T  ""'''.''^  *  ''''''''^  si?4  and  a  porTlon  o"? 

our  stork  TTnt^niif^  ''^^^.^^  "^"^  ^'^        ^et  a  proper  price  for 

our  stock.  Until  now,  however,  no  action  has  been  taken  with  respect  to  the  posslbllitv  of 
disposing  of  any  or  all  of  our  common  stock.  Although  personally  I  bSeve  the  marke  pd?e 
fhn.  fhr^'n,"?  ^^u""^^  ^^""^  "P^^'"d         tbe  next  several  years,  no  one  can  be  sure 

S3  cate  tha  ^^^^,,^^''1  'l'"^    standpoint  of  market  4lue  conservatism  wou  d 

fhfa  fi        i  ^^"'■t  ^  gradual  liquidation  of  our  holdings.  However  at 

Im  h^^'      '^''Y^l^^  P^^^^bl^  t«  predict  whether  or  not  our  merger 

r/ni  ^^r^'o^^-     ^-^^Id  seem  wise  that  we  retain  at  least  a  jxJrtiSn  ?f  tils 

fnni?.lHr       "  ^  strategic  position  in  the  merger  picture  in  the  ev^t  our  merger 

vnrf^it  i  w   7  ^^''"•'^  represent  a  minimum  of  15%  of  the  voting  power  of  the 

So5o  sJIre^'rTh.!^'  ^.^^"V^^^'^.^ierger  is  approved  and  ours  is  not.  or  In  other  words! 
rSwv,  /^^'^      ^""^^^  °°       proposed  capitalization  of  the  Norfolk  &  Western 

rmJnnt  fnd,.S  T""  ""t^t^^^i^^;  >  I"  t^e  event  that  a  policy  of  liquidation  up  to  the 
ZniZhPd  fh!  H  1  ^^'^^^  naturally  arises  as  to  how  it  would  be  ac- 

Tn  nnif  ,  •  ^K.""?!"^'  -^''^^  S""^^*  Importance  the  utilization  of  the  proceeds 

In  401  E"^  situation  It  should  be  pointed  out  that  at  the  present  time  there  are  only 
40.401  shares  of  common  stock  held  by  the  Pennsylvania  Railroad  with  the  balance  in  the 
Pennsylvania  Company.  Over  a  period  of  time  we  have  been  transferring  the  Norfolk  I 
Western  common  to  Pennsylvania  Company  as  it  had  cash  with  which  to  p/rchase  the  stock 
?Jther  than?h„^  n'r^.T'^f^  ''^  the  Pennsylvania  Railroad.  This  procedure  was  foUoweS 
rP.Jif  E!  ri?  H  v,**^''^\^i°!  excessive  cash  dividends  to  the  Pennsylvania  Railroad.  As  a 
result,  the  record  shows  that  a  sound  and  conservative  dividend  policy  has  been  followed 

cLfe  oTCrfonk^r?v"''J/"^  ^"^^  ^'^^""^''^  ''^^^  '"^^^^«^d  '^^^^^  tbe  p"r 

cnase  of  Norfollk  &  AVestern  stock  with  a  corresponding  Improvement,  of  course  In  Its 

earnings  position  as  well.  If  the  Financial  world  or  the  public  were  to  think  that  the 
Pennsylvania  Railroad  manipulated  the  company  to  satisfy  its  own  requirements  and  needs 
to  ma  ntalning  the  financial  stability  of  the  Pennsylvania  Company  Se 
latter  s  credit  could  be  Irreparably  damaged  overnight.  f  x-^^ 

r.^^i  ^'^^  ^t!"^.^  necessity  of  maintaining  and  Improving  Pennsylvania 

S.T^^^^  facilitate  the  refunding  operation  which  took  place  in  1960.  As  the 

«if  «ffnn  ^f'lt  V  ^'■^^'^  ^f^'i^^.  continues  to  deteriorate  generally  and  as  the  earnings 
fhn^lT  n/n^  Pennsylvania  Railroad  does  likewise.  It  has  become  increasingly  doubtful 
that  we  will  be  able  to  carry  out  refunding  operations  in  1965  and  1968  on  the  basis  orig- 
inally planned.  This  problem  has  been  further  accentuated  by  the  necessity  for  going  to 

Snt'^we  w  l^h«^^^'°""°V^  '^"r^'".^  It  is  now  entirely ISsslble 

nnn  i^Rs  r  ?  T  Pennsylvania  Company  as  a  vehicle  for  further  financing  in  1965 

and  1968.  In  order  to  be  able  to  accomplish  this,  we  must  continue  to  manage  the  affairs 
of  this  company  on  a  conservative  basis  both  as  to  dividends  and  the  maintenance  of  Its 

hnnkt^wh^^i"  ^  ""^^^  originally,  in  the  past  4  or  5  years.  In  our  opinion,  the 

"^d"  available  to  us  have  looked  more  and  mo;e  to 
Ihl  pf.     f    ,^  Pennsylvania  Company  to  Justify  the  credit  rather  than  to  the  credit  of 
S  '.^^''^^^^.K^"''^^^  "        probably  for  this  reason  that  in  1958  the  banks 

Soc/cnnS^nnf  h°o  T  PJ''^*'^^         specifically  the  Pennsylvania  Company 

Sn«n.n        ^^^i^'^n  "^^^"^  purpose.  Therefore,  it  seems  apparent  that  main- 

nninf^f      t^^/^'^^^t  of  the  Pennsylvania  Company  Is  not  only  necessarv  from  the  stand- 

Snk"y%7ei;?wl[h'tr^^^^^  ''''  '""^  '''''  '^"^  ^'^^       '""^  maintenance  of  our 

uew  looK.    (i-miadelphla  Bulletin,  November  7,  1963)  ;  Appendix  D,  Exhibit  3.  p.  494. 
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common  stock.  .  ,      *    ^  rr^ic^t  hnv  in  the  debt  of  the  Pennsylvania  Railroad 

l_It  has  been  suggested  that  we  ."^Jg^^V  rLreerOn  the  surface  this  would  appear  to 
thus  reducing  our  obligations  ^"^^"^t^r^t  Jarge^^  be  unattractive  and  undesirable 
represent  a  conservative  course,  but  on  analysis  '^^^^^'^  dividends  to  the  Pennsylvania 
for  several  reasons.  If  the  available  cash  s  ^^^her  paid  ou^  in^^^^  Company,  the  credit 

Railroad  or  advanced  to  the  Pe^^^yl^^J^^^^^.^^^^'^^tt  wilV  impaired  if  Pennsyl- 

of  the  latter  will  be  injured,  ""Venn^lvania  Company  rather  than  Pennsylvania 

vania  Railroad  debt  is  Purchased  by  Pennsylvam  y        ^^^^^  ^^^^^^  .^^ 

Railroad.  This  would  follow  because  Pennsyivanm  Oom^^^^^  Furthermore,  as  a  practical 
ingly  dependent  on  the  success  of  ^^""f-Y^^^-f/S  at  current  prices.  We  know  this 
mitter  it  is  not  possible  to  buy  7.^^^  ^^.ti/Sg  our  4^^^^^^^  19«5,  our  5s  of  1968  and 
from  experience.  ^'^  ^lave  a  very  d iflBcuU  ^^^^  requirements  on  the 

it  is  all  we  can  do  to  get  sufficient  ^onds  to  meet  tne  ^^^^^^  ^^^^^  ^.^m^  ^lean 

3%s  of  1985.  However,  even  if  taxes  and  2.9%  after  taxes. 

liquidity  of  the  System  has  likewise  been  reduced.  ^  j   projects  showing  an  overall 

2.— It  has  also  been  suggested  that  tbe jnoney  oe  ^^^^^""^^^^.^  ^ave  the  same  problem 
saving  of  25%  or  more  i^the  Pennsylvan  a  Rai^^^^^^^^  J^^^  Pennsylvania  Rail- 

as  in  the  case  of  buying  in  the  bonds  As  funus  are  i  company  and  its  earnings 

road,  the  assets  are  reduced  ^correspondingly  u  Penns^^^^^^^  p    ^  ^^^^.^^ 

decreased.  However,  in  addition  this  J?f  invested  approximately 

more  funds  into  fixed  proper  y  ^^^^he  .^^^^^fj  t^e  S  Railroad.  Much  of  this 

$100  million  annually  m  ^apita  expend  tures  m  the  ^e     y^  ^^^^^^^  indicate,  we 

has  been  in  projects  theoretically  yielding  savi^^^^^^^  .  ^^^ther. 

have  not  realized  the  s^^^"// ^^^3^^^^^^  situation  at  the  present  time 

There  is  nothing  to  indicate  that  tb^^e  is  any  ^nange  Pennsylvania  Company 

and  if  this  is  true,  then  the  acquiring  of  additional  J^^ds  ^^^^^  ^^^.^^^ 

for  this  purpose  cannot  be  Justified  Howe^^^^^^  ^^^^^^  spend  ng 

realized  in  the  future,  and  there  s  nothing  to  mdicate^^^^^^^^  ^^^^     ^^^^^^  q^i^^l 

feaSuS  L^e^S^froTp^^^^^^^^^^  and  if  not.  there  is  no  justifica- 
tion  from  a  stockholder's  point  of  view  ^oj  doins  it^  Norfolk  &  Western  stock 

It  seems  fairly  clear  that  proceeds     ^if^^l  ^/'^^'^.^^^^^^  from  which,  when  we  get 

can  best  be  justified  for  the  acquisition  f/^^^i^^^^^^^t^e^moT  should  be  done  with  an 
into  taxes,  will  only  be  taxable  on  f J;f^^°  ^^J^-^X  slle  of  Norfolk  &  Western  stock.  As- 
eye  to  capital  gains  ^^hich  will  be  involved  u^n  t^^^  ^^^^^  ^^^^^      p  t 

suming  liquidation  ultima  ely  of  a  l  o*  Norfolk  ^  ^^^^^^  5220  million  exclusive  of  the 
market  values  the  capital  gam  "i^o^^  ^^^^^XS  Tor  our  Wabash  holdings.  Assuming 
Norfolk  &  Western  stock  which  we  "^^^  J,^^„^°°%|ese  cap^^  gains,  there  would  still  be 
that  we  use  all  of  our  loss  ^^^ry  forward  to  offset  ^h^e^^P  ^f^^  ^e  a  very  extravagant 
a  capital  gains  tax  of  approximately  $32  miU^^^^^  ^^^^^  income  the 

use  of  our  loss  carry  forward  since  if  it  were  "se^^nste  ^^^^  flexibility  in  that 

savings  would  be  52%  instead  of  2o%.  At  the  Present  time    e  ^^^^  point 

ranySearweseewearegoing  tolosea^^^^^^^^  forward.  If 

we,  of  course,  could  sell  Norfolk  &  ^'^jf^J^^JV'll         to  find  sufficient  capital  losses  to 
the  common  stock  is  sold  gradually  we  should  be  able  0        ^^^^^^  ^^^.^^ 
offset  capital  gains.  For  example  we  still  have  a  suos 

stock  involving  a  substantial  POteutial  capital  loss  11  a  w  ^^^^ 
Warner  and  I  believe  that  if  we  do  receive  a  ?'7^f  ""J^^  "     ,  ^^^^^  problem.  Legislation 

amount  that  now  could  be  included  ^^.^^/.^^^^"^"fhave  in  mind  at  the  present  time,  based 
go  ahead  with  the  one  l^^eft^^^^tP^'ei^o^.^rftb^ proceeds  f?om  the  sale  of  almost  550  000 
on  present  market  values,  it  would  require  tf  Proceeas  company  in  question, 

shares  of  Norfolk  &  Western  stock  o  eu^^^^^^^^^  depending  on  the  amounts 

There  are  some  legal  and  .tf  hj^f  J  P^^^SV^^^    situation  to  some  extent, 
and  manner  of  disposition,        J^^J  indicate  the  liquidation 

Summarizing,  it  ^oiild  appear  that  a  conserv^  ^^^^^^  becomes  free 

of  approximately  850,000  shares      Norfolk  &  Western  st^^^^  ^^^^  ^  H 

This  should  be  done  gradually  so  that  we  can  avoid  a  cap^  reinvestment  of  the  proceeds  in 
have  sufficient  time  to  plan  «°^°telligent  program  for  t^  ^^^^.^  ^ 

other  common  stocks  of  a  quality  ^h^^^^^"  f ^^s^^  "eh^^^  for  refunding  operations  in  1965 
Pennsylvania  Company  so  that  it/^n  be  used  as  a  venic  ^^^.^  cornerstone  for  our 

and  1968.  if  this  is  necessary,  and  so  that  it  will  ^"""""^^J^^tion  of  companies  in  which  we 
standby  agreement  with  the  banks  Through  the  proper  selectio^       ^^^^^  p^^^^^^. 
can  invest  the  proceeds,  this  should  assure  an  euu 
vania  Railroad  stock  over  a  period  of  time. 
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Also  It  should  be  borne  in  mind  that  over  a  year  ago  we  outlined  a  long  range  program 
for  the  utilization  of  Pennsylvania  Company  as  a  holding  company,  which  we  believe  is 
completely  compatible  with  everything  said  in  the  foregoing  paragraphs. 

(The  fact  that  the  N&W  holdings  did  not  in  fact  provide  the  expected  funds 
to  hnance  the  resulting  acquisition  activities  of  the  Pennsylvania  will  be  dis- 
cussed at  a  later  point  in  this  analysis.)* 

In  addition  to  the  stated  rationale  that  diversification  was  being  under- 
taken in  order  to  most  effectively  utilize  the  proceeds  from  the  expected  sale  of 
the  company's  N&W  stock  interests,  there  were  also  other  implied  reasons  under- 
lying such  action,  paramount  of  which  was  a  serious  concern  over  rail  opera- 
^ons  earnings  and  the  prospect  for  their  ever  achieving  an  adequate  return. 
1  he  Bevan  memorandum  [above]  itself  makes  quite  clear  that  the  chief  financial 
officer  of  the  railroad  believed  that  any  amount  of  investment  in  the  railroad 
would  not  result  in  savings  sufficient  enough,  even  on  a  sustained  cumulative 
basis,  to  put  the  railroad  in  the  black— pointing  to  the  $100  million  in  capital 
®a?-^"ditures  made  annually  by  the  railroad  in  the  "post-war"  (presumably 
WW  11)  period  which  had  either  not  realized  the  savings  anticipated,  or  if  so, 
had  been  taken  away  from  the  company  "in  one  way  or  another."  » Such  a  philos- 
ophy, when  taken  in  conjunction  with  the  urgency  and  vital  manner  in  which 
the  merger  with  the  NYC  was  viewed  by  the  PRR,  demonstrates  the  rather 
clearly  held  belief  of  the  top  management  of  the  Pennsylvania  that  the  company 
was  on  a  liquidation  course  unless  an  acceptable  means  "of  subsidizing  the  failing 
rail  operations  could  be  found.  Diversification  into  non-rail  business  operation^ 
with  a  better  rate  of  return  was  viewed  (along  with  the  expected  savings  from 
the  proposed  merger)  as  a  principal  means  of  accomplishing  this  result  i» 
I  4.  J^I^^iu  ™P^^^^  rationale  for  adoption  of  a  diversification  program  re- 
lated to  the  above  improved  rate  of  return  argument  was  the  attempt  by  the 
railroad  to  enhance  the  value  of  its  stock  by  achieving  a  higher  reported  con- 
solidated income  figure.  This  demonstration  of  the  company's  concern  for  the 
interest  of  the  shareholder  is  also  evident  from  the  following  excerpts  from 
the  Bevan  memoraiidum,  supra  (as  well  as  from  the  approval  of  such  a  course 
BoSof  Dn-ector^)^-^'™*^  '^^^''^  adoption  by  the  company's 

the  fJurJ^h^l^Vt        ^I^'l  '^P^^^tjo"  Pro.iects]  savings  can  be  brought  down  to  net  in 

s^.      ^s,;;„s;;r         sz:zt:::ii     --^ " 

Tn  nrlrliMon   a  rallrond  flnnnM«r/»^^^^^^^  "^"^^  against  earnings  from  the  non-rail  acquisitions, 

tlon  with  Hip  Rnpw»  PiJ^r/.     ^''T'a'^f'"'?n/^"iPmorandi.m  rinted  Mav  10.  196.3.  nrenared  In  connec 

vanla  Railroad.  Much  of  this  has  be Jn^L^^^^^^        ^r^^'i.^  *'*'?'t5  expenditures  In  the  Pennsyl- 

records  Indicate,  we  ha ?e  not  realized  the  savings  nr  t^^^^^  yield  ng  savings.  However,  as  the 

or  another.  There  Is  nothing  Z  i^^iJt^  t^I^^L  lieen  taken  away  from  us  In  one  way 

time  and  If  this  Is  true  thel  the  acnuirlnl  of  n^rt^H.*L?7  'lu*^'^  situation  at  the  present 

Zir^XT^  L\^n^;s''"cfnX"'?efl3^?n^  t'h^^ 

^1^.s^^d«„Tn^rSv£T^^^^^^ 

»otTn;°nrif'°no;^{hS^^^ 

Memorandum  dated  April  30,*?;63.'W  Da'^d  c'Beean^'nex\  \*«^^^^  "'^^  "  " 

traordinar7hi|h''ra7e'oTr7tur''n  Ve??,Jlrre^^^^^^^  ^'^^^  ^if  sale  of  N&W  stock  realize  an  ex- 

railrnad.  this  wartrue  heoa„  °e  of  th^  hi/hlv  fntnV„^h,'°''°"'*  ''^.''"^  ^^"^"^  ^""^  provided  to  the 
ncome  received  from  other  domeyc  corpo^^^^^^  ^'"'^  treatment  afforded  dividend 

"At  1962  levels  our  N*W  hniHi^^o        iT^^^      ?^  Bevan  memorandum,  supra.  It  Is  stated 

we  would  recef^-e  in  conneXn  lltHhe  wXsh  almost  $13.5  million  and  the  stock  which 

almost  $17  million.  Although  "hTs  dlviden^^l^^^^^^^^  ''°°"a'  '"'^ome 

because  of  our  current  lack  of  taTflh1P  »«rn\^^^^^^  subject  to  any  Federal  Income  tax 

difference  exists  tax-wise  between  dfvMend  i^^^^^^^  remember  that  a  substantial 

corporate  Income  tax  regulations   o^^^  ^-^P^^      Income."  Under  existing  federal 

ordinary  Income  to  a  SehX^  c^atfon    ThP^rem/,^:?'"''*^^^^  dividends  are  taxable  as 

excluded.  (Internal  Revenue  CodHf  1954  SeX  dividend  Is 
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•  *  *  Through  the  proper  selection  of  companies  in  which  we  ^^^/H^'orS 
this  should  assure  an  enhancement  of  the  value  of  the  Pennsylvama  Railroad  stock  o^er 
a  period  of  time.  [Emphasis  suplied.] 


NEW  YORK  CENTRAL 


Although  the  New  York  Central  also  possessed  extensive  real  estate  hold- 
ings which  contributed  heavily  to  consolidated  earnings  (and,  more  spe- 
dficallv  which  had  for  several  years  been  depended  upon  to  off  set  unfavorable 
resSt^f r^m  rail  operations),  ^o  independent  effort  to  diversify  was  under- 
taken unS  the  rail?oad  acqui'red  the  ^rick  Corporation  "^November  1966^ 

No  stated  rationale  for  the  acquisition  was  to  be  found  m  connection  with 
the  transaction  other  than  that  contained  in  an  ex-post  facto  reference  m  the 
company's  1966  Annual  Keport  wherein  it  was  remarked :  "This  investment  was 
mXto^achieve  further  diversification  [in  addition  to  the  real  estate  activities 
described  in  footnote  11  above]  with  the  potential  for  a  good  rate  of  return 
on  our  investment."  »  Acquisition  of  Strick  was  thus  not  reflective  of  a  major 
change  in  management  policy  but  was  more  an  ad  hoc  supplement  to  the  com- 
pany's rail  operations.  No  formal  analysis  procedures  for  appraising  potential 
acquisition  candidates  were  apparently  ever  established. 


PENN  CENTRAL  TRANSPORTATION  CO. 


The  merged  company  was  thus  the  heir  to  the  above-described  diversifica- 
tion activities  of  its  predecessors.  However,  despite  the  fact  that  only  one  non- 
rail  acquisition  was  accomplished  during  the  Ij^le  more  than  two  jears  of  its 
existence  (and  that  was  eventually  rescinded),  the  PCTC  had  nonetheless 
formulated  its  own  diversification  program.  As  has  been  mentioned  above,  on 
May  14,  1968,  iust  three  and  a  half  months  after  merger,  S.  T.  haunders  an- 
nounced that  the  new  company  would  diversify;  by  spending  approximately 
$500  million  in  a  variety  of  fields  over  the  following  six  years.  Moreover  as  it 
had  been  five  years  earlier  with  the  PRE,  the  stated  rationale  was  that  the  com- 
pany was  see^fng  to  replace  its  1,700,000  shares  of  N&W  ^^^^^k  ^oMrngs  with 
"investments  that  would  become  additional  sources  of  growth  a^d  [have] 
stability  of  earnings."^*  (Quite  obviously  disposition  of  these  holdings  had 
been  much  slower  than  originally  anticipated.)  ttipttio- 

More  specifically,  the  ob  ectives  of  the  program  were  set  f^^^h  ^^^"^^^ 
randum  used  by  Saunders  in  connection  with  the  presentation  of  the  proposed 
Kayser-Roth  acquisition  to  the  PCTC  Board  of  Directors  m  June,  1968. 

ated  In  New  York  City  along  and  over  what  had  ^"^"^TMmlnal  in  mid-Maahattan.  It  was  on  the 
used  for  its  tracks  leading  to  and  from  l^sJ3rand  Centra^  lerminai  in  mi  beelnnlne  In  the 

viaducts  constructed  over  these  tracks  and  alongside^  ^  ^ 

early  IQOO's  built  office  buildings  and  hotds  sketching  from  ^4^^^^  ^^^^^  29  acres  ot 

Lexington  Avenue  to  Madison  Avenue  Some  """^l-hlih  ow^  operates  four  hotels— the 

land.  In  addition  the  Central  owned  Realty  Hotels.  ^'ri.V'^lt^^  Hotel. 

::s^?i^^^-^^oii^;^ri^krga^2d'^^^^ 

•'''^'Tor'easons  expressed  earlier  in  ---tion  with  the  non-rail  oP^-^ions^f  th^  PRR.  U  w^^>ld^^ 
impractical  (if  not  impossible  In  ^he  NTC  case  because  of  a  °4^/t"^°^fgni?u'ae  of  funds  was  ex- 
of  corporate  activities  in  the  several  subsld  arles)  to  de^^^  non-rail  income 

lllTrL^A  ^o'Jn^^irisrn  't*o^  trt-?;L^fhe'VaTlro^rh^Is"bel^n%x"??acted  and  will  be  set  forth  later 
^'^^'i^ic'q^ufsltion  was  actually  of  the  parent  SWck  Homing  Co.  of  ^^^^^^^^^ 

Investments.  Inc.  (wWch  owned  a  trailer  cental  company  and  \,»°'^,ft1ons  were  actually 

were  the  principal  operating  subsidiaries.  Although  no  otne^^  records  of  f^e  comnany 

consummated  by  the  NYC  during  this  period  <  Y,^/f,^  ^i'/^'^^'g  Varly  as  1963  when  the  company 
do  reveal  that  diversification  for  the  railroad  was  ^scussM  as  eari^^  network,  and.  more 

considered  the  possibility  of  using  railway  rights-of-way  as  a  waj^ 

Bpeolficallv.  considered  the  acquisition  of  tbe  Ohio  \\  ater  Service^         a^r        s  ^^^^  ^^^^ 

butlon  and  sale  of  water  In  Ohio.  (See  lerter  dated  11/8/63  fro^^  Perlman.  Appendix  D 

l!c»\\^^d^6!^rpS^S^6Vl:"^-l»  to  have  gone  beyond 

the  prellminarv  analysis  state. 

"IJs^cL^'e'di.°r"e^s^ar«L^*e§•5/'i4/68  ;  Appendix  D.  Exhibit  2.  p.  494. 
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Before  going  into  the  details  of  the  plan,  I  would  like  to  mention  some  of  the  funda- 
mental objectives  of  our  diversification  program  which  have  served  as  guldeposts  in  investi- 
gating the  merits  of  this  particular  investment.  First,  of  course,  are  the  minimum  require- 
ments of  profit,  growth  potential  and  beneficial  use  of  our  tax  shelter. 

Next,  we  feel  that  a  company  must  be  sufllciently  large  and  established  as  a  going  con- 
cern to  insure  perpetuation  and  growth  with  existing  management.  In  other  words  we 
are  seeking  to  become  investors  in  profitable  firms,  not  managers.  Transportation  companies 
and  basic  industries  which  are  large  users  of  railroad  service  are  not  prime  candidates 
because  of  potential  conflict  with  certain  anti-trust  theories  and  regulatory  policies  of  the 
ICC.  In  addition,  we  have  no  desire,  indeed  cannot,  compete  with  some  of  our  best  customers 

Another  objective  is  to  coordinate  our  diversification  program  with  the  requirement 
that  we  divest  ourselves  of  our  N&W  holdings  within  the  next  seven  years  This  accom- 
plishes two  results  in  one  transaction.  It  also  improves  acceptability  of  the  diversification 
In  the  eyes  of  the  Government,  at  whose  insistence  the  divestiture  is  taking  place  More- 
over, there  are  the  obvious  advantages  in  using  securities,  rather  than  cash,  in  a  trans- 
action of  this  size. 

Another  requirement  is  to  make  the  acquisition  in  a  clear-cut,  business-like  way 
in  order  to  eliminate  the  prospects  of  proxy  fights  and  price  competition." 

The  unstated  reasons  for  a  continued  pursuit  of  acquisition  activities  re- 
mained, however,  the  same— the  need  for  additional  earnings  to  offset  the 
continued  losses  from  rail  operations.^® 


TIMING 


The  timing  of  the  PRR's  acquisition  program  was  ostensibly  planned  to 
coincide  with  the  expected  divestiture  of  its  N&W  stock  holdings."  However, 
the  adoption  of  a  diversification  program  at  that  time  seems  to  have 
been  also  prompted  by  a  concern  over  dwindling  non-rail  income  (from  a 
high  ot  $37,894,000  in  1958  to  a  low,  excluding  income  from  acquired  subsidi- 
aries of  $13,534,000  in  1966)-which  had  been  providing  the  consolidated  earn- 
ings tor  the  railroad.  The  latter  concern  was,  moreover,  in  addition  to  the  larger 
problem  confronting  the  railroad  of  how  to  combate  its  failing  rail  operations. 
Ihe  timing  in  legard  to  the  specific  acquisitions  made  by  the  PER  was,  of 
course,  dependent  upon  their  availability  for  purchase. 

The  NYC's  sole  acquisition  of  Strick  Corp.  appears  to  have  had  little,  if 
any  planning  in  regard  to  its  timing.  Its  availability,  the  Central's  familiarity 
with  Its  operations  and  the  fact  that  it  was  an  opportunity  to  further  add  to  its 
non-rail  earnings  appear  to  have  made  this  acquisition,  as  stated,  an  ad  hoc 
situation. 

-f  4.^^^^S^^1^  diversification  program  was  essentially  a  continuation  of  that 
ot  the  FKK  and  was  undertaken  for  the  same  basic  reason :  the  need  to  supple- 
ment the  continued  rail  losses.  The  timing  of  actual  investments  undertaken 
was  again  on  an  availability  basis. 


MAGNITUDE 


The  combined  purchase  commitment  by  the  PER.  NYC  and  PCTC  (includ- 
ing the  type  of  consideration  utilized)  to  diversification  is  set  forth  in  the  fol- 
lowing table : 

«  Aopendlx  D.  Exhibit  7  at  p.  507  for  full  text, 
s  T  SaSnd?rs"oVc  B.'van  wh^rpfn  ^'•"?t^v."«?*°S      »  memorandum  dated  8/14/68  from 

etc    Norfolk  n  Jt  W%Tern  fniiifn^,  r?°^L*°v  "'"i*'"      J^^?  *°  I'oc'^et  No.  2151o! 

etc    324  ICC  1  (1964)    ThVJ^oLAiH.^^^^^^  Chicago  an'l  St.  Louis  Pniboari  Vo.—U'-rger. 

Co  (1)  Place  all  vodnt'  r.^htfin  S:iw^^  Included  the  requirements  that  the  PRR  and  Pennsylvania 
aerate  ^tlnrtrust  aereemen^«  luh  Preferred  stock  owned  by  them  under  three  sep- 

mlsslon  •  m  ^yiLf^thf^f  1  ■  .  ^}^^  agreements  and  trustees  of  each  to  be  approved  bv  the  Com- 
jeaTperiod  Udir/oc?oberi5'^97^  preferred"^  stock  within  a  t"n 

'.i'£i^^''^ln^^^^  id^itto^'tU'isrini  k  ?o^°^rs^i?kTe?d";Vp«' 
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INVESTMENTS  BY  RAILROAD  AND  RAILROAD  SUBSIDIARIES  (AND/OR  PREDECESSOR  COMPANIES)  IN  SELECTED  NONRAIL 
INVESTMENTS  BUSINESSES  (JAN.  1,  1960  TO  DEC.  31.  1970) 

IDollar  amounts  in  miHions| 


Consideration 


company  making  acquisition,  date  Company  acquired  Type  of  interest  On  milhons) 

PennsylvaniaCo..Jan.l.l%3toJune24,l%4.Gre3tSouthwestCorp   50  percent  (voting  stock)...  M3.246 

Pennsylvania  Co.,  June  24. 1964  to  Dec.  31,   32  percent  (voting  stock)...         2  38.58 

1969  

82  percent  (voting  stock). . . 

Total  --.  

Pennsylvania  Co.,  July  26, 1965  to  Dec.  31,  '^''^'^i^^'^::::-;:::::::::::::::::::::  7^pe'rcenL'..^.''°'.''.hv.v.".-. 

1966  

  58  percent.  


Total. 


-----»:r?Sco:(Uteime^ged^^o-;°°^^''^ 

Pennsylvania  Co.,  1963   eSckeye  Pipe  Line  Nov.  15, 1966  .  50  percent  (stock).. 

Debt  


Total  - 

1        r„   A„.  1^  1965  to  Dec  31  Macco  Realty  Co.  (later  merged  into  Great  99  9  percent  (common  and 

Pennsylvania  Co.,  Aug.  13,  1965  to  Dec  Ji,  ""l^^-^^th^est  corp..  Feb.  26, 1%9).               6  percent  cum.  pfd. 

lSo5.  stock). 

N.V*  York  Central  RR  Co..  Nov.  1,  1966  to  Strick  Holding  Co  (Including  Strick  Corp.  100  percent  (stock)  

Feb  1  1968.  ^"'^         '"vestments,  Inc.). 

Penn  Central  Transportation  Co. .  Feb.  1 , 1968 
to  Dec.  31. 1969. 


Loans. 


.Do. 


.do. 


American  Contract  Co.  (P.R.R.),  Nov.  4. 1964  Executive  Jet  Aviation  5S°"percent"clals- B  "noh: 

to  Dec.  31. 1%7.  voting  common. 

American  Contract  Co..  and  Pennsylvania  Co..  Executive  Jet  Aviation  ''S'^"""' 

Jan.l,l%8toDec.31,1969. 

ToUl  -  

Pennsylvania  Co.  &  Penn  Central  Transporta- 
tion Co.  (joint  ownership),  December  1368 
to  Dec.  31,  1969. 

Peno  centra.  Co..  February  1970  '<>::!iX^^^  fiS^X^"^^^ 

leum  Corp.).* 


Madison  Square  Garden  Corp   23  percent  (common  stock). 


I  51.826 

>  18.  335 

2  3.711 

1  22.046 

*  100. 293 

J.  203 

16.797 

17.000 

5  39.451 

1 15. 000 

J  6. 337 

21.337 

>  3. 100 

24.437 

>  13. 865 

J.  345 

!  7.155 

1  21.365 

)- 

« 27. 697 

21. 083 

5.115 

1 26. 198 

e  320.  313 

Total  purcliase  investments  -  

.  Market  value  on  date  o,  preliminary  agreement, ,.  securities.  For  further  breakdown  ,.  purchases  see  tables  supplied  ^y^d 
pursuant  to  request  of  Committee  special  staff  (Appendix  10). 

j'5^214  750  cash ;  $13,097,712  in  noninterest  bearing  notes  One^half  (W  548  856)  X 
iKaSd  f:c^  b^?!  '^^^^ni;^  -hon^ec.  31, 1969. 

;W,K^i2Td^Xt^%^st'^a|Ur;;p?oTr& 
action  see  railroad-prepared  tables  entitled  ■Purchase  of  '"^^^t-^f  "'^f^^f'^*^^^  by  bo  "parties  to  Former  Shareholders  of 

exchange  ef  securities). 

As  noted  in  the  above  table,  the  total  amount  expended  in  making  non^raU 
acqutitZs  ^vas  $320,313,000,  of  -hich  $203,203,000  was  m  cash  (i^^^^^ 
$13,097,912  in  notes  paid  in  cash  withm  four        ,^  J.f 
sue),  $96,110,000  in  preferred  equity  securities  and  $21.0  "^^^^^J  J^^^^^^ 
common  stock  (resulting  from  an  intercompany  sale  of  ^^9^^  between  PC iC 
and  the  Pennsylvania  Co.,  in  which  the  selling  price  exceeded  the  cost  b>  tnat 
aint)  Zr? specifically',  the  PER  expended  $lj.2^069  000  m  casW^^^ 
$69  912  000  in  cummulative  preferred  stock  m  making  its  non-rail  investments. 
Th?NYC  paM  out  $21,337,000  in  cash.  On  the  other  hand  the  merged  company 
itself  expended  $9,797  OOo' in  cash,  $26,196,000  n  ^-^It'ori^ol  the  tran^ac 
(which  was  returned  U  months  later  as  the  resul      ^/f "^^^.^^  ^JoV^X„ 
tion).  and  $21,000,000  in  subsidiary-  common  stock.  (^'.^^^^^^^^^^^^V^^^ 
does  not  really  represent  a  cash  outflow  from  the  consolidated      ^^^^entral  but 
rather  represents  a  transfer  of  cash  from  the  Pennsylvania  Co.  to  Penn  Central 


395 


Transportation  Co.  The  implications  of  this  were  discussed  in  the  Earnings 
Maximization  section  of  the  Fiscal  Policy  Analysis.) 

Moreover,  in  determining  the  cash  impact  on  the  railroad  of  the  diversifica- 
tion effort,  one  should  also  consider  interest  paid  on  debt  and  the  value  of  equity 
securities  used  to  finance  the  acquisitions  as  well  as  the  dividends  and  interest 
received  from  the  subsidiaries.  Implicit  in  this  analysis  is  a  recognition  of  the 
acute  cash  shortages  faced  by  the  Transportation  Co.  (and  its  predecessor  com- 
ponent railroads)  during  the  period  in  which  this  diversification  effort  oc- 
curred which  necessitated  borrowing  to  provide  the  cash  expended.  The  follow- 
ing table  shows  the  cash  cost  to  the  railroad  of  the  interest  on  the  money  used 
m  diversification : 

INTEREST  AND  DIVIDENDS  PAID  ON  SECURITIES  USED  BY  RAILROAD  IN  MAKING  SELECTED  NONRAIL  ACQUISITIONS 

IFrom  date  of  acquisition  to  Dec.  31,  1970| 


Interest      Compounded  Cumulative 
Cumulative  rate        investment  Interest  interest 

net  investment     (percent)  value  expense  expense 


 -  -   $28,176,000 

   -  ■-   43,362,000 

 -   73,553,000 

}™  -  -   82,241,000 

 -  -  -  --   103,178,000 

9f»  -   113,362,000 

 -     160,573,000 

'9'"  -  -     159,105,000 


4.  52 
4. 63 
4.67 
5.71 
6. 25 
7.  76 
9.00 
10.00 


$28,176, 000 
44, 635,  560 
76,893,  190 
89,  172,  100 
115,  200, 820 
132,  584, 880 
190,  084, 460 
205, 724, 070 


$1,273, 560 
2, 066, 630 
3,  590, 910 
5, 091,730 
7,  200, 050 
10.  288, 590 
17, 107,600 
10, 286, 200 


$1,273,  560 
3, 340, 190 
6, 931, 100 
12, 022,  830 
19, 222, 880 
29,511,470 
46, 619, 070 
56, 905, 270 


The  cumulative  net  investment  represents  the  cumulative  total  net  cash 
outflow  for  each  period  which  was  derived  by  adding  the  total  cash  outlay  for 
diversification,  increased  by  interest  and  dividends  paid  on  debt  and  equity 
securities  issued  m  conjunction  with  an  acquisition  and  reduced  by  the  interest, 
and  dividends  paid  by  the  subsidiaries  acquired.  The  rationale  'for  this  com- 
putation IS  that  the  Transportation  Co.  was  not  generating  enough  cash  to 
meet  its  own  cash  needs,  thus  any  cash  diverted  into  a  diversification  effort, 
regardless  of  its  source,  could  have  been  used  to  reduce  the  borrowings  of  the 
1  ransportation  Co. 

As  noted  in  the  table,  the  cumulative,  compounded  interest  expended  in 
making  these  non-rail  acquisitions  was  almost  $57  million,  resulting  in  a  com- 
bined outlay  of  $377,218,270,  of  which  $260,105,270  was  in  cash. 

On  an  individual  company  basis  $18,098,000  was  paid  out  by  the  Pennsyl- 
vania Railroad  (raising  its  commitment  to  $190,167,000),  $1,125,000  was  paid 

1  ^A^^,  ^^^^  Central  (bringing  its  total  commitment  to  $22,462,000), 
905  000^  ^  commitment  was  increased  by  $37,682,000  to  a  total  of  $56,- 

■^i-^A  f order  to  give  a  complete  picture  of  the  total  funds  com- 
mitted to  the  non-rail  operations  invested  in,  pursuant  to  the  diversification 
program,  information  was  requested  by  the  special  staff  from  the  company  in 
regard  to  the  quarterly  balances  of  loans  and  advances  from  the  railroad  (PCTC 
and/or  predecessor  companies)  and  railroad  subsidiaries  (including  the  Penn- 
sylvania Company)  to  the  company's  non-rail  subsidiaries.  This  information  is 
included  below : 

QUARTERLY  BALANCES  OF  LOANS  A^^^^^  BETWEEN  RAILROAD  (PCTC  AND/OR  PREDECESSOR  COMPANIES)  AND/OR 

RAILROAD  SUBSIDIARIES  AND  SELECTED  ACQUIRED  NONRAIL  SUBSIDIARIES  (JAN.  1,  1960  TO  JUNE  20, 1970) 

|ln  thousands) 


Company  making  advance  Company  receiving  advance  %        '"^        ^^o''  "Vl 


1964 


PeTnSia"cr  Executive  Jet  Aviation.  Ine  

rennsyivania  Co   _  Buckeye  Pipe  Line  Co    n" 

UU   nro-it  C/MifU..,«,.»    "~  I --Z   


New  York  Central  RR-.:;;;//.:::::::::::::-s",rTck"Hoiding 


Co. 


$575 


n„  -  ----  Great  Southwest  Corp    0 6 n n" 

it°---   -  -   Macco  Realty  Co......  " " " — " 5 

—    Arvida  Corp....  —  


Pennsylvania  RR.,  total  loans  and  '  

advances: 
Receivable  

(Payable  to)  -III.-I.'.'.-II." 


74-924  O  -  73  -  27 
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...rc  «c  in»NC  ANn  AnvANCFS  BETWEEN  RAILROAD  (PCTC  AND/OR  PREDECESSOR  COMPANIES)  AND/OR 


(In  thousandsl 


Company  making  advance  Company  receiving  advance 


Mar.       June       Sept.  Dec. 
31  30  30  31 


1965 

r-r.tr- K^arS;.'"-:::::::::::  '"l    '1    "l  '■'1 

Pennsylvania  Co  -   Great  Southwest  Corp   °  °  o  0 

S„ Macco  Realty  Co  -   n  g 

D^'""//-!"//.-"---'-----------  "^"f  imiiiiiz::::::::!—  


Pennsylvania  RR.,  toU!  loans  and 
advances:                                                                              .      2,893       5,846       8,011  8,163 
Receivable      _  

New  York  ffli  l«^":::::::::":":'strick"H»i^^   

1966 

A„«,i^,n  rnnfrart  C.n  Executive  Jet  Aviation.  Inc  

pSuaSfa  Co  —  -  Buckeye  Pipe  Line  Co  - 

Pennsylvania  Co  ---  g^^^,  Southwest  Corp  


S°  ■ Macco  Realty  Co. 

Do'"--------"---------  -  '^'^'^'^^ 

Pennsylvania  RR.,  total  loans  and 
advances: 
Receivable- 


New  York  ^'^mA^i,:::::::^^:^^'^^^^^--^ 

1967 

A„.,;,.,n  rnnfrart  Pn  Executive  Jet  Aviation, 

American  Contract  Co  --  -  pipe  Line  Co 

Pennsylvania  Co  -  ---  -   ^.„.^,,.,=<^»  r„rn 

Do- 


Do- 
Do. 


Macco  Realty 
Arvida  Corp. 


9,664 
0 
0 
0 
0 

12, 050 
0 
0 
0 
0 

12,081 
0 
0 

750 
0 

13,865 
0 
0 
0 
0 

9, 664 
0 

12, 050 
0 

12,  831 
0 

13, 865 
0 

2,199 

14,781 
0 

 0 

(1,300) 
0 

15, 591 
0 
0 

1,350 
0 

15,976 
0 
0 

3,700 
(500) 

16, 306 
0 

3,000 
6,000 
(250) 

Pennsylvania  RR.,  total  loans  and 

advances:                                                                              .  14,781  16,981  19  776      25  306 

Receivable  -   (1,300)  0  (500)  (250) 

(payable  to)..-  -  c:--i;-u;irfV„VKn " 6  997  8,997  9, 437  9, 437 

New  York  Central  RR.  Co  Strick  Holding  Co  

.       ■  ^  nnn  3  000  3,000  3,000 

American  Contract  Co   -                   Executive  Jet  Aviation,  Inc..  -  ^.^^  g' ,5  gji  19,020 

''^'^^A-  -   u|  moo  12,100  12,400 

R?-  Macco  Realty  Co   ^"^^ O'""  0 

Do  ---  Arvida  Corp..   -   -  .3^  9437  9,437  2(19.700) 

New  York' CentrVr'RRVCo./Penn  Central  Strick  Holding  Co  -  

Transportation  Co.  (Feb.  1,  1968  to  June 

20,1970).  

Penn  Central  Transportation  Co.,  total 

loans  and  advances:  35,958  38,158  41,158  35,420 

Receivable   (250)  (250)  0  (15,000) 

(Payable  to)  ======= 

American  contractor                         Executive  Jet  Aviation,  Inc   21,020  21,020  21,020  .21,020 

&K!'^-::::::::::::::----Bj^e^;re^^^^^  ^5^  20,90?  21,600  0 

Macco  Realty  Co   '•^ 5 q"  0 

no  Arvida  Corp...    ns  0001  (14  984)  (9,384)  (0 

Penn  Cent'r'ai  TVa-nVpor-tation  Co  Strick  Holding  Co  --ili^  ^  '  ^   

Penn  Central  Transportation  Co.,  total 

loans  and  advances:  39,570  41,920  42,620  21,020 

Receivable  ■ (19,700)  (19,684)  (14,084)  0 

(Payable  to)   ===== 

Pennsylvania  Co  Great  Southwest  Corp.    0  u 


 "'""_'.'.'.'.'.".  Macco  Realty  Co 

Do'I 


..  Arvida  Corp... 


Penn  CMt'r'ai'TVansportali'on'c'o:::".::"-;"-"---  Strick  Holding  Co- 


Penn  Central  Transportation  Co.  total 
loans  and  advances:  .    21,020      21,020  0  u 

Receivable   (5,500)  0  0  u 

(Payable  to)- 


.  Extracted  from  information  submmed  by  railroad  pur^^^^^^^ 

11JS1^:^:^^^S^^^  f^^^n  Pool  for  ,27,900,000  (,15,^000,000  in  cash^ 

'strick  Holding  Co.  sold  its  investment  in  Str,c_k  Corp  directly  to  Penn  Central  Transportation 


portation  I/O.  ana  a  nei  nuim      "fi"^  '   ■  .  „»»■>!  «S  nrt) 

transportation  Co.  in  December.  1969.  „j,  ,  Report")  on  EJA  indicated  a  toUl  debt  investment  of  Kl.iM.uuu 

•  Other  railroad  information  contained  in  an  internal  repori  (.  v-uib  nci<>"'  / 

**'4'Ma^  Realty  Co.  merged  into  Great  Southwest  Corp.  in  March,  1969. 
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These  tables  reflect  that  by  the  end  of  1967,  immediately  preceding  the 
merger,  the  PRR  had  extended  an  additional  $9,000,000  in  loans  to  Great 
Southwest  Corp.  and  Macco  Realty  Co.  (excluding  the  $16,036,000  debt 
investment  in  Executive  Jet  Aviation,  Inc.  which  is  accounted  for  in  the  pur- 
chase investments  table  (Exhibit  10)  because  of  the  nature  of  its  commitment ") 
As  of  the  same  date,  the  NYC  had  advanced  $9,437,000  to  Strick  Holding  Co. 
By  the  end  of  the  third  quarter  of  1969,  total  advances  (excluding  Executive 
Jet  Aviation)  had  risen  to  $21,600,000  for  the  PCTC. 

Source  of  Funds 

In  order  to  understand  exactly  what  total  cash  expenditures  were  made  in 
the  combined  diversification  programs  the  following  table  was  constructed  re- 
flecting the  total  cash  expenditures  of  the  PCTC  and  its  predecessor  companies, 
the  NYC  and  PRR,  on  a  yearly  basis : 


TOTAL  CASH  FUNDS  EMPLOYED  BY  PCTC  (AND/OR  PREDECESSOR  COMPANIES)  AND  SUBSIDIARIES  IN  REGARD  TO  SELECTED 
NONRAIL  SUBSIDIARIES  (ON  A  YEARLY  BASIS-JAN.  1,  1960  THROUGH  JUNE  20,  1970) 


Year 


Acquisition 
purchase  price  > 


Dividends  paid 
on  preferred 

stock  Issued  as 
acquislticn 
consideration 


Interest  paid  on 
debt  securities 
issued  as  part 
of  acquisition 
consideration 


Increases 
(decreases)  in 

loans  and 

advances 
outstanding 

at  end  of 
calendar  year 


Total  cash 


PCTC: 

1968   $8, 245, 856 

1969   5, 000, 000 

1970   0 

Total   13,245,856 

NYC: 

1966   0 

1967   15,000,000 

Total   15,000,000 

PRR'  " 

1963  _   28,303,000 

1964   17,514,983 

1965   45,  227,  849 

1966    10,393,564 

1967   946, 000 

Total.   102,385,396 


$3, 264, 441 
3, 264,  305 
1,632,152 


$215, 084 
242, 707 
336,668 


$10. 364, 000 
'  6, 700, 000 
0 


$22, 089. 381 
15, 207,012 
1,968.820 


8, 160, 898 


457, 791 


17, 064, 000 


39. 265, 213 


2, 997, 000 
6. 440, 000 


2,997, 000 
21,440. 000 


9. 437, 000 


24, 437, 000 


1,529, 785 
3,  267,  542 
3,  264, 778 
3,  264, 441 


0 
0 

■  0 
0 

157,318 


0 

575,  000 
7,  588, 000 
6, 277, 000 
11,191,000 


28, 303, 000 
19,619,768 
56, 083,  391 
19, 935,  342 
15,  558,759 


11.326.546 


157, 318 


25, 631, 000 


139,  500, 260 


'  Includes  commissions  and  fees  paid  in  connection  with  acquisition 

ioM\l''ri'ilVc„?.l^'"*?V°'  "''T?^^  ^23,058.000  (along  v^ith  $2,153,000  in  tax  allocation  payments  due  PCTC)  in  the  4th  quarter 

1969  by  Great  Southwest  Corp.  by  the  issuance  of  an  equivalent  amount  of  its  common  stock. 

Both  the  PRR  and  the  PCTC  publicly  stated  that  the  funds  used  to  finance 
these  activities  would  come  from  the  proceeds  of  the  sale  of  the  N&W  common 
stock  holdings.  Actual  proceeds  from  the  sale  of  its  N&W  stock  for  the  period 
1/1/60  tiirough  12/31/70  were  as  follows : 

DISPOSITION  OF  NORFOLK  &  WESTERN  RAILWAY  CO.  STOCK  HELD  BY  PCTC  (AND/OR  PREDECESSOR 
COMPANIES)  AND  SUBSIDIARIES  FROM  JAN.  1.  1960  THROUGH  DEC.  31,  1970' 


Date  and  company  making  disposition 

Type  and  amount  of 
interest  disposed  of 
(common  stock) 

Cost  basis  (book 
value) 

Sale  proceeds  > 

July  5,  1963,  Pennsylvania  Co.. 
Dec.  19, 1968,  Pennsylvania  Co 
March  1969  to  December  1969,  Pennsylvania  Co 

  215,  799  do 

%Z,  092, 886 
7. 572, 420 
12. 104. 597 

$4,  506, 792 
13, 831,  779 
'  19, 305, 247 

Total  

21.  769.  903 

37, 643, 818 

,nlln,",ff.*l/'.°"'  ''Investment  Analysis-Norfolk  and  Western  Railway  Company  Stock  (Common)"  submitted  by  rail- 

road pursuant  to  request  of  Committee  special  staff  (Appendix  0,  Exhibit  45  p.  576.)  suummea  uy  ran 

'  Net  proceeds. 

fi  iin^lhL^J.  ^^  ""'""l-  51.«0  shares,  $4,977,245  net  proceeds;  June,  45,999  shares,  $4,109,555  net  proceeds;  July 

ffi^  ?1  4nKrpV«?!.°5l?''''^«'''''t''^l?'  '""^k"'  ^^'i*?''"  P™"*"';  September,  42,900  ihares.  $3,771,643  net  proceeds 
net  proMeds  $212,291  net  proceeds;  November,  7,000  shares,  $600,527  net  proceeds;  December,  14.800  shares  $1  113  981 


"Because  of  provisions  of  the  Federal  Aviation  Act  making  ownership  of  an  "air  carrier"  by 

a  surface  transportation  company  highly  improbable,  if  not  impossible,  the  PKB  had  talten  nearly  all 
of  Its  Investment  in  Executive  Jet  Aviation,  Inc.,  in  debt  form.  .     «:      n.  uuu  iiuieu  uearij  an 
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Quite  obviously  this  expected  source  did  not  begin  t9  provide  the  funds 
used  b7the  Pers7lvania  Railroad  for  its  non-rail  acquisitions.  Howeyeiv,  the 
968-1969  sale  proceeds  do  appear  to  have  been  of  sufficient  magnitude  to  ha  e 
financed  the  non-rail  diversification-related  cash  expenditures  incurred  by  the 

'^In'  addition,  in  order  to  assist  in  determining  what  funds  were  employed  in 
tinanchig  these  activities,  the  following  tables  showing  all  extraordinary  addi- 
tions to  the  working  capital  of  the  railroad  (s)  is  mcluded : 

EXTRAORDINARY  ADDITIONS  TO  WORKING  CAPITAL  OF  RAILROAD  (JAN.  1.  1960-JUNE  20,  1970).   


Date 


Company  making  .  ,  Proceeds 
disposition  Interest  disposed  of  ^  ^  


PRR:  u        M  »  uj  $4. 506,792 

j^W5  1963.   PennsylvaniaCo..^..-..-37^2~sha.^ 

69.506,792 

Total  extraordinary  additions    -   ===== 

n«.»mhpr  1068      PCTC'  strick  Corp.  and  Transport  Pool,  Inc.  (operating  subsidiaries  of  Strick        3  15,000,000 

December,  1968...  PCIU    Holding  Co.)  (100  percent  of  outstanding  stock). 

Dec.  19, 1968  Pennsylvania  Co...          135,000  common  shares-N  &  W  -   ■  ■ 


"oecWgM  do   215,799  common  shares-N  &W. 

Total  extraordinary  additions  -  

Combined  extraordinary  additions    


19, 305, 247 
^48, 137, 026 
117,643, 818 


■  Includesma  orsalesof  equity  investments  rail  ar^d  nonra  I        .  g^eement  of  sale  dated  Dec.  20,  1965.  The  balance  of 

2  $10  000,000  was  deposited  in  December  1965  pursuant  to  t"e  P/^''"^  "f    agfeemem  ui 
$55  000  000  was  paid  on  Feb.  7, 1966  after  consummation  of  the  transaction. 

3  Cash. 

It  admittedly  cannot  be  stated  with  absolute  preciseness  that  the  exact 
funds  from  one  source  are  those  later  utilized  in  a  particular  manner  where 
sudi  recel?^  and  allocation  is  done  by  a  large  corporation  and  there  is  a  com- 

Island  Rail  Road  Co.  in  early  1966   resulting  m  $6o,000,000  in  cash),  re 

m  der  was  furnished  fron/workmg  capital  of  ^j-  -rporation.  O^^^^ 

basis,  $23,796,208  was  furnished  from  working  ^^pi  f^^S/.\^|6(of3^f^^^^^^ 

'i;!  506  79'i^  •  $19,619,768  came  from  the  same  source  m  1961 ,  i^ob,U8,3,.3Ji  ^^  as  sup 

pM  bv  w;;king  capital  in  1965  (including  a  $6,000  000  bank  loan  by  t^^^^^^^^^ 

railroad  to  finance  the  Macco  Realty  Corp.  acquisition) ;  $19  W^^^ 

in  1966  was  financed  entirely  by  the  proceeds  of  the  Long  Island  ^a^^  ^5^^^  '-^^ 

sale  rwhich  could  also  be  said  to  have  replaced  the  remaining  $45,064,658  ot 

workiiTg  cap^^^^^^        for  diversification-related  expenses  the  previous  year) , 

and  $15,558,759  was  financed  from  ^^"^^""S/^X  f^'Jl.^^^^^  in  1966 

In  regard  to  the  NYC,  the  entire  amount,  $24,437,000  ($2,  J  J  ^uuu  m  lyoo 
and  $2SoOO  in  1967)  was  financed  from  working  capital  sources  of  that 

'^'^'On  the  other  hand,  the  total  cash  amount  expended  by  the  PCTC  on  di- 

94.7  \  of  V&W  sales  duriiiij  the  year.  The  remaining  $8,(98,23o  ettectiveiy  re 
pt   ed  the  woiSng  capital  used  to  finance  the  1968  diversification  costs  not 
covered  by  the  N&W  stock  sale  proceeds  for  that  year,  as  well  as  serving  to  pro 

hlblt  10,  p.  508. 


399 


vide  nearly   all   of  the   1970  diversification-related    (pi-e-bankniptey)  of 

$1,632,152.^° 

Eather  than  dismissing  the  subject  with  the  observation  that  the  bulk  of  the 
diversification  or  diversification-related  expenditures  was  financed  from  work- 
ing capital  of  the  railroad (s)  it  is  believed  of  significance  in  this  connection  to 
examine  what  "working  capital"  consisted  of.  In  order  to  analyze  working 
capital  (technically  current  assets  minus  current  liabilities) ,  an  analysis  was 
made  of  the  earnings  from  which  the  current  assets  of  the  corporation  arose. 
Admittedly  some  of  the  assets  have  their  genesis  in  funds  earned  years  ago. 
However,  by  far  the  vast  majority  are  generated  by  current  or  reasonably 
current  operations.  Nonetheless,  the  period  examined  covered  the  eighteen 
years  prior  to  bankruptcy,  or  from  1952  through  1969.  Net  income  was  divided 
into  rail  (including  rail-related,  e.g.,  trucking  and  terminal  operations)  and 
non-rail  contributions,'^  the  purpose  of  which  was  to  determine  the  validity  of 
the  proposition  so  often  advanced  that  funds  from  the  company's  rail  operations 
were  financing  its  non-rail  acquisition  activities.  The  result  of  this  comparison 
on  a  total  net  income  and  earnings  per  share  basis  are  set  forth  in  the  following 
tables : 

NEW  YORK  CENTRAL  RAILROAD 
[In  thousands) 


Net  income  Earnings  per  share 


Dividend 


Yeaf  Rail  Nonrail  Total              Rail  Nonrail  Total  per  share 

1952     $1,574  $23,142  $24,716  $0.24  $3.29  $3.83  $0.50 

953  _    14,027  19,975  34,002             2.18  3.10  5.28  1  50 

954  _   (14,290)  23,478  9,188  (2.22)  3.64  1.42 

955   25,513  26,771  52,284  3.94  4.13  8.07    '  "   

956    13,336  25,768  39,104  2.0  5  3.96  6.01  2  70 

957    (16,275)  24,698  8,423  (2.51;  3.81  1  30  2  73 

958   (33,419)  37,470  4,051  5.15  5.77  .62 

959  -_   (18,012)  26,415  8,403  (2.77)  4.02  1.25  25' 

960    (24,485)  25.523  i;038  (3.76)  3.92                 16  50 

961 -  -    f38,763)  26,214  (12,549)  (5.94  )  4.02  (1.92) 

962   ^24,255)  20,419  (3,836)  (3.71)  3.12  (  59)  325 

963   (13,834)  20,873  7,039  (  2.11  3.19  1.08  50 

964   _  (437)  27,484  27,047  (.07  4.13  4.06  i:77 

1965  _   14,112  27,407  41,519  2.06  4.00  6.06  2  60 

{mil  ll.lll]  3.14  [III  III}  3.15 

''''   -  <32.936)  1,234  I  |4.93  !  18  | 


Note:  iNonrail  amounts  for  1966-67  are  shown  including  results  from  Strick  Holding  Co.  (top  figure)  and  excluding  results  from  this 
acquired  subsidiary. 

PENNSYLVANIA  RR.  CO. 
[In  thousands] 


Net  income  Earnings  per  share 


Dividend 


Rail  Nonrail  Total  Rail  Nonrail  Total         per  share 


nil- -          -         $12,463  $26,849  $39,312  $0.95  $2.04  $2.99  $1.00 

- -          1.834  27,041  38,875               .90  2.05              2.95  1  50 

1954  ---          (1,378)  19,930  18,552              (.10)  1.51              1  41  75 

1955-  -                   21,779  19,405  41,184              1.65  1  47              3  12  1  50 

956-                                 19  881  21,664  41,545              1.51  1  65              lit  i.ll 

1957                                   (2,980)  22,037  19,057             (.22)  1.67             1  45  1  25 

958  -                        (33,685)  37,229  3  544  (  2.56)  2  8  3                27  25 

959  -                    (15  177)  22,444  7.267  (1.15  1.70               !  55  .zt 

}9|?-  -                  (39,713)  31,894  (  7,819)  (3.02)  2.43              (  59  )  25 

1961—  -                       (25,070)  28,586  3,516  (1.90)  2.17                 27  25 

962.- - —  -         (24,312)  21,102  (3,210)  (1.81)  1  57              (.U)  [zt 

1963  -                      (12,552)  21,710  9,158              (.93)  1.61                 68  50 

^'^^ - (^•^'°>                                               (-08)  gi  HI} 

2.00 
2.30 

(■34  316^  f48,408  14; 092  1              ...  -Yis              1011  ,  ,„ 

(34,316)  11,222  /  (2.44)  jj-g^             '-^^  |  2.40 


3,349  {30.548  33,897  |  ^4  {f|l  | 

--  ^^■^99  {333.2356  45,055  I  33  12:39  3:24  I 


1967. 


result'slfori' these  sTbsSi'es  ^'^^  '"='"'"'"8  ^"""^  '™m  the  acquired  subsidiaries  (top  figure)  and  excluding 


»  $1,968,820  through  12/31/70. 
At  ,  ,^  Iocl"<3ed,  principally,  real  estate  rental  Income,  capital  gains  from  sale  of  real  estate  and 
dividend  income.  The  real  estate  activittes  are  briefly  described  at  p  387,  supra. 
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PENN  CENTRAL  TRANSPORTATION  CO. 
|ln  thousands] 


Income 


Earnings ' 


Net 


Year 


.   ,  j!*®*  including 

including  ^^,,3.  ex„a. 

Extra-       extra-  ordinary    ordinary  Dividend 

Ran     Nonrai.         Net    "'S    ""^Zi  Rail     Nonrai,  rutiUn^s_J|e^^ 


.7  046)  -     (2.21)         1-89       (0-32)  -   -- 

(;l"?S2   )y  trw         1  93  .73    " 


1.93 

f2. 58        2.  Sn    1. 29 

1.99 
2. 35 
2.40 
2. 30 
1.80 


1962           (48  566  )      41,520  (7,046)   (f- ^'^ 

l*z  >23  386  )      42,583  16,197                           --  (>-20)         -  --  , 

f57  806  56.180  1                         .  (.07)       {HI  1 1 

1964            (1,626)    I50  249  48.623  /   li^A  3  3!  | 

/57  954  7  5,415  1                      ...  .77  2  80  } 

1965  -     17.461     146  418  63,879  j IHg  4  15  { 

„  /61  695  95,165  1   {{ ^  2I)  - 

1%6              33,470     {41  7  4.556  / 1  59  S7  1 

(82,577  15,323  1                   .....  (2.92)       {[39  -53}   

1%7            (67.254)     {54  887  i2,367  / " Yil^  98  \   ,.7.^      n  74) 

1968.  _._...(122,422)     {11,-9?      ^8! ^5^2^  <-^>       |  -J  ^3 

1969  (191,079)    fO«;fo^    ii;l)n  <«'«^«>('^"^>      '''''  ^'^^  ^    '  ^      '  ' 

^"':r  :ra:  —  .or  1964  t^rougH  1969  are  sho.n  including  results  tro.  tHe  a.uired  subsidiaries  (..  top  «gure)  and  ex- 
eluding  results  from  these  subsidiaries. 

These  tables  quite  clearly  show  that  the  company's  rail  operations  were  not 

^2  4'6  00T!n  total  renorted  net  earnings."  rail  operations  eontnbuted  a 

'"'''{fl^t:lfhZ%T^r,g»  operations  are  eliminated  from  reposed  , ail 
earnfni  11  e?esui  s7„F,ho,,!rK  not  as  contrasting  m  later  J'"'.^)  "'■f^''"  -^"^'i^ 

were  $418,196,000,  in  contrast  to  rai   operation  lo^^^^^f*'^^^"^  ^^^^^ 
/hnHi  ficnires  bearincr  a  striking  similarity  to  comparable  FKK  hgures). 
^     The^^f928  545  exp^        by  the  PCTC  on  diversification-re  ated  costs  (all 
hnt  JfifiOTOcfo  of  wh^^^^^  on  inherited  PRR  acquisitions),  as  dis^ 

^^^jr^::^  ^-t^^^Si:^ 

wa^s  equally  as  dependent,  if  Is^om^ 
predecessors  ^on-ral   earnings  fox  l^^^'^^^^^^^^^  subsidiaries, 

E'n^n^rtlS;^^^^^^^^^^^^  ^^^^  — 

^'^IrsM'nTdTt^^^^^^^^^  Vf^y  t 

PRR  afd  tt  PC  ill  par?L^  the  income  figures  by  an  mdetermi^^^^ 

differed  substantially  from  cash  realities  in  many  instances. 
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Investment  Pattern 

An  examination  of  the  non-rail  investments  made  by  the  PRR  reflect  entry 
into  three  basic  industries:  (1)  petioleum  pipeline  distribution;  (2)  real  estate 
development;  and  (3)  air  transi)or(ation. 

Entry  into  the  firsi  of  these  areas  was  accomplished  by  the  acquisition  of 
Buckeye  Pipe  Line  Co.  in  July,  1964.  As  was  discussed  previously,  consideration 
of  the  acquisition  of  a  pipeline  company  was  begun  as  early  as  1960  not  so  much 
at  that  time  with  diversification  itself  as  the  primary  objective  (although  it  did 
serve  as  a  factor)  but  in  order  to  attempt  to  gain  a  more  efficient  use  of  its 
existing  plant  through  use  of  its  rights-of-way.-^  However,  by  the  time  of  acqui- 
sition, 13uckeye  was  described  by  S.  T.  Saunders  in  an  accompanying  press 
release  as  "an  important  step  in  a  long-range  program  of  diversification." 
A  memorandum  dated  May  10,  1963,  prepared  in  connection  with  the  Buckeye 
acquisition,  gives  some  indication  of  the  consideratiims  which  the  railroad  was, 
ostensibly,  utilizing  in  its  acquisition  programs.  At  page  1  of  this  memorandum 
it  was  stated  "Logically,  diversification  should  be  into  an  industry  which  sup- 
plements or  complements  the  basic  operations  and  one  which  in  concept  and 
philosophy  is  readily  understood  by  the  management  of  the  parent  company."  " 
The  application  of  the  latter  considerations,  other  than  the  fact  that  the  same 
geographical  areas  were  served  by  both  corporations,  is  not  apparent. 

Another  factor,  discussed  earlier,  which  was  to  be  of  major  consideration 
m  regard  to  type  of  operations  acquired,  was  rate  of  return.  The  Bevan  memo- 
randum dated  April  30,  1963  (in  regard  to  possible  courses  of  action  available 
upon  disposition  of  the  N&W  holdings)  ^«  pointed  out  the  necessity  of  ob- 
taining a  high  rate  of  return  from  any  acquisition  in  order  to  replace  the 
substantial  85  percent  tax  free  cash  dividend  income  from  the  N&W  shares. 
It  is  again  difficult  to  see  how  the  latter  consideration  (at  least  from  the  stand- 
pomt  of  cash  return),  which  would  seemingly  be  of  great  importance  to  the 
cash  poor  railroad  (regardless  of  the  N&W  income  replacement  considerations) , 
played  the  least  significant  role  in  the  selection  of  Buckeye,  or,  more  especially, 
that  of  the  real  estate  development  acquisitions.  This  question  will,  however, 
be  discussed  in  more  detail  later  on  in  this  chapter  in  connection  with  the  rate 
of  return  (in  terms  of  both  reportable  income  and  cash)  achieved  by  the  PRR 
on  its  non-rail  acquisitions. 

The  second  industry  area  entered  by  the  railroad,  and  the  one  in  which  it 
concentrated  its  major  effort,  was  that  of  real  estate  development.  Initial  entry 
into  this  product  market  was  accomplished  with  the  acquisition  of  controlling 
mterest  of  Great  Southwest  Corporation  (GSC)  in  June,  1964.  Called  "a 
major  step  in  the  Pennsylvania's  long-range  program  of  diversification"  by 
S.  T.  Saunders,-'  GSC  was  viewed  as  being  the  nucleus  for  further  diversifi- 
cation in  real  estate  operations  (and  was  in  fact  later  utilized  as  such  with  the 
ac(iuisition  of  Macco  Realty  Corp.  and  its  eventual  merger  into  GSC  in 
early  1969,  the  additional  acquisition  of  I.  C.  Deal  Corp.  in  1969,  and  GSC's 
own  expansionary  efforts).  More  specifically,  GSC  was  (initially)  primarily 
in  the  business  of  developing  properties  for  lease  for  commercial  use  within 
an  industrial  park.  To  supplement  lease  income,  the  company  also  de- 
veloped and  operated  a  Disneyland-type  amusement  park  with  a  historical 
theme,  with  an  accompanying  motor  hotel-restaurant  operation,  in  order  to 
generate  sufficient  cash  flow.  Such  operations  were  carried  on  at  two  locations, 
between  Dallas-Ft.  Worth,  Texas  and  near  Atlanta,  Georgia. 

The  second  real  estate  development  firm  acquired  was  that  of  Arvida  Cor- 
poration, controlling  interest  in  which  was  purchased  on  July  26,  1965,  about 
one  year  following  the  GSC  transaction.  Arvida,  a  Florida  firm,  possessed  sub- 

Buckeye"  railroad's  rights-of-way  has  been  made  for  this  purpose  since  acquisition  of 

^  Appendix      Exhibit  11,  p.  516. 

^1?^®  Appendix  D,  Exhibit  4,  p.  494,  for  full  test  of  this  memorandum.  Of  course,  the  argument 
if^^oc  '°  diversification  programs,  that  of  seeking  to  introduce  earnings  stabll- 

i/iH-tl  ^  from  a  wider  earnings  base  (by  acquiring  companies  whose  operations  are  either  subject 
\v^us  illo  re°en*7*^        pressures  or  whose  business  cycle  is  diflferent  from  that  of  the  parent  company) 

2«  In  Text,  p.  389.  Supra. 

"  PRR  press  release  dated  June  24,  1964,  Appendix  D,  Exhibit  12,  p.  517. 
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stantuvl  holdings  on  both  the  East  Coast  of  Florida  in  the  Miami-Ft  Lau^^^^^^^^ 
dale-Boca  Raton-Palm  Beach  area,  and  around  Sarasota  on  the  West  Coast. 
Hold Ws  afthe  time  of  acquisition  included  major  resort,  residential  and  con  - 
Serciafproper^^  Operations  were,  moreover,  primarily  concerned  with  devel- 
opment and^ale,  although  certain  leasing  and  investment  activities  were  also 

'"'^  The  third  in  a  succession  of  real  estate  operation  acquisitions  was  that 
of  Macco  Realt^Corporation,  etiected  by  the  railroad  less  than  a  month  later 
bvpSase  of  controlling  interest.-  Macco,  a  Califorma  company,  was  one 
of  tCTeamng  resMential  real  estate  development  companies  m  the  Los  Angf  es 
^rea  witl  exinsive  holdings  in  Los  Angeles,  ^^-erside  and 
The  Macco  acquisition,  made  at  the  urging  of  Great  Southwest  ^orporation, 
was  termed  by  railroad  officials  as  a  transaction  which  would  conclude  its  real 

""'^  F^JTtaTed^^^^^^  to  be  found  anywhere  in  regard  to  the  rationale 

empKrttTX^^^  for  its  decision  to  -^er  the  real^^^^^^^^^^ 

field  Certam  reasons,  however,  for  acquisition  of  ^^C  and  entry  into  reai 

hep  overcome  the  cyclical  character  of  the  railroad  business;  and  the 
opportunity  to  partici^te  in  the  growth  of  -/-^ 

5^:1  SS^^^nce  in  that  it  dui  o- -e^om- 

zsi^:^  inS       ^  o^;s^^  J 

?acent  o  Its  iSf  o%  (to  potential  shippers) ,  and  managed      own  prop- 

Sies  VVhile  some  of  the  business  development  activities  of  the  railroad  may 

Ta^  given  some  substance  to  the  claim  that.it  had  -P--^/ ^^^^  ^Xdin^ 

related  to  the  development  of  the  industrial  district  projects  of 

the  amusement  park-motor  hotel-restaurant  operations),  it  hardly  follows  that 

l?SrSs  were  also  experienced  in  residential  P-P-t^  ^^^^^^^^^ 

sales  which  formed  the  major  part  of  the  railroad  s  acquiied  leal  estate  acuvi 

that  fliictuatinff  interest  rates  and  local  economies  play  (most 

ion  wS  ^Idential  development  operations) .  F»rthe™ore^hat  reaUst^ 

experience  the  PBE  did  possess  should  P-^J'^f  J.^-P'^Sn"  T^^ 

£TeSd=ntKt=^^^ 

b«tra?dfr.rfrf^^^^^^^ 

turn  on  investment  must  ordinarily  come  from  capital  gams  to  be  leaiizea  ixoi 

discussed  later  in.more  ^^t-h  ^nd^as  shouH 
certainly  have  been  foreseen  at  the  time  of  acquisition,        GSC  and  M^^^ 
Realty  acquisitions  were  continual  cash  drams  on  the  railroad  s  already  depleted 

.Condmoned  on  a  later  tender  offer  of  September  13  1965.  which  successfuUy  Increased  owner- 
ship to?n°e'xferoV8SpYcent(  to  ap^^  ,^r,ner  V.  Scott]  to  Charles  J.  Hodge. 

29  Memorandum  dated  February  1»,  itft>-i,  irom  i.^^o 
Appendix  D,  Exhibit  13,  p.  518. 
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cash  reserves  (by  the  end  of  the  third  quarter  1969,  in  excess  of  $23.8  million 
had  been  advanced  to  both  companies — $9  million  of  whicli  had  been  advanced 
by  the  PRR  by  the  end  of  1967).^"  Moreover,  no  cash  dividends  have  ever  been 
paid  by  Arvida  or  Macco  Realty  and  only  $4,266,441  in  cash  dividends  was  re- 
ceived from  (iSC  in  appropriately  six  and  a  half  years  of  ownership  from  1964- 
1970  ($297,500  to  the  PRR  from  1964  through  1967)  on  a  total  investment  of 
$51,286  million. 

In  addition,  although  there  were  satisfactory  reportable  earnings  gener- 
ated which  were  consolidated  in  the  income  statement  of  the  railroad,  part  of 
these  paper  profits  were  produced  by  questionable  accounting  practices.^^  Such 
reported  earnings  had  the  further  undesirable  effects  of  covering  over  the 
failing  rail  operations  and  servdng  as  a  distraction  to  the  continuing  cash 
drain  which  these  subsidiaries  were  having  on  the  railroad.  Furthermore,  the 
volatile  nature  of  the  industry  was  eventuafly  reflected  in  the  reported  earnings 
of  GSC  (including  Macco)  in  1970 — a  loss  of  nearly  $132  million  was  reported 
for  that  year,  giving  the  railroad  a  total  net  loss  of  over  $80  million  for  that 
company's  operations  from  1964-70. 

Of  significance  in  this  connection  was  the  attitude  of  the  NYC  toward  its 
proposed  merger  partner's  real  estate  diversification  activities.  Comments  con- 
tained in  the  minutes  of  a  meeting  of  the  NYC  Board  of  Directors  on  May  14, 
1966,  at  which  was  considered  a  request  by  the  PRR  to  raise  its  ceiling  on  debt 
(arrived  at  in  a  pre-merger  agreement  between  the  two  railroads)  in  order  to 
include  debt  incurred  principally  as  the  result  of  its  four  major  acquisitions, 
the  Central's  Board  expressed  reservations  about  the  wisdom  of  the  PRR's  en- 
tering the  real  estate  development  business.^^  However,  the  Board  grudgingly 
consented  to  the  request  that  the  aggregate  debt  limit  be  raised  to  $196  million 
(nearly  double  the  $100  million  ceiling  originally  agreed  to). 

Entry  into  other  modes  of  transportation  is  of  course  either  prohibited 
or  effectively  prohibited  by  law.^^  However,  of  all  areas  of  business  operations 
which  the  railroad  could  have  entered,  considering  its  cash  needs,  real  estate 
development  was  perhaps  the  most  ill-suited.  Although  not  normally  offer- 
ing the  spectacular  stock  appreciation  [and  accompanying  decline]  possi- 
bilities that  real  estate  does,  many  other  forms  of  business  activity  could  have 


'"Repayment  of  the  $23.8  million  In  advances  was  made  by  GSC  on  December  31,  1969,  by  the 

issuance  of  Its  common  stock  In  an  equivalent  amount — which  nearly  Immediately  suffered  a  severe 
decline  in  value  (from  15%  [bid]  on  12/31/69  to  2%  [bid]  on  12/31/70,  or  85  percent — declining 
even  further  to  1%  [bid]  on  12/31/71). 

^  Accounting  and  tax  provisions  permit  the  reporting  of  profit  on  a  real  estate  sale  in  the  year  In 
which  the  sale  occurred  despite  the  fact  that  only  a  small  down  payment  might  be  made  and  the 
remainder  repayable  In  Installments  over  20-30  years.  For  example,  because  GSC  was  not  achiev- 
ing Its  income  goals  in  1968  and  1969,  it  attempted  to  bolster  them  by  resorting  to  sale  of  Its  amuse- 
ment park  operations  ("Six  Flags  Over  Texas,"  and  "Six  Flags  Over  Georgia''^).  Both  sales,  clearly 
undertaken  in  order  to  maximize  consolidated  Income  for  the  year  In  which  sold,  did  result  In  sub- 
stantial short-term  profits,  but,  of  course,  also  relieved  the  corporation  of  two  of  Its  principal  Income 
producers.  Moreover,  substantial  controversy  surrounded  the  reporting  of  their  sales.  One-half  of  the 
entire  profit  for  GSC  in  1969  resulted  from  gain  on  the  sale  of  "Six  Flags  Over  Texas."  Gross  pro- 
ceeds from  the  sale  totalled  $40  million,  but  only  $1.7  million  was  actually  received  In  cash  with  the 
balance  due  in  installments  until  the  end  of  the  century.  Under  pe-mlssible  Internal  Revenue  Service 
tax  provisions  the  entire  profit  ($8.75  million)  was  reportable  In  the  year  of  sale.  Furthermore,  the 
corporation  changed  its  original  accounting  designation  of  the  transaction  from  that  of  extraordinary 
gain  (because  of  its  size  and  nature)  to  that  of  ordinary  income,  thereby  avoiding  a  financial  state- 
ment notation  as  to  the  nature  of  the  transaction  and  Its  effect  on  the  corporation's  income  for  the 
year.  In  addition,  less  than  a  year  earlier,  on  December  31,  1968,  the  corporation  "sold"  Six  Flags  Over 
Georgia",  generating  a  net  gain  of  $4.8  million  from  a  transaction  whereby  the  purchaser  contributed 
the  amusement  park  to  a  limited  partnership  in  which  the  selling  corporation  was  the  general 
partner  and  operator.  Once  again,  cash  produced  by  this  sale  was  negligible  In  that  out  of  a  total 
purchase  price  of  $23  million.  GSC  took  back  a  7%  note  in  the  amount  of  $21  million.  In  the  same 
year.  GSC  generated  additional  net  gain  of  $1.5  million  on  a  sale  of  securities  by  Alacco  which  also 
bolstered  Income  for  the  vear. 

32  Appendix  D.  Exhibit  14,  p.  523. 

"E.g.,  ownership  of  an  air  carrier,  a  non-rail  related  trucking  company,  a  freight  forwarder, 
as  well  as  water  carriers  are  all  effectively  prohibited.  Ownership  or  control  of  an  "air  carrier"  by 
a  surface  transportation  company  is  prohibited  by  Section  408(b)  of  the  Federal  Aviation  Act,  unless 
such  ownership  "promotes  the  public  Interest  .  .  .  (is)  to  the  public  advantage,  and  will  not  restrain 
competition.  '  Although  the  existence  of  ownership  of  convertible  debentures  of  Slick  Airways  by  the 
C&O  Railroad  Co.  and  of  similar  debentures  of  Flying  Tiger  Lines  by  the  NYC  Railroad  Co.  was  per- 
mitted by  the  CAB  to  continue,  there  was  substantial  reason  to  believe  that  acquisition  of  an  "air 
carrier"  by  a  surface  transportation  company  would  not  be  permitted,  not  onlv  from  the  restraint  of 
competition  standpoint  but  from  previous  decisions  relying  on  Section  408  and  refiectlng  the  estab- 
lished policy  of  the  CAB  that  ".  .  .  our  air  transportation  system  shall  be  free  of  control  by  surface 
carriers"  as  the  controlling  consideration  in  the  application  of  the  "public  convenience  and  necessity 
lift?  r^i^''  „  °^  Section  401.  (Railway  Express  Agency,  Freight  Forwarder  Application,  27  CAB  500, 
502  [19.o8]). 

1^ /o^9J^°^''*'^*P  trucking  companies  by  railroads  Is  similarly  effectively  prohibited  by  Section 
n  I  t  *  Interstate  Commerce  Act  with  its  requirements  that  such  ownership  "promote  the  pub- 
lic Interest  to  public  advantage."  However,  such  ownership  has,  of  course,  been  approved  by  the 
Commission  in  situations  where  the  trucking  activities  involved  piggyback  and  other  rail-related 
operations. 

1  Ownership  of  freight  forwarders  and  water  carriers  by  surface  transportation  companies  are 
also  basically  prohibited. 
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provided  the  growth  and  return  on  investment  objectives  without  the  extraordi- 
narv  financing  demands  and  accompanying  non-payment  of  cash  dividends 
that  real  estate  developmet  operations  present  (e.g.  consumer  services  or  con- 
sumer goods,  to  name  only  two).  Given  the  objectives  of  the  program  and  the 
railroad's  only  slight  acquaintance  with  real  estate  activities  of  the  type  ac- 
quired, it  is  apparent  that  factors  other  than  cash  generation  were  determinative. 
For  example,  real  estate  offered  opportunities  for  inflating  the  company  s  pub- 
lic financial  picture  as  discussed  in  the  Earnings  ^laximization  section  ot  the 
Fiscal  Policv  Analysis  portion  of  this  report.  . 

Explanation  of  how  such  a  step  was  taken  is  perhaps  best  made  by  an 
examination  of  what  might  be  described  as  the  complex  interrdationship  of 
the  railroad  and  its  investment  banking  adviser,  GloreForgan,  Wm.  R.  fetaate 
and  Co.  This  relationship  evolved  from  the  friendship  of  P^^^^,^-  ^^7,"' 
Chairman  of  the  Finance  Committee  of  the  PER,  and  Charles  J.  Hodge,  the 
Chairman  of  the  Executive  Committee  of  Glore  Forgan.  The  two  men  had 
been  friends  on  a  social  as  well  as  on  a  business  basis  for  a  considerable  length 
of  time,-  Hodge  openly  considering  himself  an  "intimate  ^F^f  J,^^*^^/^^^ 
Moreover,  both  belonged  to  a  fishing  and  social  club  called  the  "Silverfish 
consisting  of  twelve  men,  most  of  whom  were  high-ranking  officials  m  hnance- 

oriented  business  operations.^^  ^         ^1      -n,  „„ 

On  a  business  basis,  through  Hodge's  contact  with  Bevan,  Glore _Forgan 
had  acted  as  the  broker  through  which  both  Pennsylvania  Co.  and  the  Con- 
tingent Compensation  Fund  of  the  railroad  had  made  their  securities  purchases 
in  the  early  1960's.  In  1960  Hodge  himself  was  appointed  ^  member  of  the 
"Committee  of  Potential  Pipelines  in  the  Pennsylvania  Railroad  System  ^^  hose 
study  produced  the  confidential  memorandum,  of  ^yhich  he  was  the  author, 
recoJuSending  the  acquisition  of  Buckeye  Pipe  Line  Co  Moreover  -  October^ 
1961  Hodge  was  apparently  sent  as  an  emissary  on  behalf  of  the  railroad  to 
Switzerland  in  an  attempt  to  convince  certain  Swiss  banking  interests  who 
asserted  at  the  time  that  thev  controlled  some  1.3  million  PRR  common  shares) 
tlfat  they  should  vote  for  the  then  reactivated  PRR-NYC  merger  P^-oposal  -  giv- 
ing assurances  to  the  banks  that  thev  could  obtain  representation  on  the  i'KK 
BfaXf  Dbector  if  they  so  desii^d?^  Also,  during  the  early  1960's  after  reacti- 
vation of  the  merger  plans,  the  Staats  firm  itse  f  served  as  an  investment  advisei 
to  both  the  PRR  and  NYC  railroads  in  the  working  out  of  an  agreeable  stock  ex- 
change ratio  (which  the  railroads'  principal  underwriters  had  apparently  been 

^"'ferZaS]^      relationship  even  further  by  gi.^ng  a  dinner. iji  New 
York  in  honor  of  S.  T.  Saunders,  D.  Q  Bevan  and  H.  R.  Pe.^er  (Pj^s^de^^^ 
the  N&W  at  the  time),  soon  after  Saunders'  appointment  as  PRK  Board  ^nair 
ma'n  and  attended  bf  a  large  group  of  top  officials  of  the  nation's  larger  ^^^^^^^ 
cial  institutions,^«-and  later  (in  1965)  even  arranging  part  of  the  itinerary 
of  a  European  tour  by  Saunders.*^ 

Z:r~~mor  twenty  years"  according  to  ^leUer  dated  3/2^^^^^^ 
Sales  Administrator  Arvlda  Realty  Sa  es  fnc    ^^^^^PPO^'oV  pi^^l^p^X  I)  M       15.  p.  524.  The 
apartment  In  an  Arylda-owned  condominium  1^^         ""  fact  that  in  connection  with  a  similar  apart- 

='rhfch"»jt.M.  ^'^T^SMIvi^r  ^""'^ ''^  """" 

in  the  railroad's  legal  department.  Appendix  D,  Exhibit  16,  p.  525. 

That  such  a  mission  would  be  undertaken  o°  behalf  of  the  [aii^oa^,^^^^,  gevan  and  his  services 
^'■•^il¥^eX^*u^?nf  er.?iJl«L"r"^1ve^^^  and  C.  J.  Hodge.  The  Links  Club, 

spondence,  Appendix  D.  E^^hlblt  21.  p.  528^  Moreover  an  Ap^l  5  i965,^e^^^ 

by  Hodge  between  Saunders  and  a  group  of    bpamsn  "Carlos  Mendoza.  the  head  of 

Manufacturer  of  freight  cars  In  Madrid,  called    Euskaldun  in  Spain  [which]  would  be  a 

RENFE,  which  is  the  government-controlled  [sic]  ra^^^^^^^  Spanish, 
proper  platform  for  the  building  up  of  a  slmpatlco  o^tjveen  btuarr.  tne  J^^"    •  ^  ^    expansion  of  raU 

Ing  the  "Spanish  closer  to  the  Pennsylvania"  was,  was  not  clear  from  the  letter. 
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The  entire  purpose  of  setting  forth  this  otherwise  irrelevant  material  re- 
garding the  personal  relationship  existing  between  Hodge  and  Bevan,  is  to 
question  the  objectivity,  if  any,  which  was  exercised  in  regard  to  analysis  of 
the  acquisition  proposals  submitted  by  Hodge  to  the  railroad.  Because  of  the 
friendship  between  the  two  men  which  had  developed  over  the  years  and  the 
trust  arising  therefrom,  the  objectivity  and  thoroughness  of  examination  ac- 
companying normal  arms-length  transactions  may  Avell  have  been  absent  in 
the  Hodge-Bevan  situation."  From  the  outset  of  its  program,  Hodge  (and 
the  Wm.  R.  Staats  &  Co.  firm— later  Glore  Forgan,  Wm.  R.  Staats  &  Co.)  was 
the  principal,  or  more  accurately,  sole  investment  adviser  to  the  PRR.*^  Be- 
ginning in  1964  with  the  Buckeye  Pipe  Line  and  Great  Southwest  Corporation 
transactions,  Glore  Forgan  received  major  investment  advisory  fees  in  con- 
nection with  every  acquisition  made  by  the  railroad  (as  well  as  acquisition- 
related  stock  purchase  commissions).  These,  and  other  acquisition- related  ad- 
visory and  stock  commission  fees  are  set  forth  in  the  following  table : 

COMMISSIONS  AND  OTHER  FEES  PAID  BY  RAILROAD  AND/OR  RAILROAD  SUBSIDIARIES  IN  CONNECTION  WITH  ACQUISITION  OF 

STOCK  OF  SELECTED  NONRAIL  SUBSIDIARIES! 


Acquisition  and  date 


Company,  partnership  or 
Individual  receiving  fee 


Amount 
and  form 
of  consider-  Company  making 
atlon '  payment 


Buckeye  Pipe  Line  Co.,  January  1963  to  Glore  Forgan,  Wm.  R.  Staati  4  Co   »  $314,  893  Dalbay  Corp  ($47  184) 

August  1964.  (Initial  smck  acquisitions) 

Miscellaneous  investment  brokerage  firms..  «  56.  786   Pennsylvania  Co.  ($331  294) 

Covington  &  Burling   •  4,  300 

Berl,  Potter  &  Anderson   •  2,  500 

Total   378,478 

Great  Southwest  Corp.,  February  1962  to  Glore  Forgan,  Wm.  R.  Staats  4  Co   •  263, 650   Pennsylvania  Co 

December  1969. 

Miscellaneous  investment  brokerage  firms..  Ml,  207  Do. 

Total   274, 855 

Arvida  Corp.,  July  1965  to  December  1966  Glore  Forgan,  Wm.  R.  Staats  4  Co   :  317  696  Do. 

Miscellaneous  investment  brokerage  firms..  *  18, 600  Do. 

Total   _   326,296 

Macco  Realty  Corp.,  October  1965  to  July  1966.  Glore  Forgan,  Wm.  R.  Staats  4  Co   ■  642,  846   Macco  Development  Corp 

To  various  brokers  under  tender  offer  <  455, 211 

through  Bank  of  America  Trust  and 

Savings  Association. 

Kindel  and  Anderson   »  100, 765 

Total    1,198,822 

Executive  let  Aviation,  October  1964..  7n 

Strick  Co.,  November  1966..  '  (»( 

Total   :  I. 2,178,451 


I     ,  ,0/^  .''°.  '^l'"    Table  VI— Commissions  and  other  fees  paid  in  connection  with  acquisition  of  stock  during  oeriod 

Jan.  1,  1960,  to  June  20, 1970,  submitted  bv  railroad.  Appendix  D,  Exhibit  51  p.  618 

!  Market  value  at  date  of  payment,  if  securities. 

3  $162,000  advisory  fee;  $152,893  stock  commissions. 

'  Stock  commissions. 

'  Legal  fees. 

'  $259,183  advisory  fee;  $4,464  stock  commissions. 

'  45,000  shares  of  Arvida  common  received  as  advisory  fee,  July  25, 1965  (market  value  of  6li  as  of  that  date  or  $308,395)  plus  $9  321 
stock  commissions.  ■     /  k 

p„  '  '^''o'iV      P^'ti^llv  ["fivetl  0"  °'     P5f«"t  (If  .OM  common  shares)  participation  in  Macco  Development 

Lorp.,  a  P.R.R.  subsidiary  established  solely  to  facilitate  acquisition  of  Macco  Realty  Corp.  (a  nominal  contribution  of  $10,000  was  made  for 
this  interest  by  Glore  Forgan-far  below  its  actual  value).  After  a  series  of  related  merger  transactions,  this  interest  was  eventually  ex- 
changed for  shares  of  Great  Southwest  Corp.  common  (the  merger  between  Macco  Realty  and  GSC  having  taken  place  earlier)  with  a  market 
value  of  $641  450  shares  with  an  approximate  value  of  $300,000  were  then  distributed  to  the  firm  and  to  partners,  with  stock  valued  in  the 
amount  of  $385,705  going  to  officers. 

»  Fees  paid,  if  any,  unknown.  Railroad  accounting  records  indicate  no  fees  were  paid. 

As  can  be  seen  from  the  above  table,  Glore  Forgan  received  a  total  of 
ii;i,539,085  m  advisory  fees  and  stock  commissions  relating  to  the  four  non-rail 
acquisitions  made  by  the  PRR  ($589,260  of  which  was  in  cash  and  $949,285  in 

nnrt  «Jn,,Hol'"2°  ^".^^^'^  petsonal  files  reveal  numerous  pieces  of  correspondence  between  Hodge 

K^^V"*'®'^^'  BeY&n  Indicating  a  frelndshlp  with  Saunders.  However,  quite  obviously 

the  bonds  were  stronger  between  Hodge  and  Bevan  yuiie  ouviousiy 
"  By  1967  Hodge's  dominant 


By  1967  Hodge's  dominant  role  in  the  railroad's  diversification  nroeram  had  annnrentlv 
become  we  1  known  to  the  financial  community.  This  comment  appeared  on  a  note  dated  Mav  15  1^ 
H^JJl.^l'h^V^-  M<-G»nl?y.,'i  partner  of  the  Investment  banking  firm  of  Kidder  PP«^dvYn^>n^^« 
Hodge,  which  was  attached  to  a  Kidder,  Peabody  research  department  report  ( 
«o  much  of  this  is  you— I  know  .vou  will  find  the  attached  most  interesting.' 


"General- 
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subsidiary  stock).-  C  J.  Hodge  was  also  appointed  to  ^^^^oard  of  directors  of 
Buckeye,  Arvida  and  Macco  at  the  recommendation  of  D  C  Bevar^  ^^^^J' 
currence  of  S.  T.  Saunders."  He  was  already  a  member  of  the  board  ot  (jreat 
Southwest  at  the  time  of  its  acquisition  by  the  PER  and  continued  ontheve^^^^^^ 
In  regard  to  the  acquisition  of  Great  Southwest  Corp.  and  the  railroad  s 
entry  into^real  estate  deielopment,  it  was  Charles  J.  Hodge  who  brought  he 
acams  Hon  to  the  railroad  and  provided  the  investment  services  m  connection 
S  thXansaction.-  ExaminaLn  of  the  surf  ace  acquisition  rationale  appar- 
entlv  employed  by  Hodge  was  presented  above.  A  further  analysis  reveals 
that  otl^?  reasons  may  hfve  consciously  or  subconsciously  prompted  his  urging 
thf  rS  road  ^tak^t^^  action  that  it  did.  Not  only  was  there  the  possibility  of 
a  laSe  ad'iory  fee  in  connection  with  the  GSC  transaction,  but  from  his  posi- 
tion K  a  membL  of  the  company's  board  of  directors  and  myes^^^^^^^^^ 
nrlviser  to  GSC  he  would  have  known  of  its  expansionary  (thiough  acquis 
Hon   Dlans  and  the  greater  fee  possibilities  obtainable  here  if  it  were  a  subsidi- 
arTif^the  PRR  whofe  larger  fiiiLicial  backing  would  permit  g-ater  -^^^ 
potential  For  example,  Macco  Realty  had  been  under  study  by  GSC  tor  mer  a 
?ear  Sore  ks  acquisit  on  was  later  made  by  a  PRR  subsidiary  established  spe- 
Jifica%  to  ma^^^^^^^^  acquisition  because  GSC's  d^bt-ridden  financial  str^^^^^^^^ 
would  not  permit  its  own  acquisition  of  Macco.  Hodge  would  have  bad  knowl 

^£S5»e^^t£^^ 

■      «Thesu;gested  size  of  the  A-t  advisory  fee  ($200.000)  apP^ 

\nnendlx  D,  Exhibit  23.  p.  532.  „,.t  in  iqR4  from  C  J  Hodge  to  S.  T.  Saunders  ^herein 

^outhwp't  Develnnment  Cornoration.  Petails  "f  X>  fi?m  \pnendlx  D  Exhibit  26.  p.  533.  Brleflv 

M^22.  1958.  from  C.  I- Hodge  to  other  partners  of  rt^^  Herff  jvoi.ld  be  Dald 

the  proposition  was  that  GSC  wished  to  ^Jorrow  ¥2.75  million  ^^^^^^       vronld  lend 

'  SI  million  bonns  over  that  period  If  ^1 '"''"''^ Jl*f  u  warfinallv^a^^^^^^  that  Ezra  K.  ZHkh?.  l?^" 
?he  f™nds  himself  if  he  could         no  other  soiu^ces.  It  was^^^^^       ag  bonus,  with  Herff 

a  mem1x>r  of  the  GSC  Board  would  lend  r,"p[acement  fees.  Shortly  thereafter  certain 

receiving  45  percent  and  Glore  Forgan  10  ^^''^^^^^II.^I^S^g^c  stock,  fin  addition.  In  payment 
Olore  Fort-an  partners,  including  H"dge.  began  t^.  amimulate  lx.^.  .  t  ^  received  a  10  percent 
?or  thel?  Macco  Realty  acauisltion  Inje^^^f^J^^pYR^Iiffl  to  make  the 

$385,705  to  its  officers.] 
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third  area  of  business  operations,  that  of  air  cargo  transi^ortation/"  The  rail- 
road had  never  disputed,  and  in  fact  candidly  admitted  that  it  wished  to 
become  an  integrated  transportation  company  ("a  transpoitation  department 
store")     The  basic  reason  for  the  adoption  of  such  an  approach  was  principally 
the  fear  by  the  railroads  of  the  competitive  impact  in  all  areas  but  certain  bulk 
commodities  that  air  freight  operations  would  have  on  rail  freight  traffic." 
Investment  in  EJA  was,  however,  made  in  the  face  of  existing  Federal  aviation 
laws  which  in  effect  prohibited  ownership  of  such  air  transportation  operations 
by  a  surface  transportation  company  "  (prompting  the  railroad  to  attempt  to 
avoid  these  "ownership"  prohibitions,  at  least  in  form,  by  making  their  invest- 
ment prmcipally  in  debt  securities) .  To  categorize  the  risk  taken  by  the  rail- 
road that  (1)  the  ownership  of  non-voting  securities  (primarily  debt)  would 
not  be  construed  as  "ownership"  or  "control"  of  an  air  carrier;  or  (2)  the  CAB 
would  make  a  policy  change  and  find  that  ownership  of  EJA  by  the  railroad, 
(oven  as  its  operations  were  contemplated)  was  in  the  "public  interest  and  to 
the  public  advantage"  and  not  in  restraint  of  competition ;  or  that  (3)  Congress 
would  pass  legislation  permitting  such  ownership,  as  injudicious  would,  how- 
ever, be  charitable  regardless  of  the  business  merits  of  the  objective.  As  might 
well  have  been  foreseen,  when  EJA  attempted  to  expand  its  operations  from 
Its  original  air  taxi  activities  (which  might  conceivably  have  permitted  rail- 
road ownership)  to  supplemental  carrier  status  (permitting  nationwide  passen- 
ger and  cargo  charter  operations)  the  Civil  Aeronautics  Board  denied  its  ap- 
proval and  ordered  the  railroad  to  divest  itself  of  its  entire  EJA  investment '° 
This  investment  (totalling  $21,365  million)  was  eventually  disposed  of  by  the 
railroad  in  January,  1972  for  $900,000— a  net  loss  of  approximately  $20,465 
million.  Besides  the  almost  certain  illegality  of  the  investment  objective,  and 
consequent  enormous  risks  attendant  thereto,  EJA  itself  was  just  commencing 
operations,  and  in  need  of  large  amounts  of  external  financing  in  order  to  ac- 
quire the  ]et  aircraft  needed  in  the  business  (most  of  which  was  provided  by 
the  railroad).  Certainly  there  was  little  hope  of  an  immediate  or  even  near- 
term  return  on  investment  (in  worthwhile  amounts)  in  either  reportable  earn- 
ings, or  more  certainly,  cash  dividends.  EJA,  like  the  real  estate  companies 
acquired,  was  another  example  of  extremely  poor  investment  judgment  in  light 
of  theneedsof  therailroad.51  ^ 

^or^^lfatJ7ro^otJTlf\^^^^^  '^""■''^^       C.  J.  Hodge  who  later  stated  "I 

fSt  was  not  do?ne^ts  "loh''  r"^n/n^  railroad  management  not  aware  of  whafs  coming  in  air 

T\lnllVtmL^A^,Vil'^^  l^iii'''  S.  Boyd.  Secretary.U.S.  Departi^ent  of 

reasons^:"'"^"''  launders  to  the  New  York  Traffic  Club  on  February  20.  1969.  restate  these 

short'^'perlorof '?ime  \Tr''™"wH?  hL7e 'l'lfe'°™  ^"^17"^^  transportation,  within  a  relatively 
"°^%t7m^/;Jt^o"f  »n'SiS£firi^^  ^^i^^Piu^^  ^VATW.r'\\: 
t^"^^atTnrSlst«h"KiM 

from  ownership  of  other'molles  of  ?rVr^po1?atil'"Tpp"n'd^^^^^^^  P^*""'""  ""^^'^'^^ 

-Ilecu?lvl1e?  "IX'.^^i'  ^^n^  atTotnote  33  suprL^^' 

1969.  In  ad"dUio^V1fs"?oie^Ta'''e^^^^^^^  69-10-67  entered  October  14. 

eisn  supplemental  carrier  acQUi°lHon  activltipl  ^ri,^^^^^  Including  the  pursuit  of  extensive  for- 
(before  obtaining  requisite  C?B  ann^ov/n  nnrt  ti,  ,  f  '°  actual  control  over  several  carriers 
comoanies  without  d"scIosIne  such '^oSihfo  ioter^  "ri"I«"  T"^''  ^^^^'^ 

to  lease  the  aircraft,  the  CAB  levledT  W  nf        nnn*^  receiving  authority 

"iThe  bizarrP  storv  of  the  ET4  nnrt  PRR    ro"^  on  the  railroad  (and  $5,000  on  EJA). 
chronicled  In  detail  in  numerous  instances  iSin'^^pir  7.  relationship  has  been 

merce,  Failing  Railroads  Part  2  Serial  No  oi  qn  of  ^^tPlV^^-  Committee  on  Com- 

the  U.S.  House  of  RepresVn^tatives  Commltt^^  ^^^f^t^^  ^taff  report  of 

the  Role  of  Financial  Institution's   P?J^  tt  '?p^  (The  Penn  Central  Failure  and 

Aviation.  Staff  Report  of  the  Committee  on  B^nHnl^^^n"  Central  Subsidiary  ;  Executive  Jet 

House  of  ReDresentativer91st  Co^J^  2d  W  ^^^^^  Currency,  dated  December  21.  1970.  U.S. 

see  "Is  the  Skv  the  Limit  for  the  pl'^^il d'^  >^Lnunierous  magazine  and  newspaper  articles  (ee 
ture.".  B/..«ef/ireel^°'lu^s?\6'°'9l9  &n1n7«f\°%T^ i  "End^ra  llzarrl  Vefl 
'^mericort  .4 riation,  December  23   i9fis  L  11  i  s^'A^  r^C^^  ■  ^liations  Big  Whodunit." 

Illesal  Foothold  in  Air  Transnortatton"'^ir„7?~c^^^^  Studies  Charge  That  Penn  Central  Sought 

to  Shed  Control  of  FKine  Service  "  T^n/f  L^^^^  "Penn  Central  Told 

this  report  to  go  into  these  details  ala  n  othp^  ih^t^^  J'  October  16.  J969).  It  Is  not  the  purpose  of 
EJA  was  run  by  its  ^0^  manaiemp^r^^p^  J  ^m""  *°  note  in  passing  that  the  manner  in  which 
given  to  the  operations  ^of  comp^^ef  insisted  in 'f?hJ  snp.^^'  managerial  guidance 

>.ere.  that  Of  trying  to  avoid  the\pTarLi7o7"co..'SoO.^^^  P^'^«P«  »°  existence 
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The  sole  acquisition  which  the  NYC  made,  that St^k^p^^^^^^^^^^ 

r.^;:r^xfthtt^ 

r:t^^t=^i^o-K;affi 

of  the  latter's  Flexi-Van  service  ms^tuted  m  ^^^^ 
shipping  container  used  by  the  ^YC  as  inamuacxmea  y  ^^^^ 
matter  developed  for  that  purpose  M^^voi .  t  e  N^^^^ 

tomer  of  Strick  for  other  parts  of  its  ^/  ^"tf"^^  °Sns  as  ^ell  as  an  attempt  to 
was  therefore  a  partial  integration  of  these  o^^^^^^^^ 

gain  a  greater  return  on  investment  Ho^^e^  er  because  ^  i  ^^^^^^ 

plans  Strick  too  became  an  unexpected  dram       ^^^"J^^^/^^f,^,^^^^^^^  the  expense 
Resources  of  the  railroad.  Rather  t^an  permit  cont,miecU(l^^^^^^^^^^  1 
of  rail  projects,  many  of  which  .vere  be}nf  t^irned  do^^ n^^^^^^  P 

paniesweresold.*^  .  i-,DrlTqr>q  realizing  the  mistake 

The  PCTC,  moreo^^r  ^^^^P -^^f^^^^^^  estate,  and 

that  had  been  made  by  the  PRR  m  ^9^^^^^^^^^^^^^^  ^^s  EJA  venture  by  that 
beginning  to  forceful  y  understand  the  illegali  y  ot^u^  acquisition  of  Kayser- 
time,  concentrated  its  initial  diversification  efforts  on  tne  acqi  consumer 
Roth,  the  nation's  leading  ^PP^^^l  "^^^i;^/ ^^^^^^^^  apparently  for 

good  field.  The  refined,  or  perhaps  "^J^^Jff!  .f^'^f^^^  set  forth  by  S.  T. 

fhe  first  time)  fundamental  ^^f^^^l  p^TC  Board  iTconnect  with  the 
Saunders  in  his  remarks  made  to  the  ^,^'|.^  ,^^''^7note— reflecting  attempts 
consideration  of  the  Kayser-Roth  proposal  J^b^  sufficiently 

to  eliminate  mistakes  of  the  Past  (  •  estate  developm 

large  and  established  financing  de- 

companies  and  EJA  were  an  y"'p"'6  .  u/fN^ansportation  companies  . .  • 

mands  and  unstable  earnings  V^^^ovm^'^'^sl^^^  lonfliSt  with  certain  anti-trust 
are  not  prime  candidates  because  «^,P«^^^J\^^^^^^^^  are  obvious  advan- 

theories  and  regulatory  P°  l^^^f,,  ') For  the  purposes  of  analysis 

tages  in  using  securities,  rather  than  ^^^n  ;  '  ^  .  ^  Kayser-Roth  transaction 
it  would  have  been  useful  to  compare  terminated  dis- 

with  the  other  diversification  efforts.  But  Kayser  Kotii  omc 

cussions  in  October,  1968.  ^^^,^„f  intpresfi  in  Madison  Square  Garden 

The  PCTC's  investment  (23  P^^^^^^*  ^I^f^^^^^^^^^  investment  pattern  (i.e. 
Corporation,  rather  than  adding  ^^^f^^T'^^^^^^  therefrom,  represented 
reaf estate  operations)  .-//A-^-f  stock  inteJest  in  its 

primarily  an  opportunity       ^he  raiiroaa  lo  l  ,      •    station  m  New 

b     ttt         rsipa^     p>»t  had 

over  the  site  of  the  railroad  -Wjary^s^^^^^^^      .  ^ 
o,  S^;ih^°e»KlS  Sl^nVttt  "hot.o™?a  slbsidiar,  Ro.a,  Pe- 

   ^  .  miiHrtn   seven  more  requests  totaling 

"Beginning  November  23.  1966  with  a  request  for  $1^  m^^  ^^^^^^  b/'?." -JL^^rmT" 

cash  dividends  received  from  the  acquired  company. 
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troleum  Corp.),  consummated  in  February,  1970  not  by  the  railroad  itself,  but 
by  the  Penn  Central  Company,  established  in  1969  as  the  holding  company  ve- 
hicle through  which  the  merged  company  would  pursue  its  diversification 
eflforts."  Acquisition  of  Southwestern  appears  to  have  been  made  in  an  effort 
to  integrate  the  railroad's  Buckeye  Pipe  Line  Co.  subsidiary  and  make  its 
operations  more  profitable,  as  well  as  to  gain  the  additional  consolidated  income 
of  Southwestern  and  its  subsidiary. 

Financial  Results  of  Diversification  Program 

The  actual  financial  results  of  the  railroad  (and  its  predecessor  companies) 
diversification  programs  in  terms  of  reportable  income  and  rate  of  return  on 
investment  are  shown  in  the  following  tables.  Care  must  be  exercised  in  making 
definitive  conclusions  based  on  the  data  presented  therein,  however,  since  the 
front-ending  of  profits  by  the  real  estate  subsidiaries  significantly  overstated 
reported  net  income,  especially  during  1968-1970. 

SUMMARY  OF  EARNINGS  OF  SELECTED  NONRAIL  ACQUISITIONS 


Plus  dividends/Interest  paid  on  equity/         Percentage  return 

debt  securities  used  in  purchase  price            reported  only  Per- 

Average   centage 

investment                      Total         Average  Percent            Total         Average  return 


PENNSYLVANIA  RR. 
(1964-67) 

Buckeye   ....$100,671,478  (3.44)   $32,561,039      $9,451,998       9.4  $43,887,916  $12,732,202  12  6 

Great  Southwest  Corp             20,360,928  (3.523)   8  062  432  2  288  511  11  2 

Arvida  Corp....                     22,446,784  (2.436)         936,327          384,371       1.7  1,093,645  '448,'951  2!o 

Macco  Realty....                    40,516,391  (2.386)    12,605,373  5,283,056  13.0 

Total  average  annual 

investment               183,995,581                                    17,407,936       9.5  .  .  20,752,720  11  3 

Total  investment  (end 

0(  1967)  ...  197,977,432               54,165,171     65,649,356   


N.Y.C. (1966-67) 


P.C.T.C.  (and  Penn  Central 
Co.)  1968-69 

Buckeye                              100,671,478  18,445,128       9,222,564       9.2      24,973,874      12  486  937         12  4 

GSC'                                 59,188,677                                                               43,742,637      21,871,319  37.0 

Arvida                                  24,359.758  1,736,452          868,225       3.5       2,194,243       1,097,122          4  5 

Macco  Realty  (1968  only)          40,563,039     20  994  190  51  8 

Strick  2  (1968  only)   15,000,000   "      2,341,025  15  6 

Total  average  invest- 

.^ment....  ....  212,001,427                                 44,129,717      20.8    47,622,986        22  5 

Total  Investment  (end 
of  1969)   220,  569,  432 


18,  445, 128 

9,  222,  564 

9.2 

1,  736, 452 

868,  226 

3.5 

87,  259,  432 

44, 129,  717 

20.8 

144,  687,  877 

27,  121,304 

14.7 

8,  513,  537 

8.5 

336.688   

20,  943, 577 

3,  618,  207 

1.8 

2,782,014  18.6 


TOTALS  (1964-69) 

Average  annual  investment...  184, 122, 987  _.     27,121,304      14.7  30  731  484         16  7 

Total  investment  (end  of  ... 

1969)  3    220,569,432 

P.C.T.C.  (and  Penn  Central 

Co.)  1970 

Buckeye    100,671,478  8,513,537  ....   8.5      10,145,689  10  1 

^^y-r-    95,538,196       (131,984,808)     .  (138.2) 

Arvida    24,359,758    63  649  (  003^ 

Southwestern  Oil  Refining        ^  ""^ 

Co   __   26.198,000 

TOTALS  (l%4-70) 

age  Annual  Investme 
investment  (end  of 

1970)  3....    274,464,432 


Average  Annual  Investment..  204, 170, 355    3,618,207       1  8  6  991  153         3  4 

Total  investment  (end  of   " '  ' 


'  Includes  Macco  Realty  Co.  1969-70. 
2  Sold  in  December,  1968. 

'  Excludes  results  ot  Madison  Square  Garden  (investm  nt  of  $27,697,000  or  23  percent  of  total  outstanding  equity)  which  were  not 
^''''A"''??'*?  '""^^  °  P^''^"'  corrpany.  (Earnings,  however,  for  Madison  Square  Garden  lor  the  fiscal  year  endlne  Mav  31  wars 
$1,081,000  for  1968  and  $4JO,000  for  1970  with  a  loss  o(  $1,2j4,000  for  1969.)  ^  ' 

>  Not  consolidated  with  earnings  of  parent  company  (Penn  Central  Co.) 


company*  ^'         l^ereln  for  a  more  detailed  discussion  of  the  reasons  for  formation  of  the  holding 

M  One  of  the  original  reasons  Buckeye  Pipe  Line  was  available  for  acquisition  was  that  it  was  one 
of  the  few  pipeline  companies  not  owned  by  a  major  oil  producer. 
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PERCENTAGE  RETURN  ON  TOTAL  INVESTMENT  BY  «A.LROAO  (AS  0^        BY  REPORTED  EARNINGS  OF  SELECTED  NONRA.L 


Total  Percentage 
Gross         reported  L«s  investment 

•  .t  o^rninO<:  lllUldendS'  I'ei  leiUlll 


J  investment         earnings  dividends 

Acquired  company  and  year  inveiime.u 


Buckeye  Pipeline  Co.  (100  percent)  [purchased  July  24, 

19641:                                                       iinn  671  478  $7  055  850  $1,529,785  $5,526,065  10.6 

ISU  *  00  671  478  11,227,550  3:  267,542  7.960,008  7  9 

1965  - -     00,67   478  12  425,130  H^'Hl  M?S'?^?  l  \ 

1966  -                           ■-   100  671  478  13,179,386  3.264."?  10 

1967  -   inn  R71  47R  13  322  756  3,264,441  10,058,315  lu. 

19681                                                   -    °oo'671  4  8  1,651.118  s',  264',  305  8,386  813  8  3 

1969  loo; en; 478  lo;  145, 689  1,632,152  8,513,537  8^ 


79,007,479      19,487,882  59,519,697  

A^g™«iniist;iienK:::::::::::::::::::;-"'iM^^^^   - ---  79:232:154 " 9:2' 

Average  annual  earnings  (6.447  years)   


6.4 

7.1 


Great  Southwest  Corp.  [controlling  interest  purchased 

June  24, 1964|:  15  272  240         501,387  ..  -  

1964  -   2l' 405' 157       1,520.005    ---  , !>■  J 

1965     22  383  157       2,268,453   -   JH 

1966  -  - 22  383  157       3,772,587  -  -  

1967   - 22,829,157       9,000,887    -   %l^ 

1968   95  538  196    <  34,741.750     -(138  2) 

1969  -  —    95  538  196  4(131,984.808)....    -{liS.i) 

1970  -   '  " 


Average  gross  investment  -            42,192,751   1 1 1 1 1 " ' (12: 38i: 066)  - (29. 3) 

Average  annual  loss  (6.523  years)  

„«,.>.,  -   ....,->  -'if 

1969  -■-  ::::::::::::::     63,649         o      63,649  ^ 

" —  ■  3,351.537         615^109  2^736,428   

'^"A^e^ai^iiViiniest.T.^v:;::::^^^^     "  "'503:390 "  i'-i" 

Average  annual  earnings  (5,436  years)   


Macco  Realty  Corp.  (99  percent)  controlling  Interest 
purchased  August  13. 1%51,  and  Macco  Development 

Corp. (80  percent).':  40  433  094  453.532 

1965  - 40:563.039  4.414.829      ,g- 1 

1966....    40  563  039  7,737,012  -   -  'j^' J 

1967  - 40  563:039  20,994,190  ..   -^i:^ 

1968  -  -    


2.9 
10.9 


   33,599,563  ..    -  

™w"a"ge"i'n"nVa"rinvVstme"nV.v:::::::::-----'--  40,530,553  —  ::::.""""9:923;ii4' 

Average  annual  earnings  (3.386  years)  -   


24.5 


Strick  Holding  Corp.  (100  percent  purchased.  Nov.  1, 

1966):  15,000,000         886,880   -   ^ 

1966   15  000  000       2,376,511  -   }|-6 

1%7  -   15  000  000  2,341,025      

1968     


5,604,416    -  

I^^anni^inVe^tn,^.-::::;^:------"    -^j^i^i^^^ZZ^ 

Average  annual  earnings  (2.713  years)  

Madison  Square  Garden  Corp.  (23  percent  acquired  by 

PCTC  December  1968):  27  697  000  («)  '   -  " 

1%8   - "     27:697,000  (')    

1969  ---  -   27,697,000  (»)  ---   

1970  -   '   


?7  RQ7  000 

Average  annual  investment......... ^'.o"."" 


As  shown  more  particularW  by  the  above  taWes^tte  «sute  o*  t^e  .^i-,-;-. 
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million  in  average  total  reportable  earnings)  on  an  average  total  annual  invest- 
ment of  $183.99  million.  The  NYC,  on  the  other  hand  realized  an  18.6  percent 
average  return  ($2.78  million  average  annual  earnings)  on  its  Strick  investment 
($15  million)  in  1966-67.  The  Penn  Central  Transportation  Company  realized 
a  22.5  percent  average  return  ($30,731,484  in  average  annual  reportable  earn- 
ings) on  its  inherited,  and  partially  supplemented  investment  of  $184.12  million 
in  the  same  nonrail  acquisitions  in  1968-1969.  Overall  the  combined  results  in 
the  period  1964-1969  reflected  an  average  return  of  16.7  percent  ($30,731,494  in 
average  total  annual  reportable  earnings)  on  an  average  total  annual  invest- 
ment of  $184.12  million. 

Total  reported  earnings  from  the  nonrail  acquisition  earnings  for  the  same 
period  amounted  to  $163.16  million,  $65.65  million  of  this  amount  was  earned 
during  1965-67  by  the  nonrail  acquisitions  of  the  PRR,  $3.26  million  by  Strick 
for  the  NYC  m  1966-67  and  the  balance  of  $94.25  million  while  under  merged 
company  ownership  in  1968-69. 

Quite  obviously,  the  railroads  were  reasonably  successful,  in  the  1964-1969 
pre-bankruptcy  period,  from  the  standpoint  of  reported  income,  in  obtaining  a 
good  return  on  their  investment."  However,  while  the  program  objective  of 
generating  additional  earnings  to  offset  rail  operations  was  successful  it  also 
had  the  undesirable  effect  of  covering  over  the  failing  rail  condition.^^ 

Total  Diversification  Investment  Relative  to  Reinvestment 

IN  Rail  Plant 

The  following  tables  place  into  perspective  the  relative  amounts  expended 
by  the  railroad  on  (a)  its  diversification  program  and  (b)  its  own  rail  plant: 

TOTAL  CASH  INVESTMENT  IN  DIVERSIFICATION  PROGRAM  RELATIVE  TO  TOTAL  REINVESTMENT  IN  PLANT  (1963-67) 

P.R.R.  AND  N.Y.C. 


Total  cash  investment  in       Total  reinvestment  in 

diversification  program  i  plant '  Percent 


P.R.R. 

Year: 

1964   -   $28,303,000  $205,384,912  13.8 

ilct -    19,619,768  268,681,436  7.3 

1966     56,083,391  366,014,140  15.3 

1967 -   19,935,342  342,400,175  5  8 

- -    --  15,558,759  260,095,335  6 


Year: 
1966. 
1967. 


Total  

N.Y.C. 


Total. 


139, 500, 260 

1. 442, 575, 998 

9.7 

2,  997,  000 
21,  440,  000 

230,  235,  645 
200. 468, 533 

1.3 
10.7 

24,  437,  000 

430, 704, 178 

5.7 

equitV/debt''seVuri?iefisl,^^^^^^^  commissions  and  tees  paid  in  connection  with  acquisition;  dividends/interest  paid  on 

of  c^endar  year  ^        acquisition  purchase  price;  net  increases  (decreases)  in  loans  and  advances  outstanding  at  end 

'  Includes  all  capital  and  maintenance  (road  and  equipmenO  expenditures. 


^„iZ7^tJ^^^  effective  earnings  column  shown  in  the  tables  (netting  out  dividends/interest  nald  on 
fowe/net  rJnrn""  n""^  issued  as  part  of  the  purchase  price)  is  also  of  interest  and  of  cour4  re^^^^^^ 

foXer°y  shcfwn  in  part       th^^^^^^  %  majority  owned  and  controlled  companies  which  were 
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TOTAL  CASH  INVESTMENT  IN  DIVERSIFICATION  PROGRAM  RELATIVE  TO  TOTAL  REINVESTMENT  IN  PLANT  (1963-€9), 

P.C.T.C.  AND  PREDECESSOR  COMPANIES 


Year 


Total  cash 
investment  in 

diversification  Total  reinvestment 

program"  in  plant'  Percent 


$28. 303, 000  $374, 412, 811  7. 6 

1963  -  - - ---          19  619,768  476,426,014  4.1 

1964  ---  -  -  -  ---- --- 56  083.391  572,514,308  ?.8 

1965  -  -  -  - 22  932  342  572,635,820  4.0 

1966    -  -                                 36  998  759  460,563,868  8.0 

1967  -  -  - 22' 089,  381  449,830,258  4.9 

1968  ---  -  - 15  207  012  530.049,112  2.0 

1969    '.  — 

201, 233, 663  3, 436. 432, 191  5. 7 

Total     -  - -           1  968  820  516,809,429 

am                                         .-.^^^^-^  •   

Includes  all  capital  and  maintenance  (road  and  equipment)  expenditures. 

CAPITAL  EXPENDITURES 
PENNSYLVANIA  AND  NEW  YORK  CENTRAL;  1946-67  ' 
(In  millions  of  dollars] 


Year 


Pennsylvania 


New  York 
Central 


Year 


Pennsylvania 


1%7  2. 
1966.. 
1965.. 
1964.. 
1963.. 
1%2.. 
1961.. 
1960. . 
1959.. 
1958.. 
1957.. 


114.7 
197.4 
244.2 
100.8 
82.4 
63.0 
60.9 
155.9 
125.2 
53.8 
97.7 


69.1 
95.9 
■107.9 
81.3 
39.5 
40.2 
32.0 
39.6 
28.7 
18.2 
114.2 


1956. 
1955. 
1954. 
1953. 
1952. 
1951. 
1950. 
1949. 
1948. 
1947. 
1946. 


92.4 

69.0 
41.0 
80.5 
123.3 
215.6 
87.8 
105.8 
106.3 
52.7 
33.7 


1  Includes  leased  lines.      ,      ^      .  . 

2  Excludes  expenditures  on  leased  equipment. 

Source:  ICC  Form  A,  Railroad  Annual  Reports. 

TOTAL  MAINTENANCE  EXPENDITURES;  SELECTED  RAILROADS;  1958-70' 
[In  millions  of  dollars] 


New  York 
Central 


79.3 
39.6 
39.1 
88.0 
148.4 
125.7 
70.6 
100.5 
90.2 
48.4 
41.2 


Penn 

Central  '  Pennsylvania 


New  York 
Central 


Baltimore  Chesapeake 
&  Ohio  &  Ohio 


Southern 


1970-. 
1969-. 
1968.. 
1967.. 
1966.. 
1965.. 
1964.. 
1963.. 
1962. 
1961. 
1960. 
1959. 
1958. 


651.2   -  -- 

473.3    -  

427.6    ----- 

421.  0  243.  5  177.  5 

421.8  239.3  182.5 
416  1  237.1  179.0 
4{8  4  239.1  179.3 

420.9  236.0  184.9 
435  2  247.5  187.7 
418.5  232.7  185.8 
449  0  246. 6  202. 4 
465  5  262.6  202  9 
437.  2            252.  0  185.  2 


138.2 
126.8 


123. 
114. 
114.3 
108.2 
107.2 
112.4 
73.6 
114.8 
114.5 
117.  0 
107.6 


139.5 
133.4 
122.1 
118.5 
115.4 
U1.2 
113.7 
131.3 
108.0 
100.6 
105.6 
101.4 
97.2 


133.6 
117.6 
102.0 
86.8 
87.2 
87.8 
87.1 
80.9 
79.4 
78.0 
75.9 
77.2 
81.4 


1  Pro  forma  combination  of  Pennsylvania  and  New  York  Central ;  1958-67. 
Source;  Moody's  Transportation  Manual. 
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TOTAL  REINVESTMENT 

IN  PLANT,  I9C0-69-^ 

(CAPITAL  1 

AND  MAINTENANCE- 

-ROAD  AND 

EQUIPMENT-EXPENDITURES) 

N.Y.C. 

P.R.R. 

P.C.T.C. 

Year 

Amount 

P6rc6nt 
increase 
(decrease) 

Amount 

Percent 
increase 
(decrease) 

Amount 

Percent 
increase 
(decrease) 

1960   

190, 175,  444 

253,469,515 

443,  644.  959 

1961  

1962 

1963  

1 30*1  

1  OC^ 

1966   

1967...  

1960-63  

173,500,982 

(8.8) 

219,711,  508 

(13.7) 

393, 212, 490 

(7.7) 
27.2 
20.2 
0. 02 
(19.6) 

171  923  673 
169',  027]  899 
207,  744,  578 
206,  500,  168 
230,  235,  645 
200,  468,  533 
704,  627,998 

n.O) 

22.9 
(6) 
11.5 
(12.  9) 

0'3'3  C'j?  con 

^JJ,  Dj/,  DSU 

205,384,912 
268,  681,436 
366,014, 140 
342,  400  175 
260,095,335 
912,203,625 

12. 9 
(12.1) 
23.6 
36.6 
(6  4) 
(24.  0) 

405,  561, 363 
374,412,811 
476,  426,  014 
572,  514,  308 
572,  635, 820 
460,  563, 868 
1,616,831,623 

1964-67  _  

1968  

844, 948, 924 

19.9 

1,237,191,086 

35.6 

2,  082,  140,  010 
449,  830, 258 
530, 049, 112 

(28. 8) 
(2.5) 
20.1 
(2.5) 

516, 809, 429 

>  Includes  new  equipment  purchases,  reconstruction  of  old  equipment  expenditures  and  capital  improvement  and  betterments. 
1968-197"'  "^"""'^  submitted  by  N.Y.C.  and  P.R.R.  to  ICC  for  calendar  years  1960-1967  and  P.C.T.C.  for  calendar  years 

As  can  be  seen  from  the  above  tables  the  amounts  expended  on  the  diversi- 
fication program  of  the  railroad (s)  were  small  when  compared  to  the  cash  funds 
which  the  companies  continued  to  reinvest  in  the  rail  plant.  On  a  combined 
•^^sis  (PRR  and  NYC)  the  total  amount  invested  in  non-rail  acquisitions  aver- 
aged but  5.7  percent  of  the  amount  expended  on  capital  and  maintenance  (road 
and  equipment)  expenses  over  the  period  1963-1969.  The  maximum  spent  in 
one  year,  $56.08  million  in  1965,  amounted  to  only  9.8  percent  of  total  capital 
and  maintenance  expenditures  by  the  combined  railroads  for  the  year.  Looking 
at  the  predecessor  companies  individually,  the  1965  figure  still  amounted  to 
but  15.3  percent  of  the  total  funds  employed  by  the  PRR  for  capital  and  main- 
tenance projects  for  the  railroad  itself.  Moreover,  that  same  year,  the  PRR 
increased  its  capital  expenditures  126  percent  from  approximately  $80  million 
to  $180  million.  Furthennore,  while  the  PRR  was  in  the  midst  of  its  diversi- 
fication program  m  1964-1967,  it  was  increasing  its  total  rail  capital  expendi- 
tures 201  percent  from  $162.3  million  to  $488  million  in  comparison  to  the 
four  year  period  1960-1963. 

The  merged  company  itself  expended  a  much  smaller  part  of  its  funds  on 
diversification-related  costs  in  comparison  to  total  amounts  spent  on  total  capital 
and  maintenance  expenditures  than  did  its  predecessors  (4.9  percent  in  1968 
and  only  2  percent  in  1969).  Furthermore  total  amounts  reinvested  in  the  rail 
plant  rose  20.1  percent. 

It  would  be  impossible  at  this  date  to  measure  the  return  achieved  on  the 
total  sums  reinvested  m  the  railroad  itself  other  than  to  note  that  there  seemed 
to  be  little  noticeable  effect  on  rail  operating  results— which  continued  to 
decline  at  nearly  all  times  during  the  period.  On  the  other  hand,  the  amounts 
invested  in  the  diversification  program  achieved  far  greater  reported  returns  in 
the  1963-1969  pre-bankruptcy  period,  accounting  for  substantial  parts  of  re- 
ported consolidated  income  during  that  time. 


414 


TOTAL   INXOME   FROM   DI\'ERSIFICATION   PROGRAM   RELATIVE  TO  RAILROAD  INCOME 

The  substantial  effect  which  earnings  from  non-rail  acquisitions  had  upon 
coiisolidated  income  for  the  railroad(s)  for  period  1964-1969  is  demonstrated  in 
the  following  table : 

EARNINGS  CONTRIBUTED  BY  SELECTED  ACQUIRED  NONRAIL  SUBSIDIARIES  TO  CONSOLIDATED  EARNINGS  OF  RAILROAD 

(1964-69) 

 ^  ~  Contribution  to 

consolidated 

Gross                                           earnings  (per 
Year  and  company   revenues  m  earnings  share) 


^'"Buckeye  Pipe  Line  (100  percent)   -  ^'VnMl'fs? 

Great  Southwest  Corp.  (63  percent)   (■  2)  7, 725, 591     ^  ^ 


1970:                                    „  (in  10.145,689 

Buckeye  Pipe  Line  (100  percent)     )  '  n31  984  808) 

Great  Southwest  Corp.  (90  percent)   ■  53  549 

Arvida  Corp.  (59  percent)      ' 


Total  

Consolidated  total. 


(u)  (15)  (121,775,470) 
(>')  (X)   


Total  (Percent  0.  consolidated  figure)                               ^  ^37,689,938  (4%)       l^.  S^.  W  ^-55  (13%) 

("KK;    -     '     

'^^^Buckeve  Pipe  Line  (100  percent).                                                     357  11.  227.  550  .  81 

Great  Southwest  Corp.  (73  percent)                                         17.  711.  929  1,  520.  00b  .  1 

Arvida  Corp.  (51  percent)   ^/     ^' s?^' 887  ^737  996  05 

^il^a^^gn/^CT^ercent):::;:;::::::::::::::::-"-'^-^^^  Wc^a^:^^)  (Q^) 

To^(Percentotconsolidatedngure)...._.,..,--.--...-,.^^  (5%)      13.056.277  J4  (19%) 

'''^Buckeye  Pipe  Line  (100  percent)-..                                        3|,  661, 031  12  425  130  .89 

Great  Southwest  Corp.  (80  percent)                                          ^IfA  fA  613  486  04 

Arvida  Corp.  (59  percent)....   -  --  4  414  829  31 

Macco  Realty  Corp.  (99  percent)                                               23,  2M,  8/3  0  505  441  .04 

IMacco  Development  Corp.  (80  percent)]                                                                 ^  ■ 


20,227,339  1.44  (22%) 


ToUI(Percento,consondatedf^ure).......---^  ^  J5,993,097     (7%)  20,227,339  


Strick  Holding  Co.  HOC  percent!  (Percent  of  consol.  figure).....  M.  957, 406  (7%)     0)  886.  880  ^.13  (1%) 

'''^Buckeye  Pipe  Line  (100  percent).     32  156,370  13,179,386  94 

Great  Southwest  Corp.  (80  percent)     ??'nisqM  624  969  .04 

Arvida  Corp.  (59  percent)     ---  ^^H??  7  737  012  -53 

IVIacco  Realty  Corp.  (99  percent)   ^6, 187,  377  /.  H'.  ui': 


Total  (Percent  0.  consolidated  figure)                                ^  109.246.724     (^c)  ^^^2,.m.f^^  1-78  (41%) 

(PRR)     --•  '  

Strick  Holding  Co.  |1C0  percent]  (Percent  of  consol.  figure).....     ^68,  539,  303     (8%)^^^^  ^^2,  376,|U  i".!^  ^^^^^^ 

(NYC)       ' 

^'^^buckeye  Pipe  Line  (100  percent).                                         xfo'X               'I'mW  J? 

Great  Southwest  Corp.  (80  percent)                                       '  3  649  000                  1  426  806  .  05 

Arvida  Corp.  (59  percent)..    --      il' iiV                20' 994  190  -87 

Macco  Realty  Corp.  (99  percent)   -  -      84,535,%1                 2  341  025  .10 

StrickHoldmgCo.il       '  ' 


Total  (Percent  of  consolidated  figure)......   ^^to^.^OO  ^'"'"^      ^."i'.OoS               3.^  ^''^"^ 

(PCTC)                                                     ""     "  "         '      '  — 

'''^Buckeye  Pipe  Line (100  percent)..                                       ,Z'l\lZ  sl'^^SO 

Great  Southwest  Corp.'i  (90  percent)                                    'n  ioa  Aan  767  437  .03 

Arvida  Corp.  (59  percent)   -  —                   11,488,480  (m  (787  292)               (  03) 

[Strick  Holding  Co.].                                                                   "  w  v     .     /  _ 


cSiSto'tar"'''''''"''''  fi8"^«)   --  2,  252:  726!  000  (121]  612:  OOP)  -(^"^^) 


I  Purchased  July  24, 1964. 

J  Includes  only  appropriate  portion  after  date  of  acquisition. 

3  Purchased  June  24,  1964. 

<  Purchased  Julv  26.  1965.  ,„^c 

s  Controlling  interest  purchased  Aug.  13,  1965  ,„  Realty  Corp  acquisition  in  1965  and  which  owned  98 

6  80  percent  owned  PRR  subsidary  incorporated  specifically  to  rnake  Macco^ 
percent  of  the  latier.  Assets  consisted  solely  of  equity  securities     "2"°  ''^i;?:„Vnr^^^ 

■  See  footnote  6  above.  Macco  Development  Corp.  was  merged  into  Macco  Realty  Corp.  in  13b/. 

'  ttexIraoTdinary  charge  of  $H9,525,0O0  for  co^ts  and  losses  incurred  upon  mer^er^ 

10  Before  extraordinary  charges  of  ^129JO,«^376,  l^c  udmg  $125  896,985  fo^^  ^^1^     D,,ember  1958  for 

II  The  Drincipal  operating  companies  of  Strick  Holding  Co..  Strick  corp.  ana  ' 

^^^i^^nirS  R^L^tX:  ^^tg\"d^rfr„5Twn^  trSl^^l'^:^^^^^.  corp.  .  March  1969  and  accounted  for  on 
'  r^htl  t'a^e^ptya'bTe' on  sale  of  Strick  Corp.  and  Transport  Pool,  I  nc.  (see  footnote  11  above)  and  paid  by  PCTC.  Obligation  originally 
that  of  Strick  Holding  Co.  which  was  merged  into  PCTC  in  1969. 
»  Consolidated  report  never  issued,  figures  unavailable. 
"  Loss. 


415 


As  can  be  seeji  from  the  above  table,  by  1967,  income  from  its  non-rail  ac(jui- 
sitions  amoiuited  to  41  percent  of  the  consolidated  earnings  of  the  PKK.  Moie- 
over,  that  same  year,  Strick  alone  accounted  for  22  percent  of  the  reported 
consolidated  income  for  the  NYC.  In  1968  income  from  these  subsidiaries 
amounted  to  ovei-  half  (52  percent)  of  the  PCTC  consolidated  income  (or  $1.94 
per  share  of  the  reported  $8.74).  In  1969.  despite  the  sale  of  Strick  the  year  be- 
fore, income  from  the  remaining  non-i-ail  acquisitions  amounted  to  $1.98  per 
share  in  comparison  to  a  consolidated  loss  of  $5.44  per  share.  Tlie  importance  of 
the  railroad's  diversification  efforts  to  its  reported  consolidated  earnings  posi- 
tion is  thus  apparent. 

Diversification  as  a  Policy 

In  theory  diversification  is.  briefly,  viewed  by  its  advocates  as  an  effective 
carrier  self-help  tool  by  which  management  through  investing  in  non-rail 
businesses  having  a  greater  rate  of  returji  and  consolidation  of  these  earnings 
with  those  of  the  pai-ent  company,  can  bring  about  an  overall  improvement  of 
earnings  (as  well  as.  with  the  proper  investment,  cash  flow  also).  In  addition  to 
providing  earnings  the  carrier  would  not  otherwise  possess,  the  acquisition  of 
more  readily  capitalizable  assets  further  improves  the  carrier's  access  to  capital 
markets  in  order  to  finance  rail  projects,  while  at  the  same  time  serving  the 
stockholder  interests  by  helping  to  prop  up  un.satisfactory  carrier  income. 
Proponents  also  argue  that  through  diversification  a  railroad  can  add  growth 
assets  with  potential  for  even  increased  future  earnings  to  the  lailroad  which 
can  be  of  further  benefit  by  not  only,  providing  income  to  deficit  or  marginal 
situations,  but  by  offsetting  declines  of  otherwise  healthy  rail  operations  re- 
sulting from  cyclical  downturns  in  business  or  inflationary  pressures. 

For  railroads  with  declining  or  marginal  rail  operations  diversification 
has  been  viewed  as  a  virtual  necessity  in  maintaining  viability.  (Several,  includ- 
ing the  Missouri.  Kansas  and  Texas  Railway  Co.  and  the  Chicago  and  North- 
western, have  resorted  to  wide  use  of  acquisition  programs  in  an  attempt  to  ac- 
complish this  objective.)  For  some  carriers,  diversification  has  been  seen  by  the 
management  as  not  simply  a  means  of  partial  assistance,  but  the  only  alternatiA-e 
to  bankruptcy,  and  if  viewed  from  a  survival  standpoint,  its  employment  must 
certainly  be  accorded  serious  consideration."^ 

An  evaluation  of  diversification  as  an  effective  policy  in  the  PCTC  case 
IS  inconclusive  from  an  overall  standpoint  because  of  the  poor  application  of 
the  theory  to  the  principal  investments  (i.e.  real  estate  development,  EJA). 
However,  in  the  period  1964-1969.  prior  to  the  banlcruptcy.  such  investments 
appeared  to  be  of  some  value  to  the  railroad  (s).  achieving  "a  substantial  return 
and  a  modest  return  in  terms  of  cash. 


THE  SPECIFIC  PROGRAM — COSTS  AXD  BENEFITS 

The  reported  earnings  benefits  achieved  in  1964-1969  have  already  been 
described.  There  were  of  course  other  related  effects  of  the  diversification  pro- 
gram on  the  railroad  which  are  set  forth  at  this  point : 

E fleet  on  cash  shortage 

The  first  of  these  is  the  effect  that  the  acquisition  activities  had  upon  the 
railroad (s)'  already  existent  cash  shortage  position.  Although  there  was  an 

«hfai^?i^f'"*'^*°w^  ^""T  tlie  (Jiverslflcatlon  theory  argue  prlnclpaUy  that  (a)  railroads  with  earnings 
obtained  from  conglomerating  will  avoid  making  decisions  necessary  to  resolve  the  existing  national 
pnrnfn!)Iw.'l^?ll*'"i^  such  a  decision  entails  a  compromise  to  their  own  competitive  (and  therefore 
^^y^  n^-^k'"^^"'''".!''-^-  freight  car  supply  situation,  resolution  of  a  national  merger  pattern,  etc.) 
^Hn  hp  M.on*,\T.°.  -^•'''■"'"^l"'"*'  ^'""erated  non-rail  investment  projects  with  a  greater  rate  of  return 
T»i,.ic  ?  P'^'^F''?'  the  necessary,  but  lower  return,  rail  projects.  See  copy  of  speech  given  by 
llon^rr^mlc\2l^^^^^  ^"^"^  P'^^lfi^  RaUroad  Co  .to  the  Mlnne'^ 
ttndTrn  VVh  hu  ^/^^'■'^r.^-i!,^''^-  'l/l^ed  5/26/69  by  J.  Langdon  to  S.  T.  Saunders  at 
it  ifnn}  n?rp?c„.\^^V  f  'l^^'  '^'^^o'^-ites  of  diversification  deny  these  propositions  responding  that  (a) 
It  Is  not  necessary  to  cline  to  novertv  n«  fhp  r>nitT  cti.„.,i„c      „.^i„4  „ii  many  indi- 

they  assert  that 
-and  considerable 
may  well  be  the 

^'";"«'„„«'"'^Vi:"^  ^T,',  ""';  "X"'-  'Prrer  oaten  from  W.  B.  .Tohnson    Chairman  and  Chief 

Rn.TrnoHl  ?^''"',  "^'"^^'^  CfntvRl  Railroad  to  T.  M.  Goodfellow.  President  Association  of  "merican 
Railroads  See  also  memo  dated  7/22/69  from  W.  R.  Gerstneck-er  Vice  President  and  Teasurer  PCT^ 
to  Basil  Cole,  Vice  President  Administration.  PCTC— Appendix  D.  Exhibit  35  P  55.3  )  ' 
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""^'"ThXwo^mg  tables  demonstrate  the  net  cash  effect  on  the  railroad(s)  as 
the  result  of  diversification  activities : 

SUMMARY  OF  CASH  RETURN  ON  SELECTED  NONRAIL  INVESTMENTS 


Average 
cash 

investment  Total/average 


Cash 
return 


P.R.R.  (1963-1967): 
Buckeye  Pipe  Line. 


»3U  88,503,  TotaL,  y      y  '^fS;'^, 


GSC  

Arvida  

Macco  Realty. 


(3.4*7)  Average. 
22,989,152  Total... 

(3.523)  Average. 
13, 675,  224 


285,614  . 
81,071 
0 

1, 479,  357 
619, 552 


Total  average  annual  investment 
Cash  investment  (at  end  of  1957). 
N.Y.C.(1966):Strlck  


(3. 436) 

44,955,103  Total.  

(2.386)  Average  

118,807,982   Average  annual  cash  return   22  679  67 


P.C.T.C.  (and  Penn  Central  Co.)  (1968-69): 
Buckeve  Pipe  Line   — 


133  271,  968  Total  cash  return 
21,  217,  UUO  Total... 
(1. 173)  Average 


GSC. 


Total  

Average. 
Total.... 
Average. 


Arvida.  ---- 

Macco  Realty  (1968  only). 
Strick  (1968  only)  


Total  average  annual  investment  

Total  cash  investment  (at  end  of  1969). 

P.C.T.C.  (and  Penn  Central  Co.)(1970) 

Buckeye  Pipe  Line  

GSC  -    --- 

Arvida.  -     -- 

Madison  Square  Garden  Corp.. 
Southwestern  Oil  Refining  Co.  (acquired 
by  Penn  Central  Co.). 

Totals  (1963-70): 

Average  annual  cash  investment.. ..  .  

Total  cash  i  nvestment  (at  end  of  1970) — 


46, 982, 956 

51,240,917 

20, 995, 139 
53,  537,  589 

24,437,000   - 

158, 306, 30"'  Average  annual  cash  return. 
119, 219, 012  Total  cash  return.  


671.. 
1,223,241 
1,042,832 

12,600,000  .. 
6, 300, 000 
1,533,253  .. 
766. 627 
0 

570, 892 
689, 902 
1  (5,  489,  902) 
7,697,024 
1  (9,639,224) 
15.394.047  . 
1  (19,278.448). 

3, 100, 000 
0 
0 
0 

400, 000 


50,247,260   -  -   " 

93,009,711   -   - 

22,566,492     

6,697,000   -  

336,688   

138, 363, 992  Average  annual  cash  return..   7, 452, 569 

172,520,463  Total  cash  return   /fo 


1  Includes  liquidating  dividend  of  $4,800,000 
PERCENTAGE 


paid  before  merger  of  Strick  Holding  Co.  into  P.C.T.C.  in  December  1969. 
CASH  RETURN  ON  SELECTED  NONRAIL  INVESTMENTS 


Perce n 


16.3 


1.2 
5.7 

4.' 9" 


12.6 


1.5 

0 

1.1 
2.8 

(22. 9) 
4.9 

1  (6. 1> 


6  2 
0 
0 
0 

118.9 


5.4 


Company  acquired,  year 


Total  cash 
Gross  cash  dividends 
investment!  received 


Total  Total  cash  payments 

interest  received  (paid  out) 

payments  under  tax  allocation 

received  agreement 


Total  cash 
payments 
received 
(dividends 
and  interest 
plus  tax 
allocation 
payments) 


Percentage 
return  on 
investment 
(on  annual 
basis  since 
date  of 
acquisition) 


Buckeye  Pipe  Line  Co.  (100 
percent  purchased  July  24, 

,Si  $32,  289,  263 

l»b4   35,556,805 

1«R  "  38.821,583 

Qfi?   42,086,362 

iQfii   45,350,803 

{Sq-- 48,615,108 

1970 ' ■ -  -  - '- -  -  -  -  -  -  ■  -  -  50,  247 ,  260 

Average  annual  investment  (cash).  41, 852, 455 


$2,850,000  . 
5,965,000  , 
5,800,000 
6,  300,  000 
6,  300,  000 
6,  300,  000 
3, 100,  000 


0)- 


$2,  850,  000 

5.  965,  000 
5,800,000 
6,300,000 
6,300,000 

6,  300, 000 
3,100,000 


Total   

Average  annual  payments 
(cash)(6.447  years). 


36,615, 000 
5, 679,  383 


19.0 
16.7 
14.8 
15.9 
13.9 
13.0 
6.2 


13.6 


^^'■Tsi\',JSin,.m  .....  8/30,68  ,r.=  D.  C.  B.v.n  .0      T.  S.un..,..  App„«x  "■^'^"'"J^ 


417 


PERCENTAGE  CASH  RETURN  ON  SELECTED  NONRAIL  INVESTMENTS-Conttnued 


Company  acquired,  year 


Total  cash 
Gross  cash  dividends 
investment'  received 


Total  Total  cash  payments 

interest  received  (paid  out) 

payments  under  tax  allocation 

received  agreement 


Total  cash 
payments 
received 
(dividends 
and  interest 
plus  tax 
allocation 
payments) 


Percentage 

return  on 
Investment 
(on  annual 
basis  since 
date  ot 
acquisition) 


Great  Southwest  Corp.  (82 
percent)  (controlling  interest 
purchased  June  24,  1964; 
additional  equity  interest 
acquired  through  Dec.  31, 
1969:) 

1964   15,272,240                0  0 

1965   21,  407, 122               0  0 

1966   25, 888, 122               0         8, 450 

1967  _   29,388,122        219,781  57,383 

1968    39,472,122      1,056,589  199,500 

1969  3    93,009,711      2,990,071  195,000 

1970    93,009,711                0  0 


Average  annual  investment  (cash).     45, 375, 306 


0  0  0 

0  0  0 

0  8, 450  .  0003 

0  277,164  .009 

0  1, 256, 089  3. 2 

0  3,185,071  3.4 

«0  0  0 

Total   4,726,774 

Average  annual  payments  726,165  1.6 
(cash)  (6.523  years) 


Arvida  Corp.  (59  percent) 
(controlling  Interest  purchased 
July  26, 1965:) 

1965  _..  5,214,750  0 

1966   15, 502, 527  0 

1967   15, 659, 845  0 

1968   19, 232, 785  0 

1969.  _   22,566,492  0 

1970...   22,566,492  0 


(») 


Average  annual  investment  (cash).     15, 138,982 


Average  annual  payment 
(cash)  (5.436  years). 


Macco  Realty  Co.  (99  percent) 

(Interest  purchased  August  13, 

1965  in  conjunction  wiith  tender 

offeror  Sept.  13,1965.)« 

1965   40,007,644 

1966   40,137,589 

1967   46,137,589 

1968  ._.   53,537,589 


Average  annual  investment  (cash).    44, 955, 103 


Strick  Holding  Co.  (100  percent 
(purchased  Nov.  1,  1966  by 
New  York  Central  Railroad 
Co.) 

1966    17,997,000  0 

1967...   24,437,000  0 

1968   24,437,000  0 

1969....    (I)  4,800,000 


0 

533, 339 
689, 902 
0 


Average  annual  investment  (cash).    22, 290, 333 


0 
0 
0 

(915,599) 


Total  

Average  annual  payment 
(cash)  (3.173  years). 


Madison  Square  Garden  Corp. 
(23  percent  interest  acquired 
in  December  1968): 

1968    6,697,000 

1969    6,697,000 

1970    6,697,000 


(») 


Average  annual investment(cash). 
Southwest  Oil  Refining  Co.:  1970.. 


6, 697, 000 


Average  annual  payment 
(cash). 


495,361                (J)  495,361  1.2 

309,678   309  678  .7 

103,426   103,426  .3 

570,892    570,892  1.1 

Total   1,479,357 

 Average  annual  payment  437,707  1.0 

(cash)  (3.386  years). 


0 

533, 339 
689, 902 
3, 884, 401 

4, 107,642 
1,  294,  580 


336, 688       400, 000 


400, 000 


118.9 


1  I  ncludes  cash  used  in  purchase  price,  interest  (dividends)  paid  on  debt  or  equity  securities  used  in  purchase  price,  cash  fees  paid  in 
connection  with  acquisition  and  loans  and  advances  to  each  subsidiary  on  a  cumulative  basis  at  the  end  of  each  calendar  year 

2  No  tax  allocation  agreement  between  parent  railroad  and  nonrail  subsidiary. 

3  Includes  IVIacco  Realty  Co.  which  was  merged  into  Great  Southwest  Corp.  on  Feb.  26. 1969. 
«  Balance  payable  to  Great  Southwest  Corp.  from  PCTC  as  of  Dec.  31, 1970  was  $2,152,875. 

5  Railroad  ownership  of  subsidiary  did  not  reach  the  80  percent  (of  total  voting  stock  outstanding)  necessary  in  order  to  consolidate 
operating  results  for  tax  purposes. 

;  Merged  into  Great  Southwest  Corp.  on  Feb.  26, 1969. 

'  Principal  operating  companies  of  Strick  Holding  Co.  (Strick  Corp.  and  Transport  Pool,  Inc.)  sold  for  $24,437,000  in  December.  1968 
and  Strick  Holding  Co.  merged  into  PCTC  in  December.  1969. 
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DIVIDENDS  (INTEREST)  PAID  BY  SELECTED  ACQUIRED  NONRAIL  SUBSIDIARIES  TO  PENNSYLVANIA  CO.i  (1964-70) 


Company  making  payment          1964           1965           1966  1967           1968           1969           1970  Total 

Buckeye  Pipe  Line           $2,850,000  $5,965,000  $5,800,000  $6,300,000  $6,300,000  $6,300,000  $3,100,000  $36,615  000 

S  Southwest  CoVd'""                0               0               0  219.781     1.056,589     2.990.071               0  4.266,441 

Great  Soutnwestwrp-.—  ^^^^^      (57,383)    (199,500)     (195,000)   '(460,333) 

Aruirta  Rpaltv  Co                                                      00  00000 

{^?^co%X'co%::::::;:::::::--::::  (495,361)  (309,678)  (103426)  (570  892)  (1.297,174)  y<-'-Yz\f^,] 

Strick  Holding  Co  -                                0  (533,339)     (689,902)              0               U  (l.m.i^l) 

^'1^'.^^^'^°":.                          (118.000)     (370,000)  (136,000)              0               0               0  (624.000) 

Dividends  2  850, 000     5, 965, 000     5,800.000     6.519,781     7.356.589    9,290,071    *2'5!l'fic 

KIrt  !:::::::::^^-.' - 1  --  613.361    688,128    830. i48  1.460.294  1,492,174   5,084.105 

Total.                      2,850,000  6,578,361     6, 488, 128  7, 349, 929     8,817,883   10,782,245     3,100,000  45,%5,546 


1  Figures  in  parentheses  indicate  interest  payments.  ...      ,  .  , 

>  $23,750  paid  in  cash,  remainder  of  $436,583  in  GSC  common  stock  of  equivalent  market  value.  ,,,.,.„,.;„.,.„, 
«  Payments  made  in  cash  1965-68.  $721,522  of  amount  due  in  1969  paid  by  issuance  of  Great  Southwest  Corp  common  stock  of  equivalent 
market  value  (after  merger  of  Macco  Realty  Corp.  into  GSC  on  Feb.  26, 1969).  Total  cash  payments  on  Macco  originated  obligations  during 

^^^Zv^tm^nUn^ExecutW^^^^  Aviation,  Inc.,  principally  in  form  of  debt  interest-and  also  class  B  nonvoting  common  stock  (although 
amounting  to  over  57  percent  of  total  equity  outstanding). 

Note:  Unless  otherwise  indicated  all  dividend  and  interest  payments  were  made  in  cash. 

Source;  Tabular  information  submitted  by  railroad  pursuant  to  request  of  Committee's  special  staff. 

DIVIDENDS  (INTEREST)  PAID  BY  SELECTED  ACQUIRED  NONRAIL  SUBSIDIARIES  TO  PENN  CENTRAL 
TRANSPORTATION  CO.  (AND/OR  PREDECESSOR  COMPANIES)  YEARS  1964-70 


paTmC  1964  1965  1%6  1967  1968  1969      1970  Total 


Pennsylvania  Co..   20.000.000  $23,000,000  $24,000,000  $25,500,000  $24.00P,C00  J24.000,000  0  i^^^^^^.m 

Strick  Holding  Co                       0  0  0  °  u      i,8uu,ulu  u  h,ouu,uuu 

Dividends  20  000  000    23,000,000    24,000,000    25,500,000    24,000,000    28,800,000  0  145,300,000 

Interest..".".:/.".".:"-  '         0               0                0                0               0                0  0  _  u 


PENN  CENTRAL  TRANSPORTATION  CO.  (AND/OR  PREDECESSOR  COMPANIES) 
ACCOUNTING  FOR  TAX  ALLOCATION' 
RECEIVABLE  FROM  (PAYABLE  TO)  SELECTED  SUBSIDIARIES  J 

Great 

Southwest 

Date 

Strick  Corp. 

Corp. 

1967 :  Tax  allocation  (payable  to)       -  -  $(915,599)  

December  31, 1967;  Balance  (payable  to)        ^?iHnn  J2'574"o6o" 

1968 ;  Tax  allocation  receivable  from  (payable  to)    -    (13,4Ul)  t.!,3/4,uwi 


December  31, 1S68;  Balance  receivable  from  (payable  to)   --    is'Sm  5' 393' 929 

1969;  Tax  allocation  receivaole      ----   

1969;  Payments  (received)  mad 


1969;  Tax  allocation  receiyaole^from     3  ^gj^'  jggj     ,     152^  875) 

5  815  054 

December  31, 1969;  Balance  receivable  from..    (7  967' 929) 

1970:  Tax  allocation  (payable  to).     !  


December  31,  1970;  Balance  (payable  to). 


(2, 152, 875) 


Net  cash  realized  (paid  out)..       -         (915,599)   0 

.  Both  Strick  Holding  Co.  and  Great  Southwest  Corp.  entered  into  an  agreement       the  parent  railroad  iuZ'blTa 
whereby  the  subsidiary  agreed  to  reimburse  it  for  95  percent  of  the  takes  that  would  have  been  paid  ''Vj^^  ^"''^'^'fl^"'^^ 
no  consol  dati^n  of  its  income  with  that  of  the  railroad.  In  the  case  of  Strick  there  were  ^'5°  Provisions  whe^^^^^^^^ 
oav  it  for  use  of  certain  Strick  deductions  and  credits  in  the  consolidated  sUtement.  and  thus  the  amounts  shown  f^' P^y"'' " 
Grea  Southwest  Corp  also  Lms  that  similar  provisions  applied  to  its  agreement  with  P  C  T  C- and  even  thouEh  t  e  latter  s  books  r.flKt 
the  above  shown  amount  of  $2,152,875  was  payable  to  Great  Southwest  Corp.  as  of  D^.  31  vl9J0  this  amount  is  n  dis^  agreement 

>  Selected  subsidiaries-Great  Southwest  Corp..  Macco  Corp  Arvida  Corp  B"ckeyeP,pe  Line  Co  and  Str  c^^^ 
was  entered  into  between  the  railroad  and  Buckeye  Pioe  Line  Co  or  Macco  Realtv  Co  '"^-^^'t'""'""'/^^^^^^^^^  p"^"^"" 
by  the  railroad  and  its  income  is  therefore  not  consolidated  for  tax  purposes  with  that  o  the  Parent  company. 

5  On  the  date  of  Strick  Holding  Co.'s  merger  into  Penn  Central  Transportation  Co.  in  1969,  the  amount  of  J91S,5Sa  was  orrsei  agaiiu 
recelvable's  due  Penn  Central  Transportation  Co.  from  Strick  Holding  Co.  Tr»n^nnrti.tion  Co  received  cash  in  the 

« Amount  was  assigned  to  Pennsylvania  Co.  in  1969  for  an  advance  receivable.  Penn  Central  Transportation  uo.  receivea  cas-n 
amount  of  $2,152,875  from  Pennsylvania  Co.  in  February  1970. 

As  shown  above,  a  total  of  $196.5  million  in  cash  was  expended  on  diversi- 
fication-related costs  from  1963-1969  by  the  railroad (s)— with  $139.5  million 
of  that  amount  spent  bv  the  PRR.  As  has  been  commented  upon  earlier,  how- 
ever, although  such  expenditures  were  financed  from  working  capital,  approxi- 
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mately  $69  million  would  have  been  replaced  from  proceeds  of  a  sale  of  N&W 
stock  in  1963  ($4  million)  and  the  sale  of  the  Lon^;  Island  Rail  Road  Co.,  in 
1966  ($65  million  in  cash).«3  Furthermore,  1968-1969  N&W  common  stock  sale 
procoeds  amounted  to  $38.1  million,  replacing:  ncai  ly  all  funds  (•xj)ended  hv  the 
PCTC  on  diversification  costs. 

Making  allowances  for  dividends  and  interest  payments  received  from 
these  subsidiaries  (net  loans  and  advances  are  included  in  the  above  cash  loss 
figures)  amounting  to  $47.32  million  received  over  the  same  1963-1969  period 
($22.1  by  the  PRR,  $24.6  by  the  PCTC  and  $0.5  by  the  NYC)  the  overall  net 
cash  loss  is  diminished  to  $46.26  million.  More  specifically,  net  cash  losses  on 
an  individual  railroad  basis  were  $47.4  million  for  the  PRR,*^  and  $19.1  mil- 
lion for  the  NYC— while  a  net  cash  gain  of  $24.7  million  was  realized  for  the 
merged  company  alone. 

Other  than  cash  used  in  the  purchase  price,  the  next  largest  drain  was  in 
the  form  of  loans  and  advances  to  the  acquired  non-rail  companies.  Although 
the  dividend  paying  performance  of  a  company  might  not  be  considered  of 
major  importance  in  a  growth  oriented  investment  program  such  as  that  ap- 
parently undertaken  by  the  railroad,««  whether  a  company  will  have  a  continual 
need  for  external  financing  (as  mentioned,  a  demonstrated  characteristic  of 
real  estate  development  companies)  would  certainly  be  of  importance  to  a  cash 
short  acquirer.  The  latter  assumes,  of  course,  that  financing  may  have  to  be  pro- 
vided by  the  parent  company— as  happened  with  GSC  and  Macco  Realty.  A 
total  of  $23.8  million  was  advanced  to  the  two  companies  by  the  end  of  the  third 
quarter.  1969,  and  although  the  above  table  reflects  repayment  of  the  amount 
in  the  next  quarter,  such  repayment  was  in  the  form  of  additional  GSC  common 
stock,  not  cash.*^'  Moreover,  total  loans  and  advances  to  Executive  Jet  Aviation, 
Inc..  a  new  company  whose  existence  was  dependent  on  external  financing  to 
fund  heavy  start-up  costs  (principallv  in  the  form  of  expensive  jet  aircraft 
equipment  purchases),  amounted  to  in  excess  of  $21  million  bv  the  end  of  the 
first  quarter,  1969  (on  which  $0.9  million  was  eventually  realized  bv  sale  com- 
pleted m  January,  1972).  Thus  although  reported  earnings  from  the  diversifica- 
tion program  were  satisfactory  they  effectively  worked  a  distraction  from  the 
continued  cash  drain  which  the  real  estate  development  and  EJA  subsidiaries 
were  having  on  the  parent  company.  Such  an  undesired  result  might  have  been 
effectively  avoided  by  a  more  appropriate  selection  of  investment  opportunities. 

In  this  connection  it  might  be  noted  that  an  expected  source  of  cash  funds 
from  the  non-rail  acquisitions,  tax  allocation  payments,  never  developed,  and 
m  fact  worked  as  a  further  drain.  (See  table  supra  at  p.  416).  These  agreements 
between  parent  and  subsidiary  provided  that  95  percent  of  all  taxes  that  would 
have  been  paid  by  the  subsidiary,  if  its  return  were  filed  independently  and  not 
consolidated  with  the  railroad,  would  be  paid  by  the  subsidiary  to  the  parent. 
Such  payments  would  amount  therefore  to  payment  for  the  privilege  of  utiliz- 
ing the  accumulated  tax  loss  carry-forwards  of  the  railroad.  Actuallv  only  two 
such  agreements,  with  GSC  and  Strick.  were  ever  signed.  The  agreement  with 
Strick.  negotiated  by  the  NYC,  also  contained  certain  unique  provisions  where 
the  subsidiary  would  receive  payment  for  certain  tax  deductions  used  by  the 
parent  company  (Avhich  was  still  profitable  at  the  time)  resulting  in  a  credit  to 
the  subsidiary  of  $915,599.  which  was  eventually  offset  against  receivables  owed 
to  the  parent  company,  upon  merger  of  Strick  Holding  Co.  into  the  PCTC  in 
1969.  The  agreement  Avith  GSC  did  result  in  the  receipt  of  $2.15  million  in 
common  stock  of  that  company  in  1969  in  partial  payment  of  amounts  owing 
under  the  allocation  agreement  (leaving  a  balance  receivable  at  the  end  of  1969 

Is  «onP  \?5tvv^^?*fh°^        sale  from  the  consideration  of  the  total  cash  drain  (for  which  there 

drain  nrnrrp^  w  "'^t""      the  assets  disposed  of)  would  of  oo  .rse  increase  the  net  cash 

«  SiiTofi  ^nnn/£l'^?,'''v      «  corresponding  amount  (to  a  total  loss  of  $135.5  million  for  the  PRR). 

n-  JJJo  -    nii'lion  excluding  sale  proceeds  of  L.I.R.R.  Co. 

M  1    h  '"^''O"  excluding  sale  proceeds  of  L.I.R.R.  Co. 
an  aonroximVe  R  nproan"^^^  °^      aj^age  total  annual  cash  return  basis,  the  raUroad  realized 

Hnn  fni^.i^  „  6  percent  return  on  investment.  Such  return  does  not,  however,  take  into  considera- 
woSl  rS  the  nef  ^t^frn^^'/.nr?  h  '^''"iV/debt  securities  used  in  making  the  acquisitionrwhich 
T^ouia  remiee  the  net  return  figure  by  approximately  43  percent  to  3.3  percent.) 

19^eiIlr%iX'^il\?^^^^^^^^^^  P"-^--d       the  raUroad  in  1965- 
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of  5155  89  million).  However,  no  cash  payment  for  such  obligation  was  ever 

"''If  the  pt"oI;rfit;rres  reflect,  aHhon.h  the  diversification  nro.ram  of  the 
railrtd  warnot  ?l  e  overall  cash  dr.in  that  son.e  have  portrayed  it.  it  nonethe- 
less did  nothrng  to  improve  the  rnilroad's  cash  flow  problem  either.  Of  some 
mvsterv  in  this^connect^on  is  why  the  railroad  saw  fit  to  resort  in  every  acq msi^ 
"on  to  the  heavy,  if  not  sole  use  of  cash  as  part  of       l^^^  f  J/^W 
depletincr  existing  cash  levels.««  In  only  one  acquisition,  that  ot  ^^"^f  \^/''P^ 
Line  we^re  equitf  securities  ( Pennsj-lvania  Co,^%  "^^^^  f^^^slr^Z 
Dloved  as  consideration.^"  and  even  there  the  initial  $30,213  million  i^^^f  ^V^^  " 
was  in  cash  Cash  would  have  been  unquestionably  the  only  weapon  to  have 
been    sed  f  the  railroad  had  been  seeking  to  secretly  establish  an  ownership 
W  from  which  to  launch  either  a  tender  offer  (after  obtaining  the  maximum 
prrmiSl^Mt' without  public  disclosure  of  it%^«1^7^,-^Xc=  W 
purpose)  or  to  have  simplv  negotiated  from  strength.  But  these  tactics  were 
SoTrm'lo^ed  by^he  raililad(s)-with  the  sole  -ception  o^^^^ 
action  where  the  PRR  did  acquire  an  approximate  ten  percent  interest  in  tne 
companv  before  disclosing  such  to  the  management  of  I^u^k^y^.  . 

It  is  believed  that,  at  that  time,  the  railroad  s  (principally  the  i'Kl^)  ^ecu 
riti  J  were  stiTl  po  sessed  of  sufficient  value  and  attraction  to  ^^ave  been  used  t^^^^ 
mi  di  -reater  extent  than  thev  were.  In  this  regard  the  assertion  that  dl^  dends 
rnv'^bfe  on  4^^^^  securities  so  issued  would  have  worked  an  ever  greater  de- 
ffiion  of  ca  over  the  long  period  carries  no  weight.  Excludmg  again  the  real 
esta  ^  development  business  sector,  whose  idiosyncrasies  have  been  set  forth 
above  there  an  other  "growth"  areas  in  which  specific  companies  a  so  pay  rea- 
LnaHe  dividends  on  their  own  stock,  the  proceeds  from  which  could  have  offset 
considerably  ?nv  dividends  paid  by  the  acquiring  company  on  stock  used  m 
mak  n'  the  acqi4ition.  Moreover,  not  until  the  proposed  acquisition  of  Kayser^ 
Soth  in  June?  1968,  after  merger,  does  this  objective  appear  to  have  been  of 
major  consideration.'^- 

Credit  reserves 

mation  on  total  diversificltion-related  cash  funds  expended  on  a.  yearly  basis 
Tnd  total  exti-aordinarv  additions  to  working  capital,  and  considering  the  latter 
?^nds  a^repla^^^^^^^^  'for  the  former,  total  interest  costs  -  -  the  average  work^ 
inrcapital  funds  outstanding  would  have  approximated  between  $16  and  $18 
miUion  from  1963  through  1969.  The  calculation  of  such  a  figure  admittedly 

» Furthermore,  at  the  end  of  calendar  1970^  .a^,^^^^^^^ 

''''  "^^^^ 

^^^^»terlo1e'/a4';ie':«ard  memorandum  utUl^ed  by  s  T.  Saunters  in  Ms  report  to^thera^ 
Board  of  Directors  at  the  August  l^f^  ^e^tlng  wherein  it  1^  B„^,^ 
totaled  $5,000,000  which  compares  vs_^ith  $13,200.0^^^  f    purchased  518.367  shares  of 

memorandum.  Saunders  also  reported  :    Pennsylvan^^^^  532.867  shares,  or  54  94%  of 

stock  of  Great  Southwest  Corporation  ''"°gi°f  ^^/.^/o /q^  oOO  "  D,  Exhibit  38,  p.  561. 

the  total  outstanding  stock  at  an  aggregate  cost  of  |i2.19b,OOU    Appeuu       .  ^  Petroleum 

™  Excluding  the  Februar.v  1970  .fS^isitlon  of  Southwest  OU^^^^^^^^^  ^^^^^^  company 

Corp.)  by  Penn  Central  Co.,  accomplished  solely  by  the  use  ot  Pfe'^iol'^.igs  g.  Federal  Dist.  Ct. 
but  latpr  rescinded  by  court  settlement  entered  4/9/71  C.a.  .no.  lu-v.  , 

(S.D.  Tex..  Corous  Christi.  Piv  ).  ^       substantial  cash  Investment  (approximately 

$20  mifll^'nro-reraTteV's^ucfdTscLr^^  remaining  approximate  two-thirds  interest 

-"^.^aee'-me^^^S^uri^^Hzed  by  S.  T.  founders  in  his  repor^^^^^^^^^^^^^ 

to  the  PCTC  Bonrd  of  Directors  at  the  J^^'^^"^'^*  °^„'!ransaetion  of  this  size".  Appendix  D, 

obvious  advantages  in  using  securities  rather  than  cas^  ter.^'^atp''  f^e  jt-^e.  --.n- 

Exhibit  7.  Further-ore,  -.Ithoueh  aj''_f'/"o|.':  (acquired  through  the  Penn 

'C^it^r^-i^i^'' wr-^a^Kus^rt^^o^^/ t^^^ 

^°^™\nterest  computed  at  the  average  rate  in  effect  for  eQulpment  financing  for  the  rallroad(s)  for 
each  of  the  years  in  question. 
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involves  many  hypotheticals  and  is  no  more  than  speculation.  It  is  sufficient  for 
our  purposes  to  simply  point  out  that  substantial  interest  costs  were  involved  in 
the  replacement  of  working  capital  funds  used  for  divei-sification  purposes  and 
at  rates  in  excess  of  those  that  would  have  been  paid  if  equity  securities  had 
been  used  as  consideration  instead  of  cash. 

Also  of  significance  to  the  railroad's  total  credit  reserves,  in  addition  to  the 
borrowing  it  did  to  replace  cash  used  for  divei-sification-related  costs,  were  the 
credit  arrangements  it  made  for  its  non-rail  subsidaries  (again  ahnost  ex- 
clusively for  its  i-eal  estate  development  operations  and  for  P^xecutive  Jet 
Aviation,  Inc.).  Such  bank  loan  arrangements  were  made  nearly  totally  in 
reliance  on  the  credit  standing  of  the  railroad  (or  more  accurately,  through  its 
principal  credit  generating  subsidiary,  the  Pennsylvania  Company).'*  Once 
again  it  is  nearly  impossible  to  calculate  the  effect  such  non-rail  sub- 
sidiary borrowing  had  upon  the  credit  resources  of  the  railroad,  since  those 
resources  were  prmcipally  derived  from  Pennsylvania  Co.,  whose  credit  stand- 
ing was  in  turn  dependent  in  large  measure  upon  the  value  of  these  same  non- 
rail  subiddiaries — the  stocks  of  which  were  the  principal  assets  of  Pennsylvania 
Co.  (along  with  the  company's  N&W  holdings).  The  amounts  borrowecl  by  the 
real  estate  development  companies  and  by  EJA  were  of  significant  size,  how- 
ever, and  did  work  at  least  a  partial  erosion  upon  the  credit  sources  of  the  rail- 
road (Pennsylvania  Co.).  Such  effect  is  in  further  demonstration  of  the  ill- 
advisedness  of  the  investment  selection  by  the  railroad  into  areas  with  a  patent 
need  for  large  amounts  of  financing  (to  say  nothing  of  the  illegality  of  the  pro- 
posed EJA  objective). 

Effect  on  management 

No  basis  in  fact  was  found  for  the  assertion  that  the  railroad's  manage- 
ment diverted  excessive  or  unwarranted  attention  and  efforts  to  the  diversifica- 
tion program,  and  to  the  affairs  of  non-rail  subsidiaries  after  acquisition.  There 
was  some  time  expended  at  the  PRR  in  reaching  a  decision  as  to  how  to  rein- 
vest the  expected  N&W  proceeds,  as  well  as  in  the  earlier  efforts  of  the  "Com- 
mittee on  Pipelines  of  the  PRR."  Both  these  efforts,  headed  principally  by  the 
chief  financial  officer  of  the  railroad,  amount  to  little  more  than  consideration 
of  problems  he  would  be  expected  to  confront  as  manager  of  the  financial 
resources  of  the  company.  The  same  can  be  said  for  time  spent  by  D.  C.  Bevan 
and  other  members  of  the  finance  department  staff  (including  W.  R.  Gerst- 
necker  and  J .  E.  Dermond,  the  principal  financial  analyst  and,  later,  Assistant 
Vice  President  Corporate)  in  evaluating  potential  acquisition  candidates. 

Little  time,  relative  to  that  expended  on  other  corporate  affairs,  was  de- 
voted to  diversification  by  S.  T.  Saunders,  who,  although  approving  such  action, 
viewed  such  activities  as  primarily  within  the  province  of  D.  C.  Bevan  and  the 
finance  department.  Some  time  was  also,  of  course,  devoted  by  the  company's 
legal  department  in  respect  to  legal  problems  attendant  to  the  specific  acquisi- 
tions (principally  the  monitoring  of  the  mechanics  of  the  acquisition  itself) ,  but 
other  departments  and/or  officers  of  the  company  were  clearly  not  involved  in 
the  acquisition  program. 

In  addition,  S.  T.  Saunders  and  D.  C.  Bevan  also  served  as  the  railroad's 
principal  representatives  on  the  boards  of  directors  of  the  acquired  companies. 
After  acquisition,  other  than  the  participation  on  the  subsidiaries'  boards,  what 
little  control  existed  over  the  affairs  of  the  non-rail  subsidiaries  was  solely  in  the 


such  lonns  wpre  nr.*-  ^^T,/-^/!  V,    c    1       •  wuuse  usseis  servea  as  collateral  wnen 

such  loans  w^re  made  ^         equipment  hens— where  aircraft  purchases  were  involved)  that 
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form  of  a)  the  submission  of  periodic  financial  reports  (or  more  specifically, 

^^sults  As  limited  control  meas^ires  n.ight  suggest,  the  subsidiaries,  m 

diversification  activities,  making,  of.  course,  only  the  one  -Xrsv^>sidia  to 
in  1966  and  also  by  giving  great  latitude  to  management  of  that  subsidiaij 

'""'tU  m^Sfcompany  continued  the  same  practices  with  respect  to  non-rail 
subsidiary  control  as  wei  employed  by  the  PRE,  with  supervision  ot  their  ac- 
tivities 2ven  exclusively  to  D.  C.  Bevan  and  the  financial  department  staff. 
Acq^  itfon  efforts  were' also  continued  by  the  same  department  ^-^^ 
Sar  to  that  of  the  PRR.  Again  if  anything,  the  ^^J- VRTreV  t^^^^^ 
regard  to  too  little  control  having  been  exercised  by  the  «  f  V.^^^^^^^^'^, 

oamer  subsidiaries  can  be  made  with  equal  application  to  the  Fenn  tential. 
WorTi"        with  the  formation  of  the  holding  company  pium^ 
volved  two  members  of  the  company's  kgal  department  ^^^^  D" 
Although  certain  officials  (including  S  T.  launders  f,^^,  ^^j^.^J^J'^ 
serve  in  dual  capacities  as  officers  and  directors  of  both  tl^^J^^ll^^^^J.^J-ff^^ 
holding  company,  after  formation  of  the  latter  in  October,  1969,  few  activities 
were  ev^^imdertaken  by  it  before  the  bankruptcy  of  the  railroad  nine  months 
Tater  and,  correspondingly^  few  demands  in  connection  with  holdmg  company 

"^^TcJSrSSn^Sie  ^Srl^^:?^in  comiection  with  the  railroads 
acauStiorpiocrram  iJ  is  first  necessary  to  understand  the  ConimissK^n  s  pow- 
S'a^^f  respClbilities  in  regard  to  the  regiilation  ^^^^^^^^^^^^^^^^ 
nrtwities  of  the  carriers  with  n  its  lurisdietion,  as  well  as  its  actions  ana  policy 
SermfnatLns  in  regard  to  diversification  by  such  earners.  A  brief  presenta- 
tion  of  this  background  information  follows. 

Role  of  the  ICC 

The  role  of  the  Interstate  Commerce  Commission  in  connection  ^vith  rail^ 
rond  diversificat  on  revolves  around  its  function  as  the  principal  i;egulatoi  of 

S?lfiT?T^  rpsnonsibilities  and  are  of  two  basic  types:  (1)  provis  ons  whereb> 
H  P  Co  LSoTcan^  submission  of  certain  operational  (business  and 

taaSn  fonmd^  the  affairs  of  carriers  withm  its  l^^^^^^ction 

and  f9  rovis  ins  wherebv  carriers  within  its  jurisdiction  are  prevented  from 
tssing  sSs  in  any  form  (whether  equity  or  debt)  without  prior  Commis- 
sion  approval. 

POWERS 

More  spec,fical.y  unde.  ^^^^^^^^^ 
secure  information  ot  neaily  e^en  ^JP^.  .  J  ..^  T.Qrtiriilar 

'l7amon;  ite  twSgs,  specific  authority  '<>  ■T'^tf  «"stlfrmade  The 

s^\r:Sati;aSTx:'u:^ 

~    ^  The  autonomous  n>auner  In  wWcb  the  acauire^  infm^n,fe^^i^vh^I?^»^e^^^ 
part  bv  the  number  of  major  acquisitions  which  they  ma  le  tnemse^    s,  a  manufacturer  of  mobile 

For  example,  Richardson  Mobile  Homes  l°V/„^*^f^  ^f^C  in  1969  ^^^^^^  only  a  passing  reference  being 
homes  ^as  purchased  for  in  excess  or  S.15  ''^ ;„''ceutral  Bo^     meeting  (and  with  little,  if  any 

made  to  the  completion  of  the  transacxion  at  the  Fenn  Leu trai  ^  ^,  finance  department).  For  a 
apparent  guidance  having  .been  given   or  offered  obC  by  tli^^  r^^^^^^  ^^^^^.^  s"H?*'^'^"es  see 

more  detailed  discussion  ot  the  °i  ,.Tand  the  Role  ot'  Financial  Institutions,"  Staff  Report  of  the 
&^om^m^\tie'ln°^B:^^i1ig"rd  C^?Jef.W^rsVo'it^o?n^;,lre.entatives.  92nd  Cong..  1st  Sess. 
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and  to  prescribe  classes  of  properties  foi-  wliich  depreciation  charges  can  be 
included  under  operating  expenses,  including  the  rate  of  depreciation  to  be 
charged  with  respect  to  such  property.  In  addition  the  section  provides  that  all 
such  accounts,  books  and  records  shall  he  open  for  inspection  by  the  Commis- 
sion, its  accountants  or  duly  authorized  representatives. 

In  addition,  Section  20a  is  of  importance  in  regard  to  regulation  of 
securities  of  such  carriers.  More  particularly,  carriers  within  the  jurisdiction 
of  the  Commission  are  prohibited  from  issuing  capital  stock,  bond?,  or  other 
evidence  of  indebtedness,  or  to  assume  any  obligations  or  liability  with  respect 
to  the  securities  of  any  other  person  without  Conmiission  authorization. 

Authorization  of  the  issuance  of  any  such  securities  or  the  assumption  of 
liability  may  be  granted  by  the  Commission  only  upon  investigation  and  a 
finding  that:  (a)  the  transaction  is  for  some  lawful  corporate  purpose;  (b) 
the  transaction  is  necessary  or  appropriate  for  or  consistent  with  the  proper 
performance  by  the  carrier  of  service  to  the  public  as  a  common  carrier;  and 
(c)  it  will  not  impair  its  ability  to  perform  that  service. 

Quite  obviously,  the  above  powers  are  rather  sweeping  in  scope,  but  are, 
as  indicated,  applicable  only  to  carriers  within  the  Commission's  jurisdiction. 
In  this  connection  a  brief  examination  of  the  limitations  on  the  Commission's 
powers  to  apprise  itself  of  the  financial  condition  of  a  "carrier,"  or  its  parent, 
or  to  impose  financial  controls  through  exercise  of  its  securities  provisions,  is 
in  order. 

LIMITATIONS  ON  POWERS 

Powers  accorded  the  Commission  over  mergers  or  consolidations  of  carriers 
witliin  its  jurisdiction  are  broad.  Any  business  consolidation  of  such  carriers  is 
clearly  unU\wful  unless  specifically  authorized  by  the  Commission.  Along 
similar  lines,  a  non-carrier  (whether,  e.g.,  a  parent  holding  company  or  other- 
wise) may  not  acquire  conti-olling  interest  of  a  carrier,  if  it  already  controls 
one  or  more  other  carriers,  without  Commission  appi'oval. 

Moreover,  in  the  case  where  a  holding  company  (or  other  non-carrier) 
controls  two  or  more  carriers,  under  the  provisions  of  Section  5  (3)  of  the 
Act,  it  shall  be  considered  a  carrier,  subjecting  it  to  the  reporting  requirements 
(Section  20  (1)  to  (10))  and  securities  i-egulation  provisions  (Section  20a 
(2)  through  (11) )  described  above,  to  the  extent  prescribed  by  the  Commission. 
Thus,  a  non-carrier  possessing  multiple  carrier  controlling  interests  becomes  a 
carrier  itself  to  the  extent  the  Commission  deems  necessary  in  regard  to 
monitoring  its  business  operations  and  financial  activities. 

On  the  other  hand  Commission  approval  is  not  necessary  where  a  non- 
carrier  acquires  control  of  one  carrier.  Furthermore,  the  Commission  has  also 
eschewed  jurisdiction  over  any  such  non-carrier  controlling  but  a  single  carrier 
and  has  therefore  refused  to  subject  it  to  the  accounting  and  reporting  provi- 
sions of  Section  20  (with  two  limited  exceptions)  or  the  securities  issuance 
requirements  of  Section  20a. 

OTHER  APPLICABLE  INVESTIGATORY  POAVERS 

Despite  the  above-mentioned  limitations  there  are  broad  investigatory 
powers  conferred  upon  the  Commission  by  two  other  sections  of  the  Act  which 
could  be  employed  in  a  case  involving  a  non-carrier  which  controls  a  single 
carrier.  For  example.  Section  12(1)  confers  upon  the  Commission  authority  to 
inquire  into  the  business  relationship  between  the  non-carrier,  or,  more  spe- 
cifically ".  .  .  in  order  to  .  .  .  carry  out  the  objects  for  which  it  was 
created  .  .  .  ,  to  inquire  into  and  report  on  the  management  of  the  business 
of  persons  controlling,  controlled  by,  or  under  common  control  with,  such 
carriers,  to  the  extent  that  the  business  of  such  persons  is  related  to  the  manage- 
ment of  the  business  of  one  or  more  such  carriers  .  .  .■' 

INIoreover,  Section  20(5)  authorizes  the  Commission  .  .  to  inspect  and 
copy  any  and  all  accounts,  books,  records,  memoranda,  correspondence,  and 
other  documents  ...  of  any  person  controlling,  controlled  by,  or  under  com- 
mon control  with  any  such  carrier,  as  the  Commission  deems  relevant  to  such 
person's  relations  to  or  transactions  with  such  carrier." 
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POLICY  OF  ICC  TOWARD  Dn-Er.SIFICATION  AND  APPIJCATION  OF  EXISTING  POWERS 

The  position  taken  by  the  Commission  in  ^^^^^  ^o  diversification 
or  involvinjr,  carriers  within  its  jurisdiction  is  perhaps  best  set  forth  in  a  briet 

""Fo?neariy\'o";ra^  the  clear  policy  of  the  ICC  was  that  the  major  en- 
deavois  of  a  arrie/should  be  confined  to  matters  relating  to  transpor  atiom 
Although  there  has  been  considerable  refinement  to  this  position  ^  early  th  s 
ftt'tu  f  has  been  primarily  responsible  for  the  creation  of  parent  f  o  f  >ng  com- 
panies by  carriers  as  the  corporate  instruments  for  implementing  their  dneisi- 

^'"'^L^'Snftiarattitude  sprang  from  a  1913  investigation  of  the  financial  col- 
lapse of  the  New  Haven  Railroad-the  conclusions  from  .^nch  -1  ai^^^^^^^^^ 
other  things,  that  the  problems  of  the  company  f  f.  •'^l^^fe^^ 

and  derelictions  connected  with  its  extensive  extra-carrier  activities,  b  mdmg 
thai  the  raiiroad  would  not  have  been  in  financial  difficulties  had  it  not  been 
for  these  outside  undertakings,  the  Commission  m  that  case  stated: 

Every  interstate  railroad  should  be  prohibited  f'-«°^/^P«"'^*°/ '"^-^^^  ^^^i^"^ 
liability  or  acquiring  property  not  in  the  operation  of  its  railroad  or  in  the  legitimate 
improvement,  extension  or  development  of  that  railroad. 

Acting  upon  these  findings,  Congress  later  adopted  into  law  (in  1920)  the 
securities  monitoring  provisions  of  Section  20a  which  have  been  set  forth 
Xve  Such  legislatil/ clearly  granted  the  Commission  the  ^f^^Vr^'^^^l 

=it  ^    -  c:^=f 

^Tnce  that  time  however,  significant  modifications  of  that  initial  rigid  posi- 
tion have  taken  place.  The  first  modification  took  place  s<?";^J^,^{,3,Xextend^ 
connection  with  another  Xew  Haven  investigation  years  later."     hile  extend 
n^the  a W-^m^  restriction  in  this  ca^e  to  all  ^«i;road^ subsidiaries  and 

reaffirming  its  initial  position  to  the  extent  of  stating  that  a  railroad^s  resources 
should  "ofdmarilv  be  devoted  to  the  proper  development  of  its  own  transporta^ 
tion  svstem,"  the  Commission  nonetheless  held  that  under  certain  condit  ons 
non-earner  investment  could  be  undertaken.  These 

the  Commission,  in  approving  such  investment,  must  find  that  it   constitutes  a 
proper  use  of  railroad  funds  Sr  credit;  that  the  terms  of  the  transac  ion  are  rea- 
Sble  and  that  the  investment  is  in  the  public  interest.  Specifica  y  exe^^^ 
from  these  restrictions  were  those  "investments  such  as  are  permissible  for  sav- 

"^'S'two  m^^^^^^^^  the  most  significant  impact  on  the  diversifica- 

tion Issue  rere,  however,  to  be  fecided  in  the  earlv  1960;s.  ^^^f-  ^)^^^^^^^ 
volved  the  Bangor  and  Aroostock  Railroad,  a  small  Maine  ^'o^^' ^j^^'l™^^ 
the  first  of  the  niodern-day  parent  holding  companies  the  Bangor  ^/^f  Ai  oos^o^^^ 
Co  — which  wa=  then  merged  with  the  Punta  Alegre  Su.Q:ar  Co.  to  foim  the  15an 
Sr  Punta  CJ  in  or^^^  to^mderstand  the  significance  of  the  next  series  of  events 
ft  hould  be  recalled  that  under  Sec.  5(2)  acquisition  of  a  carn^^ 
to  Commission  approval  unless  the  acquiring  party  is  itself  a  carrier  under 
aoDlSe  federal  statutes  (subjecting  it  to  Commission  ]urisdiction-more 
specifiS^  of  Section  20a)  or  unless  the  -o^^'^^rrier  acqmr  ng 

partes  piposed  acquisition  involves  control  of  two  or  more  earners  (mclud- 
inVin  that  number  anv  alreadv  controlled  by  the  acquiring  part>  ) . 
^  At  the  W  of  the  formation  of  the  Bangor  and  Aroostock  Co.,  m  196Mhe 
B&A  Raflroad  did  control  another  carrier  (the  Van  Buren  Bridge  Ca^^^^^ 
ever,  the  Commission,  establishing  a  pi;ecedent  which  it       to  f ol  ow  m  t^^^^ 
merous  holdincr  company  cases  which  have  since  ansen.  held  that  the  P^o^f  ^ 
rLr"  were'-const  li  a  single  integrated  svstem''       shunned  ^^^^^ 

over  the  holding  company  (and  its  successor,  Bangor  Punta  Co.).  ihe  pimci 

'^Y^.^slt^i:  of-e  ?;,?^"FerHa\Vn'^aSd''Hartford  Railroad  Co..  220  I.C.C.  505  (decided 


April  5.  1937). 

Id.  at  p.  616. 
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pal  etfect  of  such  decision  was,  of  course,  to  make  its  prior  non-diversification 
policy  toward  its  re<rulated  carriers  inapplicable  to  such  holding  companies,  a 
position  which  persists  to  the  present  time. 

A  second  important  decision  two  years  later  involved  what  mifrht  well  be 
construed  as  a  revereal,  or  at  least  a  major  modification  of  the  earlier  Commis 
sion  policy  regarding  diversification  by  a  carrier  itself.  The  specific  case  con- 
cerned an  application  by  the  (Jreyhound  Corp.  (while  that  company  was  still 
solely  a  carrier) — to  issue  a  sufficient  amount  of  its  own  stock  to  acquire  con- 
trolling interest  of  Boothe  Leasing  ('orp.,  an  industrial  equipment  leasing 
company.  In  a  narrow  decision  (with  five  of  the  Connnission  s  members  dissent- 
ing) ,  the  ICC  granted  its  approval  of  the  transaction.  The  order  of  approval  is  of 
importance  in  this  connection  because  of  the  majority  opinions  contained 
therein.'*  Recognition  of  diversification  as  a  legitimate  self-help  measure  to  off- 
set unsatisfactory  carrier  revenues  is  inherent  in  the  opinion.  More  specifically : 

The  proposed  acquisition  by  Greyhound  of  Boothe  is  part  of  a  diversification  pro- 
gram designed  to  stabilize  and  increase  its  earnings,  and  thereby  improve  its  ability  to 
provide  the  public  with  common  carrier  passenger  service  by  bus  .  .  . 

The  Commission  also  noted  that  in  other  past  instances  it  had  granted  ap- 
proval of  non-carrier  investment  by  carriers,  but  "in  those  instances  in  which 
management  proposals  for  diversification  appeared  improvident,  such  proposals 
have  been  disapproved  as  not  in  the  public  interest." Moreover,  the  majority 
cautioned  that  "In  no  event  should  a  carrier  be  authorized  to  issue  securities  or 
use  tlie  proceeds  therefrom,  or  assume  obligations  or  liability  with  respect  to  the 
securities  of  any  other  person  where  it  is  not  for  some  lawful  object  within  its 
corporate  powers;  is  not  compatible  with  the  public  interest,  and  where  it  would 
impair  in  any  respect  the  carrier's  ability,  financial  or  otherwise,  to  perform 
its  service  to  the  public  as  a  common  carrier  .  . 

More  importantly,  the  Commission  observed : 

Judicious  common-carrier  investment  in  stable  non-carrier  business  enterprises,  if 
limited,  would  contribute  to  the  provisions  of  a  soundly  financed  common-carrier  sys- 
tem, and  would  not  do  violence  to  the  principle  that  corporations  endowed  with  a  public 
interest  should  direct  their  primary  activities  to  the  public-service  nature  of  their 
operations.'^ 

The  vigorous  opinion  of  the  five  dissenting  Commissioners,  asserting  that 
the  ICC  was  mistakingly  applying  standards  to  a  carrier  that  should  be  applied 
solely  to  a  non-carrier  holding  company  that  was  within  the  jurisdiction  of  the 
Commission,  added  this  observation : 

If  this  precedent  is  to  be  followed,  adequate  supporting  evidence  at  least  should 
be  required  to  inform  the  Commission  as  to  the  non-carrier  business  concerned,  its 
financial  condition  and  accounting  methods,  so  that  it  [the  ICC]  might  make  an  edu- 
cated appraisal  of  the  "judiciousness"  of  the  investment  as  support  for  the  new 
standard.*^ 

However,  despite  this  opportunity  for  diversifying  within  the  confines  of 
its  own  corporate  structure,  albeit  in  a  somewhat  circumscribed  manner,  car- 
riers for  a  variety  of  reasons  (principal  among  them  the  desire  to  pursue  diver- 
sification programs  in  a  completely  untrammeled  manner)  have  resorted  to  the 
formation  of  parent  holding  companies  over  the  past  few  years.®*  Adhering 
to  its  B&A  precedent,  the  Commission  has  generally  followed  a  policy  of  dis- 
missing all  carrier  applications  for  authority  to  make  these  corporate  changes 
(i.e.  the  assumption  of  control  by  the  holding  company  over  the  carrier)  on  the 
basis  that  the  Commission  lacks  the  jurisdiction  to  even  consider  them.  In  the 
two  cases  which  were  found  to  come  within  the  jurisdiction  of  the  ICC,  in- 
volving Northwest  Industries  and  Illinois  Central  Industries,  the  Commission 
has  chosen  to  invoke  but  limited  supervisory  powers  and  has  required  the  sub- 
m.il  tal  of  only  a  minimal  amount  of  reports. 

215,  nS^fdeJfded  M^r?h"l'9  Greyhound  Corp.  Stock.  90  M.C.C. 

*  Id.,  at  p.  220. 
«ild.,  at  p.  222. 
^  Id.,  at  p.  223. 
^  Id.,  at  p.  228. 

the  s'*elboird''ro«?t°Tlni''^hl''??'',  the  Missouri.  Kansas  and  Texas,  the  Chicago  and  Northwestern, 
^oJATs^lT^^^^^^^^  Central,  the  Atcheson. 
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The  more  recent  developments  regarding  holding  f^^^P^^^^^^.^^^^^^^^^ 
involved  Northw  est  Industries,  the  parent  .^'^^^^^^^^^^ 
nf  these  in  connection  vnth  the  then  pendmg  C&.N  W niei^^ei 
cLe  was  reflected  in  the  hearing  examiner's  report  ^vhich  strongly  recom- 
Sded  O^  approving  the  merger)  that  Northwest  Industries  should  at  least 
be  required  to  file  with  the  Commission  a  more  complete  set  of  reports  under 
Sectio  s  90  1)  through  (10)  in  regard  to  its  business  and  hnaiuMal  activities 
^  TsimLr  ;ecomm1.ndatiL  was'urged  by  the  ICC  Bureau  of  ^^-jf^Jj;; 
in  a  brief  filed  in  connection  with  a  group  of  cases  involving  contro  of  he 
Chicago  Rock  Island  and  Pacific  Railroad.^*  In  the  event  of  approval  of  the 
8&W  \app  icati^^^^^^  Bureau  also  urged  that  the  Commission  subject 
the  C&XW's  parent,  Northwest  Industries,  to  more  extensive  reporting 

requiremerits.  the  fact  that  in  none  of  the  above  cases  involv- 

ing NorZesf Industries  or'in  the  Illinois  Central  jurisdiction  extension  .^s 
fere  anv  reference  to  the  securities  issuance  veto  powers  granted  to  the  Com- 
mSon  under  the  Act  -  Furthermore,  in  no  known  case  have  the  securities 
provisions  been  enforced  with  respect  to  a  parent  holding  company. 

FORMATIOX  OF  HOLDING  COMPAXY   (PEXX  CENTRAL  COMPAXY)   BY  PCTC 

In  1969  the  PCTC  created  its  own  parent  holdmg  company,  the  Penn 
Central  Companv-activating  its  operations  on  October  1  of  that  year.«^  Rea- 
sc^S  or  its  fon-nation  were  essentially  the  same  as  those  advanced  in  connection, 
with  the  above  discussion  but  principally  involved  the  desire  on  the  part  of  he 
rai  road  to  create  a  corporation  possessing  greater  flexibility  to  carry  out  a 
la^ge  scale  piMDgram  of  diversification  (by  avoiding  the  securities  provisions  of 

^''^Xi'Jer  the  new  corporate  structure,  the  holding  company  became  the  owner 
of  al  outsta  ding  stock  of  the  railroad,  with  the  holdnigs  of  the  latter  s  share- 
hoklers  becoming'the  stock  of  the  parent  holding  company  on  a  share  lor  share 
basis  1      •  • 

initial  plans  for  the  holding  company  called  for  the  ^ve"^^^^)!,  "^^"^"^^^'(J 
transfer  of  (1)  the  real  estate  companies;  (2)  Buckeye  Pipe  Line  Co.,  (3)  all 
NW  stockholdings;  and  (1)  the  Park  Avenue  properties  subject  to  mortgage, 
to  its  direct  ownership."  None  of  these  actions  were,  however,  accomplished— 
priniarily  because  of  the  intervening  railroad  bankruptcy. 

Certain  procedural  matters  in  connection  with  the  creation  of  the  hoMing 
company  wer^e  also  of  significance.  More  specifically,  the  Penn  Central  holdmg 
company,  in  its  applicat'ion  (to  the  ICC)  under  Section  5(2)  of  the  Interstate 

« Interstate  Commerce   Commission.  Finance  Docket  No.   22688,   C&NW-control-Rock  Island. 

have  a  detrimental  effect  on  their  diversification  /ffortsb^  j 
allegedly  prevent  them  from  invert  the  Commission  in  a  decision,  that  of 

Appendix  D,  Exhibit  41,  p  565  mnMdered  as  earlv  as  Tune.  19RR  but  had  been 

defe^^^;;;;;i;^.i^^r  -«aj^^e^;r -^i 

e.V^/fr'^m  V^^^"l^vir"o^"the  "p^ci'c"iya?de"pl.rYmrnr?^"^'  C.  Bevan.  Appendix  D,  Exhibit  43, 
''-^Moreover,  the  holding  company  corporate  organization  (due  Prlmarily^to  obligations ^ow^^^^^^ 
to  public  stockholders^   .vas.  of  course.  ln<1fPen''ent  f^o"'  t^jf^,  Board  and  the  President 

members  of  too  management  of  both  companies  e.g    the  Cha^rn  an^  Moreover,  th.  Board  of 

also  occupied  similar  positions  t^% 'l'^'„dj."^_^ 

^?!^rV",^sin1.?;n^"'Sr^a"t?;rs^X';i*n'^^"bT^nt?^^^  b«t  .-hose  membership  .as  nearly 

''^^':^;i:%^z.:^:^rjr:^^":^^^^^^^  ^mm coie  to  ^^j„^,--e'^",Li-r;:r^o^f  tr;'cli^.;j 

?om^\^ny^^^r,^tavJ''a.^o,rnfed*?o^  f^^r^^^^i'rJ^^of  Pennsylvania  Co.  (plus  the 
IndusTon  ^f  Ihe  Park  Avenue  properties)  in  a  parent  company  position. 
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Commerce  Act  for  approval  to  control  the  railroad  and  carriers  controlled  by 
it,  requested  that  the  Commission  take  jurisdiction  over  the  holding  company 
as  a  person  controlling  two  or  more  carriers.  (The  approach  of  course  con- 
trasted to  the  approach  other  holding  companies  liad  taken  of  filing  with  such 
application  an  accompanying  motion  for  dismissal  for  lack  of  jurisdiction.) 
However,  in  this  connection,  the  Penn  Central  hoUling  company  further  re- 
quested that  it  be  subjected  to  ICC  jurisdiction  over  its  accounts  ajul  reports 
(Section  20  (1)  to  (10),  inclusive),  but  that  it  not  be  subjected  to  Conwnission 
jurisdiction  over  issuance  of  its  securities  (Sections  20a  (2)  through  (11).  This 
seeming  voluntary  gesture  to  keep  the  Conwnission  informed  of  its  activities 
was  not  so  much  the  latter  as  it  was  the  desire  on  the  part  of  the  holding 
company  to  avoid  an  adverse  multi-million  dollar  impact  on  net  income  every 
year  ($8  million  using  1968  figuies)  resulting  from  the  SEC  deferred  tax 
accounting  treatment wliich  would  be  applicable  if  the  holding  company  were 
not  subject  to  ICC  accounting  jurisdiction. 

On  the  other  hand,  subjection  of  the  holding  company  to  the  securities  pro- 
visions of  Section  20a  would  have  ostensibly  defeated  the  purpose  for  forming 
the  holding  company.  As  was  expected,  however,  on  June  7,  1969,  the 
Commission  denied  it  possessed  jurisdiction  over  the  parent  company  and  dis- 
missed the  application. 

In  its  short  period  of  existence  only  one  acquisition,  that  of  Southwest  Oil 
Ivefining  Co.  (and  its  subsidiary  Royal  Petroleum  Corp.)  was  attempted  by 
the  holding  company.  (This  acquisition,  consummated  in  February  1970 
througli  the  issuance  of  preferred  stock,  Avas  later  rescinded  as  the  result  of 
legal  action  instituted  by  former  shareholders  of  the  acquired  companies.)"^ 

ROLE  or  ICC  IN  PCTC  (AND  PREDECESSOR  COMPANIES)  DIVERSIFICATION  PROGRAM  (8) 

It  is  of  significance  to  note  that  in  only  one  acquisition,  that  of  Buck- 
eye Pipe  Line  Co.,  was  ICC  action  required.  This  was  in  connection  with 
the  approval  proceedings  concerning  the  issuance  of  Pennsylvania  Co.  pre- 
ferred stock  to  acquire  the  remaining  approximate  two-thirds  of  the  Buckeye 
outstanding  stock.  Xo  difficulty  was  encountered  by  the  PER  in  connection 
with  obtaining  approval  here,  with  the  record  (see  s'ummary  opinion  by  Divi- 
sion 3  of  the  Commission)^*  reflecting  that  not  even  a  formal  hearing  was 
held  in  connection  with  the  issuance  approval. 

However,  each  of  the  remaining  acquisitions  was  accomplished  by  the  car- 
rier with  cash,  one  of  the  primary  reasons  for  whose  use  was  clearly  to  circum- 
vent the  provisions  of  Section  20a — which  is  triggered  only  when  securities  are 
proposed  for  issuance — despite  the  fact  that  the  transactions  were  of  the  very 
nature  whicli  the  statute  was  specifically  designed  to  monitor  (non-carrier 
investment).  Thus  by  merely  changing  the  form  of  consideration  from  securi- 
ties to  cash  (of  which  the  company  was  in  great  shortage)  the  railroad  was 
able  to  defeat  the  supervisory  responsibilities  of  the  Commission  and  effectively 
achieve  holding  company  status  itself. 

Conclusions  and  Recommendations 

The  pitfalls  of  diversification  had  been  earlier  discussed  in  trade  journals : 
"Delving  somewhat  into  the  realm  of  the  hypothetical — since  the  short 
history  of  rail  operations  leaves  a  paucity  of  actual  examples — the  opponents 
suggest  that  future  problems  might  arise  if  one  of  the  conglomerates  acquired 
a  highly  'capital-intensive'  company  (i.e.  one  requiring  a  high  level  of  capital 
investment  for  optimum  performance).  Such  a  firm,  they  say.  would  stand  as 
a  great  incentive  for  the  conglomerate  to  divert  into  its  operations  rather  than 
to  the  less  profitable  railroad  activities,  available  capital  funds." 

»2  Companies  subject  to  these  provisions  must  include  In  their  Income  accounts  for  stockholder 
purposes,  n  charge  tor  deferred  fe'lcral  tncop'e  taxes 

»3  Although  the  effect  of  the  railroad's  bankruptcy  on  Its  parent's  financial  strength  Is  self- 
evident,  (the  stock  of  the  railroad  being  nearly  Its  sole  asset),  nonetheless  the  holding  company  lt3elf  Is 
not  In  bankruptcy.  j    i     »  ^ 

°'  Interstate  Commerce  Commission.  Finance  Docket  Xo.  23019.  Pennsylvania  Co.  Stock.  324  ICC 
27o  (''efuterl  .Tulv  13.  10041. 

'Conglomerates  and  Public  Responsibility,"  by  Colin  Barrett,  Traffic  World,  March  1.  1969.  pp. 
86-91  ;  reproduced  In  Appendix  D,  Exhibit  41,  p.  565. 
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Acquisitions  of  real  estate  development  operations  by  the  Penn  Central 
were  exSy  the  type  of  capital-intensive  companies  mentioned  here,  and  whose 
TtUMtts  were  hardly  those  of  the  "stable  non-carrier  enterprises"  referred  to 

sophisticated  acquisition  business.  Companies  which  have  led  the  way  f^'^^J 
silication  have  principally  been  managed  by  lawyers  or 

as  oDDOSed  to  traditional  Vailmen."  -  To  this  comment  it  might  be  added  that 
even^when  uch  companies  are  managed  or  advised  by  "lawyers  or  mves hi^^^^^^ 
bankers"  there  is  no  guarantee  that  noncarrier  investments  made  will  be  sound 
SakinT^nti  account  the  carriers  objectives  and  needs-as  witnessed  m  the 

'^^^S:teTvinX^e  above-mentioned  Barrett  article  again,  it  is  stated  therein 
bv  the  autho?  hat  "Virtually  no  one-and  certainly  no  responsible  person- 
?s^eeLni  t^block  all  railroad  expansion  beyond  the  transportation  mdus 
fry  There  are  however,  many  who  are  fearful  that  untrammeled  expansion 
could  bring  railroads  more  trouble  than  benefits.  nbcolute 
The  Penn  Central  experience  by  itself  does  not  suggest  that  an  absolute 
proliib  Lii  o?di?ersificatiW  is  required ;  but  it  does 

is  those  made  by  Mr.  Roth  and  Mr.  Barrett.  Considering  real  needs  of  the  car- 
rier in  provdin^  transport  service,  the  Penn  Central  diversification  program 
^  conceived  and  implemented  caused  a  loss  of  substantial  cash  to  the  railroad 
Tt  thrvery  time  it  could  ill  afford  such  loss.  The  loss  was  not  offset  by  sufficient 
fain  to  the  program.  The  Penn  Central  diversification  program  is  a 

mradi  Ji  of  what  can  happen  (and  has  in  other  earner  situations)  when  car- 
r^fersXite  to  demons^tLei  public  interest  nature,  -e  permitted  t^^^^^^^^^^ 
their  corporate  resources  in  noncarrier  business  m  a  totally  unrestrained 
manner. 

ASSESSMENT  OF  RELATIVE  AND  ABSOLUTE  WEIGHT  OF  DIVERSIFICATION  AS  A  FORCE 

LEADING  TO  BANKRUPTCY 

The  diversification  program  of  the  railroad  (s)  was  not  a  major  cause  of 
the  bankruptcy.  A  summary  of  the  findings  leading  to  this  conclusion  are  as 

follows :       ^^^^  earnings  maximization  policy  of  management  the  non- 

rail  acquisitions  gave  the  appearance  of  achieving  a  quite  satisfactory  return  on 
inveSt  iHerms  of  reportable  earnings  from  the  inception  of  the  program  m 
19^4  through  1969,  contributing  substantial  percentages  of  reported  consoh- 
dated  earnmgs  in  that  period  while  rail  operations  ^oj^tinued  atj  deficit  With- 
out the  beneSt  of  these  added  reportable  earnings  it  is  probable  that  the  rail 
plight  would  not  have  been  obscured  so  successfully  and,  financial  pressur^ 
would  have  been  brought  to  bear  much  sooner  resulting  m  an  earlier  bankruptcy 
It  was  not  until  calendar  year  1970,  post-hai^ruptcy  that  the  principal  real 
estate  development  acquisitions  recorded  their  large  losses.  Investors  and  the 
pub  fc  cfeneSb^  might  find  a  delay  in  the  bankruptcy  of  questionable  value^ 
^  2  mile  the  program  as  implemented,  unquestionably  precipi  ated  a  cash 
drain'over  the  six  year  period  (reflecting  the  inappropriateness  of  the  types  ot 
rnvertnients  made)'  such  amounts  were  not  significant  by  themselves  when  com^ 
pared  to  the  total  funds  which  the  railroad  continued  to  reinvest  m  its  rail 
plant  over  a  good  portion  of  the  same  period.  ,  .  j- 

3  Although  substantial  amounts  of  time  were  devoted  to  the  diversifica- 
tion efforts  by  certain  members  of  the  railroad's  finance  department  and,  to  a 
mudi  less  extent,  the  Chairman  of  the  Board,  few  other  officials  (none  m  the 

--The  Railroads:  What  WUl  Diversification  Mean  to  Earnings?"  by  Alan  Roth.  The  Institutional 
'"^■''«'?.'donglom"ra\*e?an^  oP-  cit.,  at  p.  89. 
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rail  operatinj^  departments)  were  involved  to  any  extent.  It  is  probable  that 
such  efforts  did  not  measurably  detract  from  management's  capability  to  oper- 
ate the  railroad. 

4.  The  bank  loans  arranged  by  the  parent  company  for  its  non-rail  sub- 
sidiaries had  little  effect  on  lines  of  credit  which  the  railroad  could  have  used  to 
forestall  bankruptcy.  This  was  because  the  railroad  was  for  all  practical  pur- 
poses wholly  reliant  upon  its  Pennsylvania  Company  subsidiary  as  its  principal 
credit  generating  corporate  instruuient — whose  assets  woi-e  in  large  part  the 
stock  of  the  non-rail  subsidiary  companies.  The  arranging  of  loans  to  improve 
the  operating  performance  of  its  subsidiaries  was  an  attempt  to  increase  the 
value  of  its  only  pledgablc  assets  since  nearly  all  of  the  railroad's  own  assets 
already  served  as  collateral  for  its  prior  loans. 

In  relative  terms  the  total  impact  of  diversification  was  by  itself  a  small 
factor  in  the  bankruptcy  of  the  railroad.  At  worst,  the  adverse  effect  on  the 
cash  position  of  the  railroad  it  produced  was  no  more  significant  than  the  inade- 
quate pre-merger  planning  by  both  railroads  leading  to  the  disruptive  service 
problems  faced  by  the  company  immediately  after  merger.  The  effects  of  the 
latter  on  existing  and  prospective  shippers  left  a  far  greater  impression  in  terms 
of  total  revenues  lost  than  did  the  total  cash  expended  during  the  seven  year 
period  on  the  diversification  program. 

For  that  matter  revenues  lost  from  various  industry  strikes  involving  ship- 
pers, severe  weather  conditions  during  the  short  period  of  the  merged 
company's  existence,  costs  associated  with  the  labor  protective  agreement  (the 
latter  of  which  were,  however,  minimal  by  the  company's  own  admission)  and 
the  New  Haven  inclusion  also  contributed  to  the  financial  burdens  of  the  merged 
company. 

For  the  reasons  advanced  above  it  is  believed  that  the  most  appropriate 
solution  to  the  adverse  effects  of  the  PCTC  acquisition  program  may  not  be 
total  prohibition  of  all  outside  investment,  but  rather  the  imposition  of  control 
by  the  Interstate  Commerce  Commission  over  the  types  of  non-carrier  invest- 
ment that  a  carrier  or  its  parent  holding  company  may  be  permitted. 

RECOMMENDATIONS 

The  diversification  program  of  the  Penn  Central  is  clearly  a  model  for 
the  prevention  of  untrammeled  non-carrier  investment  by  a  carrier.  Although 
it  is  acknowledged  that  some  benefits  may  be  achieved  through  a  soundly  con- 
ceived and  implemented  program  of  diversification,  the  Penn  Central  case  (as 
well  as  several  others  examined  by  the  ICC  in  studies  over  the  past  two  years) 
strongly  denionstrates  the  need  for  the  imposition  of  standards  and  controls 
over  such  activity  by  carriers. 

It  is,  however,  recognized  that  the  mere  extension  of  Section  20a  to  applv 
to  non-rail  cash  acquisitions  by  carriers  or  the  additional  strengthening  of 
the  approval  proceedings  thereunder  (including  the  prescribing  of  more 
comprehensive  types  of  informntion  to  be  submitted)  would  be  largely  useless 
today  because  of  the  advent  of  the  holding  company  device  to  avoid  Interstate 
Commerce  Commission  jurisdiction.  Simply  forming  a  holding  company  should 
not  also  have  the  undesirable  side  effect  of  insulating  the  carrier  from  the  Inter- 
state Commerce  Act.  Because  of  the  demonstrated  opportunities  for  impair- 
ment to  the  financial  condition  and  service  ability  of  a  carrier  that  ownership 
or  control  by  a  non-carrier  presents  (whether  by  creation  of  the  carrier  itself 
or  not)  and  the  evident  public  interest  involved  in  maintaining  the  nation's 
existing  rail  resources,  it  is  strongly  recommended  that  the  Commission  use  its 
existing  power  under  the  Act  as  outlined  below  or  failing  that,  that  it  explain 
in  detail  how  the  Act  is  deficient  and  how  it  should  be  amended.  The  recom- 
mendations are  as  follows : 

(1)  that  any  person  controlling  a  carrier  be  subject  to  the  provi- 
sions of  Sections  12,  20  (1)  through  (10),  and  Section  20a  (2)  through 
(11)  of  the  Interstate  Commerce  Act ; 

(2)  that  the  Commission  require  the  submission  of  any  and  all 
information  deemed  relevant  to  a  proper  assessment  of  the  business 
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and  financial  activities  of  any  such  controlling  person  ^.[^^^^^^.^y^ 
nnt  itrrp^nonsibihties  under  the  Interstate  (^oiumerce  Act  (nicluding 
"g.  ;t  ass'essment^         effect  of  such  activit.^es  upon  the  earner  and 

informat  on  it  deems  relevant  t J  making  a  determmataon  as  to  the 
uScirsness  of  a  non-carrier  investment  (including  e.g.  the^nature  of 
Cu~:r  business  concerned,  i^s  financial  coxjd.t^n  ai^ 
ina  methods)  wliere  the  purpose  ot  the  issuance  of  the  secmities  in 
'  ohXs  that  of  (or  assumption  of  financial  obligation  is  related  to) 

(4)  irt'X^^ommission  examine  proposed  acquisition  by  car- 
riers (or  controlling  persons  thereof)  of  any  non-carrier  business  enter- 
prTse  bv  ^he  utilization  of  cash  as  the  sole  means  of  consideration. 
The  adoption  of  the  above  recommendations 

report.  The  second  proposal  (S.  2  <  60  m  the  ^-^^^J^^^'J    •     i^itj^i  proposal 

:S  -  I?C  ieSo  ..e  .con,, 

mendations  of  this  report. 

■         The  present  form  (Form  BF-6)  used  to  reauest  Informa^^^^^^^ 

to  the  tvoe  of  Information  requested  as  to  be  of  ""^'"^ .V,*®:, ,,^lJ]ftpd  challenges  by  the  government  to 
Ivanlblffor  investigating  even  tbe  infom^^^^^^  r?suU  oflpposition  by  sUe  interested  third 

the  issuance  rarely  develop.  Those  that  do  are  «suauj        '''3p_g     g  general  instructions) . 
nartv   (See  Appendix.  Exhibit  45  for  a  sample  cop>  ot  1  orm        d        ^"^ ^       ^he  Commission  in  the 
^""^Hi-^hf  standard  for  investment  might  well  encompas^^  the  proceeds 

Greyhound  case:  "In  no  event  should  a  carrier  bp  autnorize^^^  ^^^^^  person  where 

therefrom  or  assume  obligation  or  lability  ^vith  respect  to  tj^^  f  ™^;"|tib^^  the  public  Interest. 
U  is  not  for  some  lawful  object  w  tb.n  its  ^^o^/^^a  e  powe^^^^^^^  ^^^^^^^  public  as  a 

?o"^rn"clrV\rr    '^nX'UV^^^^^^^^  Corp.  StoC. 


APPENDIX  A 


TABLE  A-l.-INTERCITY  FREIGHT  BY  MODES,  1939-701 
IBillions  of  ton-miles] 


Rail  Percent  Truck  i  Percent 


1939    339  62.3 

1940..   379  61.3 

1941   482  62.4 

1942   645  69. 5 

1943   735  71.3 

1944   747  68. 7 

945...   691  67.2 

1946   602  56.6 

1947.    665  65.3 

1948    64  7  61.9 

949   535  58. 3 

1950....   597  56.2 

1951   655  55.6 

1952....   623  54.4 

1953..   614  51.0 

1954    557  49.6 

1955    631  49.5 

1956    656  48.4 

1957    626  46.9 

1958   559  46.0 

1959...    582  45.3 

1960   579  44. 1 

1961   570  43. 5 

1962....   600  43.8 

1963   629  43.3 

1964   666  43 

1965    709  43. 

1966   751  43. 

1967   731  41. 

1968   757  41 

1969....   780  41 

1970(p)   773  40  1 


53 
62 
81 
60 
57 
58 
67 
82 
102 
116 
127 
173 
188 
195 
217 
213 
223 
249 
254 
256 
279 
285 
296 
309 
336 
356 
359 
381 
389 
396 
404 
41? 


9.7 
10.0 
10.5 
6.5 
5.5 
5.3 
6.5 
9.1 
10.0 
11.  1 
13.8 
16.3 
16.0 
17.0 
18.0 
19.0 
17.5 
18.4 
19.0 

21.  1 
21.7 
21.8 
22.7 
22.5 
23. 1 
23.  1 
21.9 
21.8 

22.  0 
21.5 
21.3 
21.4 


Oil 
pipe- 
line Percent 


56 
59 
68 
75 
98 
133 
127 
96 
105 
120 
115 
129 
152 
158 
170 
179 
203 
230 
223 
211 
227 
229 
233 
238 
253 
269 
306 
333 
361 
391 
411 
431 


10.3 
9.5 
8.8 
8. 1 
9.5 
12.2 
12.4 
10.6 
10.3 
11.5 
12.5 
12. 1 
12.9 
13.8 
14.  1 
15.9 
15.9 
17.0 
16.  7 
17.4 
17.7 
17.4 
17.8 
17.3 
17.4 
17.4 
18.  7 
19. 1 
20.5 
21.3 
21.6 
22.4 


Great 

Lakes  Percent 


76 
96 
114 
122 
115 
119 
113 
96 
112 
119 
98 
112 
120 
105 
127 
91 
119 
111 
117 
80 
80 
99 
87 
90 
95 
106 
110 
116 
107 
112 
115 
116 


14.0 
15.5 
14.8 
13.1 
11.2 
10.9 
11.0 
10.6 
11.0 
11.4 
10.7 
10.5 
10.2 
9.2 
10.6 
8. 1 
9.3 
8.2 
8.8 
6.6 
6.2 


Rivers 
and 

canals  Percent 


Air  Percent 


20 
22 
27 
26 
26 
31 
30 
28 
35 
43 
42 
52 
62 
64 
75 
83 
98 
109 
115 
109 
117 
121 
123 
133 
139 
144 
152 
164 
174 
179 
188 
190 


3.7 
3.6 
3.5 
2.8 
2.5 
2.8 
2.9 
3.1 
3.4 
4. 1 
4.6 
4.9 
5.3 
5.6 
6.2 
7.4 
7.7 
8.0 
8.6 
9.0 
9.  1 
9.2 
9.4 
9.7 
9.6 
9.3 
9.3 
9.4 
9.9 
9.7 
9.9 
9.9 


0.  01 
.02 
.02 
.04 
.05 
.07 
.09 
.08 
.  11 
.15 
.20 
.30 
.34 
.34 
.37 
.38 
.49 
.58 
.68 
.70 
.80 
.89 

1.  01 
1.30 
1.30 
1.50 
1.91 
2.25 
2.59 
2.90 
3.  20 
3.40 


0 
0 
0 
0 
0 

.01 
.01 
.01 
.01 
.01 
.02 
.03 
.03 
.03 
.03 
.03 
.04 
.04 
.05 
.05 
.06 
.07 
.08 
.09 
.09 
.  10 
.12 
.13 
.15 
.  16 
.  17 
.  18 


Total 


544 
618 
772 
928 
1,031 
1,088 
1,028 
904 
1.019 
1,045 
917 
1,063 
1,177 
1, 145 
1,203 
1,123 
1,274 
1,356 
1,336 
1,216 
1,286 
1,314 
1,310 
1,371 
1,453 
1,543 
1,638 
1,747 
1,765 
1,838 
1,901 
1,925 


(p)— Preliminary. 

'  Includes  both  for-hire  and  private  carriers. 
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TABLE  A-8.-EQUIPMENT  AND  JOINT  FACILITIES  RENT  AS  A  PERCENT  OF  NET  OPERATING  REVENUE,  REGIONAL  DISTRICTS  AND 

SELECTED  RAILROADS,  1964-70 


Year 


1964 


1965 


1966 


1967 


1968 


1969 


1970 


Eastern  District  

Penn  Central '  

Norfolk  &  Western*. 

Southern  District  

Southern  Railway  

Illinois  Central  

Western  District  

Southern  Pacific  

Union  Pacific.  


36.7 
39.3 

6.6 
10.4 

8.6 
28.9 
16.9 
20.1 
13.0 


25.4 
38.9 

8.2 
17.8 

8.8 
23.3 
16.6 
22.5 

8.4 


25.4 
37.1 

8.5 
19.6 

8.0 
22.6 
17.  1 
24.0 

6.5 


36.4 
52. 1 
17.4 
21.0 

7.  7 
26.3 
20.6 
25.7 

3.3 


40.4 
68.2 
15.8 
23.8 

7.  7 
30.6 
21.  1 
28.3 

2.0 


42.2 
77.3 
16.2 
20.  1 

6.8 
27.2 
23.7 
27.5 

2.9 


56.3 
(') 
17.4 
20.9 
7.0 
29.1 
24.9 
30.7 
(•) 


'  1964-67  pro  forma. 
'Over  100  percent. 
'  1964  pro  forma. 


<  Facilities  and  equipment  rents  Is  a  credit  amount. 
Source:  Moody's  Transportation  Manual. 
TABLE  A-9.-ANNUAL  FIXED  CHARGES  AS  A  PERCENT  OF  NET  RAILWAY  OPERATING  INCOME,  CLASS  I  RAILROADS.  1960-70 


Year 


Percent 


Year 


Percent 


1960. 
1961- 
1962- 
1963- 
1964- 
1965- 


63.8 
68.6 
50.5 
45.7 
46.5 
41.7 


1966. 
1967- 
1968. 
1969. 
1970. 


40.7 
68. 1 
7. 14 
79.6 
(') 


'        '00  percent.  Source:  ICC  and  AAR. 

TABL€  A-IO.-OTHER  INCOME  AS  A  PERCENT  OF  PRE-FEDERAL  INCOME  TAX  ORDINARY  INCOME  ',  CLASS  I  RAILROADS,  1960-70 


Year 


1960. 
1961- 
1962- 
1963- 
1964- 
1965- 


Percent 

Year 

53.5 

1966 

51.6 

1967 

44.7 

1968 

40.5 

1969 

44. 1 

1970 

37.3 

Percent 


36.7 
73.8 
79.3 
81.4 


'  Before  1967  reported  as  Net  Income. 
2  Over  100  percent. 


Source:  ICC  and  AAR. 


TABLE  A-U.-OTHER  INCOME  AS  A  PERCENT  OF  PRE-FEDERAL  INCOME  TAX  ORDINARY  INCOME.i  REGIONAL  DISTRICTS  AND 

SELECTED  RAILROADS,  1964-70 


Year 


Eastern  district  

Penn  Central* 
Norfolk  &  Western  >. 

Southern  district--.  

Southern  Railway- -, 
Illinois  Central  

Western  district  

Southern  Pacific  

Union  Pacific  


1964 


1965 


'  Before  1967  reported  as  net  income. 
'  Over  100  percent. 

'  Not  calculated  because  pre-Federal  income  tax  ordinary 
income  is  a  deficit  amount. 


1966 


0) 

43.5 

47.2 

99.7 

90.6 

9.4 

8.6 

11.6 

20.2 

29.7 

27.5 

10.6 

19.5 

15.6 

33.2 

17.8 

22.6 

42.3 

35.9 

33.5 

49. 1 

44.0 

53. 1 

50.1 

38.4 

34.7 

1967 


1968 


1969 


(') 

« 

19.6 

22.3 

21.2 

39.6 

42.3 

36.6 

19.5 

19.4 

16.0 

33.8 

44.8 

41. 1 

58.2 

57.5 

57.3 

62.6 

58.7 

55.8 

44.4 

50.6 

51.6 

«  1964-67  pro  forma. 
'  1964  pro  forma. 

Source:  Moody's  Transportation  Mani-aL 


1970 


(') 
(') 
18.9 
42.4 
26.5 
70.4 
65.9 
74.4 
57.4 


442 


443 


li 
'1 


-  c 


i 


^1 


o  ^ 

§i§22§2 


§£22222 


Ml 

iii 


444 
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TABLE  A-14.-FIXED  CHARGES  AS  A  PERCENT  OF  CASH  FLOW,  CLASS  I  RAILROADS  AND  SELECTED  RAILROADS,  1964-70 


1%4 


1965 


1966 


1967 


1%8 


1969 


1970 


Class  I  railroads  

Penn  Central '  

Norfolk  &  Western «. 

Southern  Railway  

Slinois  Central  

Ilouthern  Pacific  

Union  Pacific.  


27.5 

26.3 

26.  0 

35.  2 

35.5 

51.6 

46.8 

54.7 

77. 1 

24.1 

23.5 

26.6 

32.9 

24.  i 

25.0 

27.5 

27.4 

26.8 

31.4 

20.3 

17.4 

16.8 

17.0 

21.1 

22.9 

22.3 

22.1 

26.6 

22.6 

2.9 

2.5 

3.5 

6.5 

7.0 

45.7 

<■') 

34.8 
30.5 
22.6 
22.8 
7.3 


58.0 

34^1 
31.8 
27.6 
26.8 
14.3 


'  1964-67  pro  forma. 

2  Over  100  percent. 

3  Not  calculated  because  cash  flow  is  a  deficit  amount. 


•  1964  pro  forma. 

Source:  Moody's  Transportation  Manual. 


TABLE  A-15.-CASH  FLOW  AS  A  PERCENT  OF  NET  WORTH,  CLASS  I  RAILROADS  AND  SELECTED  RAILROADS,  1964  70 


1964 


1965 


1966 


1967 


Class  I  Railroad  

Penn  Central  '  .  . 
Norfolk  &  Western «. 
Southern  Railway... 

Illinois  Central.  

Southern  Pacific  

Union  Pacific  


'  1964-1967  pro  forma. 
■  Not  available. 

3  Not  calculated  because  Cash  Flow  is  a  deficit  amount. 


1968 


'  1964  pro  forma. 

Source:  Moody's  Transportation  Manual. 


1969 


7.8 

8.6 

9.0 

7.3 

7.6 

7.2 

(2) 

7.  1 

6.0 

5.2 

4.  5 

0.6 

7.6 

7.9 

7.8 

6.5 

6.4 

6.6 

9.4 

9.  1 

8.9 

9.8 

9.0 

11.0 

7.1 

8.0 

7.8 

8.2 

8.2 

8.2 

8.6 

9.  1 

9.4 

8.2 

9.4 

9.8 

8.8 

9.3 

10.2 

9.7 

9.4 

9.2 

1970 


5.9 

11.0 
7.5 
9.3 

10.1 


TABLE  A-16.-CASH  DIVIDENDS  AS  A  PERCENT  OF  PRE-FEDERAL  INCOME  TAX  ORDIltARY  INCOME  1  AND  AS  A  PERCENT  OF  CASH 

FLOW,  CLASS  I  RAILROADS,  1960-70 


Year 


'  Before  1967  reported  as  net  income. 
2  Over  100  percent. 


Source;  ICC  and  AAR. 


Percent  of 
pre-FIT 
ordinary 
income 


1960. 
196L. 
1962.. 
1963.. 
1964.. 
1965.. 
1966.. 
1967.. 
1968.. 
1969.. 
1970.. 


Percent  of 
cash  flow 


59.5 

32.3 

57.2 

33.3 

50.6 

36.0 

46.4 

30.9 

54.7 

33.0 

48.1 

30.9 

45.8 

27.5 

81.1 

38.4 

78.5 

37.8 

78.6 

38.1 

(?) 

41.4 

TABLE  A-17.-CASH  DIVIDENDS  AS  A  PERCENT  OF  PRE-FEDERAL  INCOME  TAX,  ORDINARY  INCOME,'  SELECTED  RAILROADS 

1964-70 


1964 


1965 


Penn  Central  2   54  5  57  q 

Norfolk  &  Western  5...   47.6  51.9 

Southern  Railway     45.4  si.g 

Illinois  Central    42.  3  3\1 

Southern  Pacific      55.4  48  6 

Union  Pacific   39.6  36  6 


1  Before  1967  reported  as  Net  Income. 

2  1964-67  pro  forma. 
'  Over  100  percent. 

*  Not  calculated  because  pre-Federal  Income  Tax  Ordinary  In- 
come !s  a  deficit  amount. 


1966 


66.6 
52.  5 
48.5 
29.8 
45.6 
35.8 


1967 


0) 
75.  3 
44.6 
32.7 
64.9 
42.5 


1968 


(•) 

65.  4 
50.3 
34.6 
56.9 
41.4 


1969 


(0 

66.9 

37.3 

36.2 

57.2 

39.3 


'  1964  pro  forma. 

Source:  Moody's  Transportation  Manual. 


1970 


W 

70.4 

47.6 

42.0 

94.3 

38.  4 


TABLE  A-18.-CURRENT  ASSETS  AS  A  PERCENT  OF  CURRENT  LIABILITIES,"  CLASS  I  RAILROADS,  1960-70 


Year 

Percent 

Year 

Percent 

1960  

1966  

1961... 

1967  

1962  

1968   

1963  

1969.  

1964  

1970 

1965  

'  Excluding  long  term  debt  due  within  1  year. 


Source:  ICC  and  AAR. 
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TABLE  A-19.-CURRENT  ASSETS  AS 


A  PERCENT  OF  CURRENT  LIABILITIES,.  SELECTED  RAILROADS,  1964-70 


1964 


1965 


1%6 


1967 


1968  1969 


1970 


113.4  125.2 

Penn  Central 2-..-  --  - 154  1  157.  0 

Norfolk  &  Westerns  -  ----  g  jjy  g 

Southern  Railway    136  1  129. 1 

Illinois  Central   -  -   1772  147.0 

Southern  Pacific    - 286.6  230.0 

Union  Pacific   - "  


125.  5 
158.3 
124.9 
123.5 
128.2 
234.4 


110.0 
151.  4 
137.9 
141.2 
120. 1 
199.3 


86.4 
145.4 
129.4 
137.0 
126.7 
187.7 


98.8 
131.2 
129.2 
161.2 
103.3 
133.6 


126.6 
126.6 
115.3 
150. 1 
122.3 
139.6 


1  Excluding  long-term  debt  due  within  1  year. 

2  1964-67  pro  forma. 


5  1964  pro  forma. 

Source:  Moody's  Transportation  Manual. 


TABLE  A-23-DEBT  DUE  WITHIN  1  YEAR  AS  A  PERCENT  OF  PRE-FEDERAL  INCOME  TAX  ORDINARY  INCOME,.  SELECTED 
TABLE  A  ^J.    utDi  u  RAILROADS,  1964-70 


1964 


1965 


1966 


1967 


1968 


1969 


1970 


Penn  Central*  

Norfolk  &  Western'. 
Southern  Railway.. . 

Illinois  Central.  

Southern  Pacific  

Union  Pacific  


(?) 
18.0 
56.  1 
52.3 
62.0 

3.2 


0) 
22.9 
35.6 
36.9 
49.0 
3.0 


93.9 
40.  1 
34.  2 
35.4 
41.3 
13.3 


61.1 
29.8 
33.8 
71.7 
18.3 


(>) 
57.0 
54.7 
56.8 
90. 1 
21.4 


(') 
70.1 
37.5 
55.8 
55. 1 
24.8 


79.5 
53.9 
59.9 
62.4 
17.3 


1  Before  1967  reported  as  net  income. 
!  1964-67  pro  forma. 
3  Not  available. 
<  Over  100  percent. 


i  Not  calculated  because  pre-Federal  income  tax  ordinary  income 
is  debt  amount. 
6  1964  pro  forma. 

Source:  Moody's  Transportation  Manual. 


TABLE  A-2,.-NET  WORKING  CAPITAL-  AS  A  PERCENT  OF  FIXED  CHARGES^OASSmiLR^^ 


Year 


I960.. 
1961- 
1962. 
1963. 
1964. 
1965.. 


Percent 

155.0 

1966 

138.4 

1967 

176.3 

1968 

225.0 

1969 

192. 1 

1970 

61.2 

Year 


Percent 


112.1 
59.9 
31.6 
10.8 
18.5 


..Excluding  materials  and  supplies  and  long  term  debt  due        Source:  I.C.C.  and  AAR. 
within  1  year. 

TABLE  A-22.-NET  WORKING  CAPITAL^AS^MT  OF  FIXED  CHARGES,  SELECTED^AILROAD^1964^ 

1969 


Year 


1964 


1965 


1966 


1967 


1968 


1970 


Penn  Central 2. ----- --  -   ^2^24  1 

69.2 
146.2 
375.4 


Norfolk  &  Western  <- 
Southern  Railway.-- 

Illinois  Central  

Southern  Pacific    

Union  Pacific.     ^ ' 


179.1 
75.9 
56.9 

232.1 

W 


(') 

122.6 
63.9 
20.1 

123.6 


^^3.5 
121.2 
149.7 
71.0 
976.5 


(?) 
80.6 
101.6 
121.0 
120.5 
812.6 


(0 
28.9 
79.1 
249.7 

(?) 

450.6 


17.7 
29.6 
1.  , 

209.7 
80.6 

288.5 


i  Over  1,000  percent. 
Source:  Moody's  Transportation  manual. 


.  Excluding  materials  and  supplies  and  debt  due  within  1  year. 
3  NoUalcula?ed  b'^cause  net  working  capital  is  a  deficit  amount. 
I  1964  pro  forma. 

TABLE  A-23.-STATE  AND  LOCAL  TAXES  AS  A  PERCENT  OF  PRVFED^RAL  INCOME  TAX  ORDINARY  INCOME  ■  CLASS  ,  RAILROADS 


Year 


1960. 
1961- 
1962- 
1963. 
1964- 
1%5- 


Percent 

61.2 

1966. 

60.9 

1967. 

50.0 

1968 

42.2 

1969 

41. 1 

1970 

36.1 

Year 


Percent 


31.1 
58.5 
55.4 
62.1 


.  Before  1967  reported  as  net  income. 
2  Over  100  percent. 


Source;  ICC  and  AAR. 
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TABLE  A-24.-STATE  AND  LOCAL  TAXES'  AS  A  PERCENT  OF  PRE-FEDERAL  INCOME  TAX  ORDINARY  INCOME,' SELECTED 

RAILROADS,  1964  70 


1964  1965  1%6  1967         1968  1969  1970 


Penn  CentraM   87.3  70.9  52.8  '«)  (»)             O)  (>) 

Norfolk  &  Western'..   20.7  20.2  18.8  29.2  27.4  30  9  35  5 

Southern  Railway   25.0  28.5  28.1  24.5  28.3  21  7  24  0 

Illinois  Central...   59.1  47.2  40.2  37.7  42.3  41  5  48  6 

Southern  Pacific   45.5  40.9  38.7  58.9  44  2  44  2  57  8 

Union  Pacific   18.4  16.9  15.5  17.4  18.4  17  8  18  7 


'  Includes  foreign  taxes  as  well  as  U.S.  Government  taxes  other  »  Not  calculated  because  pre-Federal  income  tax  ordinary 

than  payroll  and  income  taxes.  income  is  a  deficit  amount. 

2  Before  1967  reported  as  net  income,  «  1964  pro  forma. 
'  1964-67  pro  forma. 

« Over  100  percent.  Source  ICC  and  AAR, 
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TABLE  A-26.-AVERAGE  LENGTH  OF  HAUL  IN  MILES,  NATIONAL  RAIL  SYSTEM  AND  SELECTED  RAILROADS,  1961-70 


1961      1962      1963      1964      1965      1966      1967      1968      1969  1970 


Class  I  national  system   452  461  464  466       477       484       485  495       497  499 

PennCential   ■                                 .-  303  294  298 

Pennsylvania..   275  281  282  287       292       291  289   

New  York  Central   249  244  244  242       262       278  288   

Norfolk  &  Western   281  283  288  284       290       297       304  311       313  322 

New  York,  Chicago  4  St.  Louis   237  233  233    . .        

Southern  Railway   219  219  224  225       228       231       230  233       238  239 

Illinois  Central   260  271  261  264       278       280       268  283       293  270 

Southern  Pacific    474  501  492  498       501        525       548  528       510  515 

Union  Pacific    579  582  585  588       599       615       620  641        653  640 


Source:  National  Rail  System,  ICC  and  AAR;  selected  railroads;  Moody's  Transportation  Manual. 
TABLE  A-27.-AVERAGE  LENGTH  OF  TRAINS,  IN  NUMBER  OF  CARS,  CLASS  I  RAILROADS  AND  REGIONAL  DISTRICTS,  1960-70 


1960      1961      1962      1963      1964      1965      1966      1967      1968      1969  1970 


Class  I  railroads..   69.6  70.4  70.5  70.3  69.7  69.6  69.3  70.5  70.1  70.0  70.1 

Eastern  district.   71.  2  71.9  72.3  72.2  71.2  72.1  72.6  74.9  74.3  73.8  72.7 

Southern  district   69.8  70.5  70.8  69.4  69.6  70.9  72.1  72.5  70.3  71.5  68.6 

Western  district    68.4  69.3  69.3  69.3  68.7  67.6  66.5  67.2  67.4  67.4  69.0 


Source:  ICC  and  AAR. 

TABLE  A-28.-AVERAGE  FREIGHT  TRAIN  LOAD',  CLASS  I  RAILROADS,  REGIONAL  DISTRICTS,  AND  SELECTED  RAILROADS, 

1960-70 


1960      1961      1962      1963      1964      1965      1966      1967      1968      1969  1970 


Class  I  Railroads    1,453  1,495  1,544  1,590  1,618  1,685  1,715  1,740  1,768     1,804  1,820 

Eastern  District    1,586  1,613  1,669  1,722  1,747  1,821  1,878  1,939  1,972     1,994  1,981 

Penn  Central....     .        1,922     1,825  1,705 

Pennsylvania.    1,540  1,573  1,605  1,662  1,683  1,783  1,864  1,936   

New  York  Central    1,405  1,437  1,523  1,594  1,591  1,712  1,858  1,906    

Norfolk  &  Western   2,824  3,058  3,115  3,254  2,095  2,201  2,322  2,398  2,449     2,512  2,545 

New  York,Chicago&  St.  Louis...  1,424  1,426  1,418  1,447        

Southern  District...    1,497  1,515  1,608  1,640  1,690  1,812  1,873  1,905  1.874     1,951  1,881 

Southern  Railway..   (0  1,571  1.630  1,632  1.684  1,828  1,843  1,942  1,977     1,917  1,725 

Illinois  Central....    (2)  1,633  1,748  1,778  1,827  1,885  1,904  1.799  1.794     1,954  1,833 

Western  District    1,350  1,400  1,440  1,486  1,509  1,555  1,567  1,566  1,614     1.649  1,703 

Southern  Pacific    O  1,436  1,459  1,474  1,495  1,526  1,538  1,544  1,716     1,741  1,911 

Union  Pacific...   (2)  1,418  1,449  1,508  1,541  1,570  1,552  1,585  1,585     1,718  1,343 


'  Net  ton  miles  per  train  mile.  Sources:  Class  I,  Regional  Districts~ICC  and  AAR;  Selected  Rail- 

2  Not  available.  roads— Moody's  Transportation  Manual. 

TABLE  A-29.— GROSS  TON-MILES  PER  FREIGHT  TRAIN  HOUR,  CLASS  I  RAILROADS  AND  SELECTED  RAILROADS,  1960-70 


1960       1961        1962       1963       1964       1965       1966       1967       1968       1969  1970 


All  class  I  railroads   63,096  65,598  67,504  68,927     69,724  71,222  73,183  75,103  76,222  76,448  78,111 

Penn  Central             72,281  68,883  72,277 

Pennsylvania   56,134  58,858  62,413  63,790     64,196  66,176  69,441  71,550  .  . 

New  York  Central   59,458  60,056  61,647  62,716     65,959  69,761  73,795  76,557  .. 

Norfolk  &  Western   89,564  94,731  97,688  99,416     82,131  82,772  82,002  91,133  92,690  93,831  92,795 

New  York,  Chicago  & 

St.  Louis.  ..   59,013  59,622  56,536  56,104  . 

Southern  Railway   (■)  59,490  61,220  59,604     60,325  57,453  63,794  66,859  65,230  67,169  69,662 

Illinois  Central   (■)  63,413  66,092  65,694     65,812  67,040  71,347  65.199  62,807  63,074  52.279 

Southern  Pacific   (i)  79,241  80,457  81,151     83,064  81,982  84,646  87,603  92,097  93.257  109.098 

Union  Pacific   (i)  93,512  94,814  98,633   104,226  107,116  111,831  116,316  119,369  121,859  128,502 


'  Not  available.  Source:  Moody's  Transportation  Manual. 

TABLE  A-30.-LOADED  CAR  MILES  AS  PERCENTAGE  OF  TOTAL  CAR  MILES,  SELECTED  RAILROADS,  1961-70 


1961      1962      1963      1964      1965      1966      1967      1968      1969  1970 


Penn  Central       58.7  58.5  t4. 1 

Pennsylvania    60.4  61.8  61.8  61.3  61.6  6i.9  60.6 

New  York  Central     55.7  56.9  57.6  57.4  57.6  58.0  57.0 

Norfolk  &  Western  __  __   53.9  53.9  53.7  54.3  56.2  55.2  53.8  54.7  54.9  53.0 

New  York,  Chicago  &  St.  Louis   62.0  62.2  61.4 

Illinois  Central     60.0  59.5  58.9  58.5  60.2  59.2  56.6  56.5  58.3  55.3 

Southern  Pacific.    63.8  64.2  64.1  63.8  64.2  64.4  62.4  62.2  62.9  61.2 

Union  Pacific     64.9  64.4  64.1  63.4  63.8  62.0  60.6  60.6  60.1  57  9 


Source:  Moody's  Transportation  Manual. 
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TABLE  A-31.-AVERAGE  FREIGHT  CAR  CAPACITY,  CLASS  I  RAILROADS,  1960-70 


Year 


1960. 
1961- 
1962. 
1963- 
1964- 
1965. 


Tons 


55.4 
55.7 
56.3 
56.8 
58.3 
59.7 


Year 


1966. 
1967. 
1968. 
1959. 
1970. 


Tons 


61.4 
63.4 
64.3 
65.8 
67.1 


Source:  ICC  and  AAR. 


TABLE  A-32.-UNSERVICEABLE  EQUIPMENT,  CLASS  I  RAILROADS,  1960-69 


Year 

Unserviceable 
freight 
cars  as 
percent  of 
total  fleet 

Unserviceable 
locomotives 
as  percent  of 
total  fleet 

Year 

Unserviceable 
freight 
cars  as 
percent  of 
total  fleet 

Unserviceable 
locomotives 
as  percent  of 
total  fleet 

7.8 

6.6 
6.9 
7.1 
6.9 
6.6 

5.1 
4.4 

6.0 
6.2 

8.4 

4.6 

6.7 

7. 6 

4.8 

5.9 

7.0 

4.9 

6.3 

5.4 

Source:  Moody's  Transportation  Manual. 

TABLE  A-33.-AVERAGE  FREIGHT  TRAIN  SPEED,  CLASS  1  RAILROADS, 

1960-70 

Miles 

Miles 
oer 

Year 

per 
hour 

Year 

hour 

19.5 
19.9 
20.0 
20.1 

20.3 

20.2 
20.1 

Source:  ICC  and  AAR. 

TABLE  A-34.-TIME  AVERAGE  LOCOMOTIVE  SPENDS  IN  ROAD  TRAINS,' CLASS  I  RAILROADS,  1960-^9 

(Hours;  1960=100) 


Hours  per 
day  in 

Index 

Year 

Hours  per 
day  in 
road  train 

Index 

Year 

road  train 

7.34 

100.0 
100.5 
100.9 
101.8 
154.5 

11.53 
11.40 

157.1 
155.3 

7.38 

10.  80 

147.1 

7.41 

10.76 

146.6 

7.47 

10.  80 

147.1 

11.34 

>  Daily  locomotive 

mileage  times  average  freight  train 

speed. 

Source:  ICC  and  AAR. 

TABLE  A-35  ^PERCENTAGE  SHARE  OF  TOTAL  CLASS  I  RAIL  TONNAGE  (ORIGINATED  AND  RECEIVED)  FOR 

SELECTED  RAILROADS,  1961-70 


1961      1962      1963      1964  1965 


1966 


1967      1968  1969 


Penn  Central  1   1^.6 

Norfolk  &  Westerns     3.  J 

Southern  Railway   -    ^-^ 

lllmois  Central..     

Southern  Pacific      2 

Union  Pacific    -  


12.8 
5.3 
3.2 
3.1 
4.4 
2.5 


12.6 

12.5 

12.6 

5.4 

(?) 

6.6 

3.3 

3.3 

3.5 

3.2 

3.0 

3.0 

4.4 

4.3 

4.6 

2.5 

2.5 

2.5 

12.2 

12.1 

11.0 

6.4 

6.3 

6.4 

3.5 

3.7 

4.0 

3.0 

3.1 

3.1 

4.6 

4.4 

4.7 

2.6 

2.6 

2.6 

11.3 
6.4 
4.1 
3.1 
4.9 
2.7 


1970 


10.8 
6.3 
4.1 
3.3 
4.8 
2.8 


1  1961-67  pro  forma. 

2  1961-64  pro  forma  estimate. 

3  Not  available. 


Source:  Moody's  Transportation  Manual. 
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TABLE  A-36.-PERCENTAGE  OF  ORIGINATED  TONNAGE  TERMINATED,  SELECTED  RAILROADS,  l%l-70 


1961      1962      1963      1964      1965      1966      1967      1968      1969  1970 


Penn  Central"   52.3  52.1  51.1  52.6  53.2  52.9  51.7  62.0  63  0  62  0 

Norfolk*  Western    41.2  41.6  43.0  e)  45.1  47.2  50.7  51.9  51  4  54'3 

Southern  Railway      57.1  57.5  57.3  58.6  58.1  58.8  61.1  59.7  59  4  57' 8 

Illinois  Central    57.7  58.2  58.0  56.7  53.4  55.4  55.9  59.1  56  5  56  7 

Southern  Pacific   62.8  62.3  61.0  60.8  60.7  62.4  60.0  61  0  63  4  63  7 

Union  Pacific   62.7  62.8  63.1  63.3  62.6  60.3  60.6  59.9  58.8  57' 2 


1  1961-67  pro  forma.  Source:  Moody's  Transportation  Manual. 

2  1961-64  pro  forma  estimate. 

3  Not  available. 

TABLE  A-37.- PERCENTAGE  OF  RECEIVED  TONNAGE  TERMINATED,  SELECTED  RAILROADS,  l%l-70 


1961      1962      1963      1964      1965      1966      1967      1968      1969  1970 


Penn  Central  i_    64-1  64.6  65.9  68.2  68.9  71.2  72.3  (n  74  1  75  1 

Norfolk  &  Westerns    58.4  59.1  44.5  (»)  60.0  59.5  60.5  62.0  63  5  63  7 

Southern  Railway   71.0  70.6  70.2  70.0  69.2  69.2  67.3  62.3  61  9  63  8 

Illinois  Central     62.1  65.2  65.3  66.8  63.2  67.0  69.6  69  9  71  0  74'4 

Southern  Pacific    70.1  75.5  73.4  74.9  76.4  79.8  80  2  80  2  80  3  81  1 

Union  Pacific    44.4  46.7  46.8  46.1  45.9  47.4  49.1  47  9  49  2  49' 2 


'  1961-67  pro  forma.  3  1961-64  pro  forma  estimate. 

2  Not  available. 

Source:  Moody's  Transportation  Manual. 
TABLE  A-38.— PERCENTAGE  OF  TOTAL  FREIGHT  TERMINATED,  SELECTED  RAILROADS,  1961  AND  1970 

1961  1970 


Penn  Central '  

Norfolk  &  Western  '   " 

Southern  Railway     ci  c? 

        01 


59  69 
46  57 


Illinois  Central 
Southern  Pacific 
Union  Pacific. 


60  61 
66  62 

55  59 


'  1961  Pfo  'of^a-  Source:  Moody's  Transportation  Manual. 

TABLE  A-39.-TRAILER  ON  FLAT  CAR  CARLOADINGS  AS  A  PERCENT  OF  TOTAL  CARLOADINGS,  CLASS  I  RAILROADS  AND  REGIONAL 

DISTRICTS,  1960-70 


1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

Class  1  railroads  

  1.8 

2.  1 

2.5 

2.8 

3.  1 

3.5 

3.9 

4.3 

4.7 

4.8 

4.7 

Eastern  district   

  2. 2 

2.7 

3.2 

3.4 

3.8 

4.2 

4.6 

4.9 

5.4 

5.2 

5.0 

Southern  district  

 4 

.7 

1.2 

1.8 

2.  1 

2.8 

3.3 

3.5 

3.8 

4.2 

4.4 

Western  district   .. 

  2.1 

2.  1 

2.3 

2.6 

2.8 

3.3 

3.6 

4.1 

4.6 

4.6 

4.  4 

Source:  ICC  and  AAR. 
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APPENDIX  B 
Exhibit  1 

Gross  national  produet  or  expenditure  in  1958  dollars,  1929-71 
(Billions  of  1958  dollani 


Total 
(ross 
na- 
tional 
prod- 
uct 


203.6 

183.5 
169.3 
144.2 
141.5 
154.3 
169.5 
193.0 
203.2 
192.9 
209.4 

227.2 
263.7 
297.8 
337.1 
361.3 
355.2 
312.6 
309.9 
323.7 
324.1 

355.3 
38r4 
395. 1 
412.8 
407.0 
438.0 
446.1 
452.5 
447.3 
475.9 

487.7 
497.2 
529.8 
551.0 
581.1 
617.8 
658. 1 
675.2 
706.6 
724.7 

720.0 
739.5 


Personal  consumption 
expenditures 


Total 


139.6 

130.4 
126.1 
114.8 
112.8 
118.1 
125.5 
138.4 
143.1 
140.2 
148.2 

155.7 
165.4 
161.4 
165.8 


230.5 
232.8 
239.4 
250.8 
255.7 
274.2 
281.4 
288.2 
290.  1 
307.3 

316.  I 
322.5 
338.4 
353.3 
373.7 
397.7 
418.1 
430.1 
452.7 
469.3 

475.9 
491.9 


Dura- 
ble 
goods 


16.3 

12.9 
11.2 
8.4 
8.3 
9.4 
11.7 
14.5 
15.1 
12.2 
14.5 

16.7 
19.1 
11.7 
10.2 
9.4 
10.6 
20.5 
24.7 
26.3 
28.4 

34.7 
31.  5 
30.8 
35,3 
35.4 
43.2 
41.0 
41.5 
37.9 
43.7 


44.9 
43.9 
49.2 
53.7 
59.0 
66.6 
71.7 
72.9 
81.3 
84.8 

81.4 
89.3 


Non- 
dura- 
ble 
goods 


69.3 

65.9 
65.6 
60.4 
58.6 
62.5 
65.9 
73.4 
76.0 
77.1 
81.2 

84.6 
89.9 
91.3 
93.7 
97.3 
104.7 
110.8 
108.3 
108.7 
110.5 

114.0 
1'6.5 
120.8 
124.4 
125.  5 
131.7 
136.2 
138.7 
140.2 
146.8 

149.6 

153.0 
158.2 
162.7 
170.3 
178.6 
187.0 
190.2 
197.1 
202.7 

207.3 
211.6  - 


Serv- 
ices 


54.0 

51.5 
49.4 
45.9 
46.0 
46.  1 
47.9 
50.5 
52.0 
50.9 
52.5 

54.4 

56.3 
58.5 
61.8 
64.7 
67.7 
72.  1 
73.4 
75.8 
77.6 

81.  8 
84.8 
87.8 
91.1 
94.8 
99.  3 
104. 1 
108.0 
112.0 
116.8 


Gross  private  domestic  investment 


Total 


121. 

125. 

131 

137. 

144. 

152. 

159.4 

167.0 

174.4 

181.8 

187.2 
191.  0 


40.4 

27.4 
16.8 
4.7 
5.3 
9.4 
18.0 
24.0 
29.9 
17.0 
24.7 

33.0 
41.6 
21.4 
12.7 
14.0 
19.6 
52.3 
51.5 
60.4 
48.0 

69.3 

70.0 
60.  5 
61.2 
59.4 
75.4 
74.3 
68.8 
60,9 
73.6 

72,4 
69.0 
79.4 
82.5 
87.8 
99.2 
109.3 
101.2 
105.2 
109.6 

102.2 
107.9 


Total 


36.9 

28.0 
19.2 
10.9 
9.7 
12.1 
15.6 
20.9 
24.5 
19.4 
23.5 

28. 1 
32.0 
17.3 
12.9 
15.9 
22.6 
42.3 
51.7 
55.9 
51.9 

61.0 
59.0 
57.2 
60.2 
61.4 
69.0 
69.5 
67.6 
62.4 
68.8 

68.9 
67.0 
73.4 
76.7 
81.9 
90.1 
95.4 
93.5 
98.8 
103.2 

99.9 
105.9 


Fixed  investment 


Nonresidential 


Total 


26.5 

21.7 
14.1 
8.2 
7.6 
9.2 
11.5 
15.8 
18.8 
13.7 
15.3 

18.9 
22.2 
12.5 
10.0 
13.4 
19.8 
30.2 
36.2 
38.0 
34.5 

37.5 
39.6 
38.3 
40.7 
39.6 
43.9 
47.3 
47.4 
41.6 
44.  1 

47.  1 
45.5 
49.7 
51.9 
57.8 
66.3 
74.1 
73.2 
75.6 
80.1 

78.6 
78.8 


Struc- 
tures 


13.9 

11.8 
7.5 
4.4 
3.3 
3.6 
4.0 
5.4 
7.1 
5.6 
5.9 

6.8 
8.1 
4.6 
2.9 
3.8 
5.7 
12.5 
11.6 
12.3 
11.9 

12.7 
14.  1 
13.7 
14.9 
15.2 
16.2 
18.5 
18.2 
16.6 
16.2 

17.4 
17.4 
17.9 
17.9 
19.1 
22.3 
24.0 
22.6 
23.4 
24.5 

24.2 
22.4 


Pro- 
ducers' 
durable 
equip- 
ment 


12.6 

9.9 
6.6 
3.8 
4.3 
5.6 
7.  5 
10.3 
11.8 
8.1 
9.4 

12. 1 
14.2 
7.9 
7.2 
9.6 
14.1 
17.7 
24.6 
25.7 
22.6 

24.8 

25.5 
24.6 
25.8 
24.5 
27.7 
28.8 
29.1 
25.0 
27.9 

29.6 
28. 1 
31.7 
34.0 
38.7 
44.0 
50,  1 
50.6 
52.2 
55.7 

54.4 
56.5 


Resi- 
dential 
struc- 
tures 


Change 

in  busi- 
ness 
inven- 
tories 


10.4 

3.5 

6.3 

-.8 

5.1 

-2.4 

2  7 

■~o.  C 

2^1 

-4.3 

2.9 

-2.7 

4.  0 

2.4 

5.1 

3.1 

5.6 

i  5.5 

5.7 

-2.4 

8.2 

1.2 

9.2 

4.9 

9.8 

9.6 

4.9 

4.0 

2.9 

-.2 

2.5 

-1.9 

2.8 

-2.9 

12.1 

10.0 

15.4 

-.2 

17.9 

4.6 

17.4 

-3.9 

23.5 

8.3 

19.5 

10.9 

18.9 

3.3 

19.6 

.9 

21.7 

-2.0 

25.1 

6.4 

22.2 

4.8 

20.2 

1.2 

20.8 

-1.5 

24.7 

4.8 

21.9 

3.5 

21.6 

2.0 

23.8 

6.0 

24.8 

5.8 

24.2 

5.8 

23.8 

9.0 

21.3 

13.9 

20.4 

7.7 

23.2 

6.4 

23.1 

6.4 

21.3 

2.3 

27.0 

2.0 

Seasonally  adjusted  annual  rales 


719.8 

474.4 

82.3 

721.1 

477.  1 

83.8 

723.3 

477.9 

82.8 

715.9 

474.2 

76.6 

729.7 

484.8 

85.9 

735.8 

489.4 

87.8 

740.7 

494.3 

91.2 

751.7 

499.2 

92.4 

205.7 
206.5 
207.3 
209.7 


186.4 
186.8 
187.9 
187.9 


100.7 
100.7 
100.1 
98.1 


210.0  1188.9  1104.3  1101.8 

211.5  190.1  110.0  105.9 

211.6  1191.4  106.7  107.2 
213.4  193.4  ,110.4  1108.6 


79.3 

24.6 

54.7 

21.4 

1  79.4 

24.4 

55.0 

21.3 

80.1 

24.2 

55.9 

20.0 

75.5 

23.5 

52.0 

22.6 

77.7 

22.6 

55.0 

24.1 

79.1 

22.9 

56.2 

26.7 

78.9 

22.1 

56.8 

28.3 

79.6 

21.8 

57.8 

28.9 

0.3 
2.0 
3.9 
3.  1 

2.5 
4.1 

-.5 
1.9 


See  footnotes  at  end  of  table. 

Source:  Council  of  Economic  Advisers,  Economic  Report  to  the  President,  1972,  p.  196. 
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Exhibit  2 

INDEXES  OF  INTERCin  TOM-MILES.  INDUSTRIAL  PRODUCTION. 
AND  6R0SS  NATIONAL  PRODUCT  (LESS  SERVICES).  1960-1970 


65 


1180 


1962 


1964 


1966 


1968 


1970 


Snrtit:  Fi4ir»l  l«Mr»i  tttti.  Offici  if  BisiiKS  Eciiinics,  »»i  littrstiU  Cinatrei  Coanissigi. 

Source:  Interstate  Commerce  Commission,  85th  Annual  Report  to  Congress,  1971,  p.  139. 


1967  =  100 

firits  Mtiiial  prtiict 
(list  sirviets)  \  A 

litireit)  tii-«ili»  // 

w 

-■^  liOstriiil 

prstfuctioi 

1  1 

1 

110 

100 

90 

80 

70 
65 


1972 
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1939 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1^70p 


1939 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 


1939 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 


Exhibit  3 

Revenues  of  carriers  and  national  income, '  J939,  1969-1970 


September-October  1971 


C 1 as  8  I , 

II  and  III 

Domestic 

Pipelines 

un^er 
I.  C.  C. 

Year 

Railroads  - 
class  I  &  II 

Motor  car- 
riers of 

Motor  car- 
riers of 

scheduled 
air  carrier 

National 
Income^ 

(a) 

property 
(b) 

passengers 
(c) 

operations 
(d) 

Jurisdiction 
(e) 

(f) 

38.2 
94.1 
91.2 
87.9 
90.3 
91.5 
94.5 
98.7 
102.9 
100.0 
104.7 
110.2 
115.2 


5.7 
2.6 
2.4 
2.2 
2.1 
2.1 
2.0 
1.9 
1.8 
1.7 
1.6 
1.6 
1.6 


millions 

millions 

millions 

millions 

millions 

bi 

llions 

5  4,140.3 

?      792.2  ■ 

$  169.1 

$  55.9* 

$  212.5 

$ 

72.6 

10,206.6 

7,145.0 

630.8 

1,940.8' 

765.2 

400.0 

9,898.9 

7,213.9 

667.0 

2,113.3' 

770.4 

414.5 

9,540.3 

7,462. 7 

689.5 

2,245.5 

786.7 

1*21. ■i 

9,791.8 

8,131.1 

728.9 

2,497.8 

810.6 

457.7 

9,921.5 

8,548.3 

758.9 

2,722.5 

840.3 

481.9 

10,251. 7 

9,154.8 

802.1 

3,094.6 

865.1 

518.1 

10,702.3 

10,068.2 

885.1 

3,608.5  ■ 

903.8 

564.3 

11,163.4 

10,861.8 

901.1 

4,070.3 

941.1 

620.6 

10,848.7 

11,308.4 

945.3 

4,886.6 

994.5 

653.6 

U.,356.7 

12,715.0 

990.6 

5,606.1 

1,023.0 

r 

711.1 

n, 951.0 

13,944.0 

1,007.0 

6,857.0 

1,103.3 

r 

763.7 

12,500.0 

14,400.0 

1,037.0 

7,130.7 

1,188.0 

795.9 

7.0 
63.2 
63.8 
66.0 
71.9 
75.6 
81.0 
89.0 
96.1 
100.0 
112.4 
123.3 
127.3 


Index  1967  =  100 

17.9 
66.7 


70. 

72. 

77. 

80. 

84. 

93. 

95. 
100.0 
104.8 
106.5 
109.7 


1.1 
39.7 
43.2 
46.0 
51.1 
55.7 
63.3 
73,8 
83.3 
100.0 
114.7 
140.3 
145.9 


Ratio  to  national  income  (100) 


1.1 
1.8 
1.7 
1.7 
1.8 
1.8 
1.8 
1.8 
1.7 
1.7 
1.8 
1.8 
1.8 


21.4 
76.9 
77.5 
79.1 
81.5 
84.5 
87.0 
90.9 
94.6 
100.0 
102.9 
110.9 
119.5 


11.1 
61.2 
63.4 
65.4 
70.0 
73.7 
79.3 
86.3 
95.0 
100.0 
108.8 
116.8 
121.8 


0.2 

0.1 

0.2 

100 

0.2 

0.5 

0.2 

100 

0.2 

0.5 

0.2 

100 

0.2 

0.5 

0.2 

100 

0.2 

0.5 

0.2 

100 

0.2 

0.6 

0.2 

100 

0.2 

0.6 

0.2 

100 

0.2 

0.6 

0.2 

100 

0.1 

0.7 

0.2 

100 

0.1 

0.7 

0.2 

100 

0.1 

0.8 

0.1 

100 

0.1 

0.9 

0.1 

100 

0.1 

0.9 

0.1 

100 

r    Revised.  p  Preliminary, 

'current  dollars. 

includes  all  revisions  through  those  reported  in  The  Biennial  Supplement  to  Survey  of 
Current  Business,  1967  and  Survey  of  Current  Business,  August  197l7  ' 

^Does  not  include  Alaska  and  Hawaii. 

Source:  •   (*>)  .  (c)  ,  and  (e)  ,  Interstate  Commerce  Commission  data;   (d)  Federal  Aviation 

Agency.  Statistical  Handbook  of  Aviation;  and  Department  of  Commerce.  Su^ey  of  C^nt 
Business,  September  1971.  ^  ■' 

Source:  Interstate  Commerce  Commission,  Transport  Economics,  Sept.-Oct.,  1971,  p.  9. 
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EXHIBIT  4 

COMPARISON  OF  INDICES  DEPICTING  NATIONAL  AND  REGIONAL  GROWTH  PATTERNS  WITH  RAILROAD  FREIGHT  REVENUES  GEN- 
ERATED  BY  THE  PENNSYLVANIA  AND  NEW  YORK  CENTRAL  RAILROADS 


Federal  Re- 
serve Bank 
industrial 
production 


1954.. 
1955.. 
1956.. 
1957.. 
1958- 
1959.. 
I960.. 
1961.. 
1962. 
1963. 
1964.. 
1965- 
1966. 
1967. 
1968. 
1969. 


85.8 
96.6 
99.9 
100.7 
93.7 
105.6 
108.7 
109.7 
118.3 
124.3 
132.3 
143.4 
156.3 
158.1 
165.5 
172.8 


Federal  Re- 
serve Bank 
of  Boston 
industrial 
production 


GNP 

construct  Pennsylvania 
1958  dollars  revenues 


New  York 
Central 
revenues       New  Haven 


91 
98 

102 
100 
93 
107 
109 
112 
118 
119 
124 
134 
146 
147 
147 
147 


91 
98 
100 
101 
100 
106 
109 
111 
118 
123 
130 
138 
147 
151 
158 
163 


90.9 
104.0 
Ul.O 
110.8 
91.9 
97.4 
92.3 
88.9 
94.0 
93.0 
97.9 
101.8 
104.1 
101.7 
103.2. 
110.8. 


98.0 
109.1 
112.2 
107.7 
93.2 
99.1 
97.0 
87.9 
90.7 
91.0 
94.9 
99.4 
101.5 
98.2 


99.8 
198.1 
110.9 
110.7 
95.2 
94.1 
85.9 
81.3 
81.4 
•  76.8 
77.1 
77.6 
80.2 
75.1 
...77.2 


<;n.,rce-  Columns  1  and  5-Selected  issues  of  the  Federal  Reserve  Bulletin.  Column  2-Production  Indices  Supplied  bytheFedera 
Reserve  Tank  of  sTston.  Columnr  8-pt.  1.  Transport  Statistics  in  the  Un.ted  States,  ICC. 


EXHIBIT  5 

TREND   IN   TONNAGE  ORIGINATEO-MANUFACTURES  AND 
MISCELLANEOUS  I 

[In  thousands] 


Total  Eastern 
class  I  district 
railroads  railroads 


New 
York 
Central 


Pennsyl- 
vania 


1951.. 

400,  857 

1952 . . 

378, 927 

1953.. 

389, 633 

1954 . . 

341,716 

1955.. 

392, 592 

1956.. 

400, 197 

1957.. 

374, 332 

1958.. 

322, 618 

1959 _. 

354,604 

1%0.. 

344, 284 

1961 .  - 

332, 655 

1962 . . 

349,060 

1963.- 

368,020 

1964 -- 

662, 328 

1965 -. 

685, 987 

1966.. 

703, 999 

1967.. 

697,630 

1968- - 

724, 942 

1969.. 

743, 098 

1970.. 

716,103 

219, 561 
198, 042 
210,043 
172,397 
207,068 
209, 678 
193,711 
149, 265 
167, 577 
161,914 
149, 774 
159,  821 
169, 564 
259,601 
272,783 
274, 570 
262. 345 
273. 183 
274,707 
256, 797 


30,870 
27,992 

28,  705 
24,797 

29,  537 
28,  833 
26,  788 
21,960 
24,151 
23, 136 
21,534 
23,948 
25,424 

C) 
64.335 
62,  828 
59,217 
146, 
153, 
142, 


49, 297 
42, 776 
44. 488 
34,  767 
44, 190 
44,  571 
40, 140 
29, 514 
34,675 
32, 699 
30,927 
33,081 
35, 644 

97,  468 
99, 964 
93,  440 

294 

314 

537 


New 
Haven 


4,436 
4.368 
4,683 
3,751 
4,085 
4,121 
3,647 
3,058 
3,420 
3,100 
2,881 


721 
654 
(0 
353 
524 
670 


EXHIBIT  6 

INDEX   OF  TONNAGE  ORIGINATEO-MANUFACTURES  AND 
MISCELLANEOUS! 

11951-63  index  (1957-59);  1965-70  index  (1967)) 


Total 
class  1 
railroads 


114.4 
108.1 
111.2 
97.5 
112.0 
114.2 
106.8 
92.0 
101.2 
98.2 
94.9 
99.6 
105.0 
94.9 
98.3 
100.9 
100.0 
103.9 
106.5 
102.6 


Eastern 
district 
railroads 


New 
York 
Central 


Pennsyl- 
vania 


129.0 
116.4 
123.4 
101.3 
121.7 
123.2 
113.8 
87.7 
98.5 
95. 1 
88.0 
93.9 
99.6 
99.0 
104.0 
104.7 
100.0 
104.1 
104.7 
97.9 


127.0 
115.2 
118.1 
102.0 
121.6 
118.7 
110.2 
90.4 
99.4 
95.2 
88.6 
98.6 
104.6 


141.8 
123.0 
127.9 
100.0 
127.1 
128.2 
115.4 
84.9 
99.7 
94.0 
88.9 
95.1 
102.5 


108.6  104.3 

106.1  107.0 

100.0  100.0 

93.6 

98.1 

91.2 


New 
Haven 


131.4 
130.0 
138.8 
111.1 
121.0 
122.1 
108.1 
90.6 
101.3 
91.9 
85.4 
80.6 
78.6 


118.6 
123.3 
100.0 


data  are  comparable. 

2  Individual  reports  are  confidential  for  1964. 

Source:  1951-63  manufactures  and  miscellaneous;  1965-70  includes  all  categories  of  traffic. 
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EXHIBIT  7 

TRENDS  IN  TONNAGE  TERMINATED-MANUFACTURES  AND 
MISCELLANEOUS  i 

|ln  thousands] 


EXHIBIT  8 

INDEX  OF  TONNAGE  TERMINATED    MANUFACTURES  AND 
MISCELLANEOUS  ' 

11951-63,  Index  (1957-59);  1964-70,  Index  (1967)| 


Total 
class  I 
railroads 


Eastern 
district 
railroads 


New 

York  Penn- 
Central  sylvania 


New 
Haven 


Total 
class  I 
railroads 


Eastern 
district 
railroads 


New 
York 
Central 


Penn- 
sylvania 


New 
Haven 


1951.. 

1952.. 

1953.. 

1954.. 

1955.. 

1956.. 

1957.. 

1958. 

1959.. 

I960.. 

1961.. 

1962.. 

1963.. 

1964.. 

1965.. 

1966.. 

1967.. 

1968.. 

1969.. 

1970.. 


406, 388 
385,  241 
395,  454 
348,659 
400, 364 
407,  760 
380, 598 
328,214 
360, 427 
350, 686 
339,  608 
357,  420 
375.  989 
676, 107 
700, 122 
715,817 
709, 297 
741,106 
759, 647 
732, 252 


213,661 
193, 977 
203, 792 
169,759 
205, 098 
207,715 
190,924 
149,372 
167,550 
161,585 
150, 245 
160, 434 
169, 180 
272.478 
287,  725 
289, 987 
277, 636 
293, 048 
296,  970 
281,123 


30,  541 
27,085 
28, 665 
24, 603 
29, 609 
28,  592 
26,  084 
21,579 
25,019 
24,271 
22, 193 
25,011 
25,884 
(') 
83, 174 
83, 584 
83, 898 
190, 
205, 
192, 


48,610 
43,281 
44, 387 

33,  739 
43, 345 
44, 034 
39,  464 
30, 078 

34,  %5 
32,635 
31, 176 
33,883 
36,  260 

(») 

111,833 
116,  346 
109,  449 

916 

373 

025 


9,405 
9,030 
9,  723 

8,  598 
9,611 
9,896 

9.  346 
7,908 
7,942 
7,310 
7,179 
7,343 
7,376 

(') 
14,478 
14,704 
13,467 


114.0 
108.1 
111.0 

97.8 
112.3 
114.4 
106.8 

92.  1 
101. 1 

98.4 

95.3 


100 
105 

95 

98, 
100. 
100. 
104, 
107.1 
103.2 


126.3 
114.6 
120.4 
100.3 
121.2 
122.7 
112.8 
88.2 
99.0 
95.4 
88.8 
94.8 
99.9 
98.1 
103.6 
104.4 
100.0 
105.6 
107.0 
101.3 


126.1 

139.5 

112.0 

111.8 

124.2 

107.5 

118.3 

127.4 

115.8 

101.6 

96.9 

102.4 

122.2 

124.4 

114.4 

118.0 

126.4 

117.8 

107.7 

113.3 

111.3 

89.  1 

86.3 

94,2 

103.3 

100.4 

94.6 

100.2 

93.7 

87.0 

91.6 

89.5 

85.5 

103.2 

97.3 

87.4 

106.8 

104.1 

87.8 

99.1 

102.1 

107.5 

99.6 

106.3 

109.2 

100.0 

100.0 

100.0 

92.3 
99.3 
92.8 


'J^^rj'^'L^^^,''^^^         (1951-63  and  1965-70)  since  the  classification  was  revised  in  1965.  Prior  to  that  time  the  classification 
«l  r«l'^l°h|P/''''"'' ^'^  "^'^^  °"  production.  Pocahontas  region  is  included  in  eastern  region  so  that  data 
2  Individual  reports  are  confidential  for  1964. 

Source:  1951-63  manufactures  and  miscellaneous;  1965-70  includes  all  categories  of  traffic  (products  of  foreste,  mines,  etc.). 


EXHIBIT  9 

TRENDS  IN  REVENUES-MANUFACTURES 
AND  MISCELLANEOUS  ' 

[In  thousands) 


EXHIBIT  10 

INDEX  OF  REVENUES— MANUFACTURES 
AND  MISCELLANEOUS  ' 

11951-63  Index  (1957-69);  1965-70  Index  (1969)1 


Total  Eastern 
class  I  district 
railroads  railroads 


New 

York  Pennsyl- 
Central  vania 


New 
Haven 


Total 
class  I 
railroads 


Eastern 
district 
railroads 


New 

York  Pennsyl- 
Central  vania 


New 
Haven 


1951.. 
1952.. 
1953.. 
1954.. 
1955.. 
1956.. 
1957.. 
1958.. 
1959.. 
I960.. 
1961.. 
1962.. 
1963.. 
1964.. 
1964.. 
1966.. 
1967.. 
1968.. 
1969.. 
1970.. 


4, 199,  573 
4,  273,  019 
4,  529,  620 
3,  808, 064 
4,219,  745 
4,353, 051 
4, 383, 839 
3,  888,  888 
4, 160,  507 
4,016, 056 

3,  928,  368 
4, 171.339 

4,  295,  581 

5,  779, 327 
6, 144,301 

6,  457,  856 

6,  435,  454 
7,090,419 
7,640,910 

7,  739, 328 


1,803,448 
1,777,419 
1,899,843 
1,551,575 
1,766,  233 
1,827,  509 
1,840,016 
1.519,113 
1,651.369 
1.588. 396 
1,491.298 
1,600.  621 
1,644,  660 
2,  185, 134 
1,917,889 
1.300,  825 
940, 448 
854,  921 
585.  955 
321,266 


317,458 
308,  027 
330,  939 
273, 708 
311,493 
308,  923 
305,718 
256. 747 
284,  361 
279, 468 
253,  623 
275,  162 
282. 485 
0) 

554,  008 

567,  987 

552,  969 
1,323, 
1,447, 
1,478, 


415,  137 
406,  886 
426, 526 
327,  579 
379, 156 
395.  029 
398,  261 
325.  046 
367,  090 
343,  107 
333.  287 
362, 115 
372,  397 
(^) 
735,  361 
748,  734 
723, 394 
388 
817 
135 


56,  560 

57,  506 
61,063 
50,914 
55,925 
59,  326 
59,  385 
50.  401 
50,914 
46,  573 
44,  542 
45.051 
43.630 

(') 
67,713 
70,  280 
65,  709 


101.3 
103. 1 
109.3 
91.9 
101.8 
105.0 
105.8 
93.8 
100.4 
96.9 
94.8 
100.6 
103.6 
89.8 
95.5 
100.3 
100.0 
110.2 
118.7 
120.3 


108.0 
106.4 
113.8 
92.9 
105.8 
109.4 
110.2 
91.0 
98.9 
95. 1 
89.3 
95.8 
98.5 
232.4  . 
203.9 
138.3 
100.0 
90.9 
62.3 
34.2 


112.5 

114.2 

105.6 

109.1 

111.9 

107.4 

117.2 

117.3 

114.0 

97.0 

90.1 

95.0 

110.4 

104.3 

104.4 

109.4 

108.7 

110.8 

108.3 

109.6 

110.9 

91.0 

89.4 

94.1 

100.7 

101.0 

95.0 

99.0 

94.4 

86.9 

89.8 

91.7 

83.2 

97.5 

99.6 

84. 1 

100.1 

102.5 

81.4 

100.2 

101.7 

103.0 

102.7 

103.5 

107.0 

100.0 

100.0 

100.0 

98.6 
107.9 
110.  1 


w«  ll!lVln'^  2  separate  trends  (1951-63  and  1965-70)  since  the  classification  was  revised  in  1964  Prior  to  that  time  the  classification 
are  cor^parable  P">6uct,on.  Pocahontas  region  !s  included  m  raslern  regl  so  tM^^^^^^^^ 

2  Individual  reports  are  confidential  for  1964. 

Source:  1951-63  manufactures  and  miscellaneous;  1965-70  includes  all  categories  of  traffic. 
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EXHIBIT  11 

TREND  IN  TONNAGE  ORIGINATED-PROOUCTS  OF  MINES' 
[In  thousands) 


EXHIBIT  12 

INDEX  OF  TONNAGE  ORIGIN ATED-PRODUCTS  OF  MINES  i 
(1951-63  Index  (1957-59);  1964-70  Index  (1967)1 


Total  Eastern 
class  I       district  New  York  Pennsyl- 
railroads     railroads     Central  vania 


New 
Haven 


Total  Eastern 
class  I  district 
railroads  railroads 


New  York 
Central 


Pennsyl- 
vania 


New 
Haven 


1951.. 

819, 373 

1952.. 

752, 699 

1953.. 

754,  293 

1954.. 

650, 072 

1955.. 

761,993 

1956.. 

796,  480 

1957.. 

769, 675 

1958.. 

628, 911 

1959.. 

632,870 

1%0.. 

649, 227 

1961.. 

615,646 

1962.. 

634,  747 

1963.. 

662, 402 

1964.. 

475, 167 

1965.. 

482, 678 

1966.. 

506, 487 

1967.. 

494,  682 

1968. . 

491,863 

1969.. 

510, 692 

1970.. 

532, 190 

434,330 
389,012 
375, 244 
320,431 
378, 322 
406, 738 
392,712 
309, 059 
313,720 
309, 101 
294,  350 
307,  688 
325,  202 
280, 448 
280, 660 
285,028 
281,602 
278, 160 
277,240 
281,218 


29, 001 
27, 970 
28,152 
25, 919 
29, 879 
34,  596 
31,075 
25, 300 
26, 958 
28,  754 
27,210 

28,  207 

29,  535 

21,789 
20, 427 
18,907 
53, 
56, 
54 


59, 301 
52, 295 
51,885 
42, 736 
51,034 
54,710 
53,852 
43, 920 
45,134 
43,673 
38,777 
43,312 
44, 140 
(2) 
40,131 
42, 943 
40, 646 


1,088 
1,115 
1,222 
926 
1,137 
1,425 
1,974 
1,199 
1,045 
987 
960 
1,219 
1,527 

281 
338 
216 


364 
915 
427 


121.0 
111.2 
111.4 
96.0 
112.5 
117.6 
113.7 
92.9 
93.5 
95.9 
90.9 
93.7 
97.8 
96.1 
97.6 
102.4 
100.0 
99.4 
103.2 
107.6 


128.3 
114.9 
110.9 
94.7 
111.8 
120.2 
116.0 
91.3 
92.7 
91.3 
87.0 
90.9 
96.1 
99.6 
99.7 
101.2 
100.0 
98.8 
98.5 
99.9 


104.5 
100.7 
101.4 

93.3 
107.6 
124.5 
111.9 

91.1 

97.1 
103.5 

98.0 
101.5 
106.3 


124.5 
109.8 
108.9 
89.7 
107.1 
114.9 
113.1 
92.2 
94.8 
91.7 
81.4 
90.9 
92.7 


77.4 
79.3 
86.9 
65.9 
80.9 
101.4 
140.4 
85.3 
74.3 
70.2 
68.3 
86.7 
108.6 


115. 
108 
100 


2 
0 
0 

89.3 
95.2 
91.1 


98.7 
105.7 
100.0 


130.1 
156.5 
100.0 


are  comparable.  ,(„,  ioc>i 

'  Individual  reports  are  confidential  tor  1964.  ,      n  »j  .-»c  " 

slute  Years  1951^3  ■'Products  of  Mines;"  years  1965-70  ■'Nonmetallic  Minerals,  Coal  and  Petroleum  and  Petroleum  Products. 

Freight  Commodity  Statistics,  ICC. 


EXHIBIT  13 

TREND  IN  TONNAGE  TERMINATED-PRODUCTS  OF  MINES' 
II n  thousandsl 


EXHIBIT  14 

INDEX  OF  TONNAGE  TERMINATED-PRODUCT  OF  MINES' 
11951-^3  Index  (1957-59);  1964-70  Index  (1967)1 


Total  Class 
1  Railroads 


Eastern 

District  New  York  Pennsyl- 
Railroads     Central       vania  New  Haven 


Total  Class 
I  Railroads 


Eastern 
District 
Railroads 


New  York 
Central 


Pennsyl- 
vania 


New 
Haven 


1951 . . 

698, 098 

1952.. 

649, 235 

1953.. 

641,302 

1954.. 

562, 203 

1955.. 

652,415 

1956.. 

701,876 

1957 . . 

670, 646 

1958.. 

562, 480 

1959.. 

571,063 

I960-. 

581,204 

1961.. 

554,206 

1962.. 

575,336 

1963.. 

596,747 

1964.. 

404,942 

1965.. 

409, 787 

1966.. 

433, 926 

1967.- 

434, 797 

1968.. 

421,856 

1969.. 

445,211 

1970.. 

468, 535 

437, 499 
390, 156 
388, 613 
316,979 
386, 854 
413,449 
401,862 
307,700 
305, 446 
315, 551 
288, 102 
302, 190 
312,207 
259,988 
265,631 
272, 547 
275,581 
262, 526 
276, 278 
275,477 


57, 120 
53,  685 
53,308 
42, 523 
47, 497 
52, 828 
46, 436 
37,  758 
41, 292 
41,449 
36, 631 
38,054 
40,161 
(?) 
35, 941 
36,063 
37, 553 
80, 
82, 
77, 


80.909 
71,909 
73,810 
57,  253 
70,247 
70, 988 
68,  777 
49, 550 
52,  507 
52,  356 
47, 720 
49.626 
52, 220 
0) 
45,613 
48.200 
46,038 

556 

412 

848 


5,589 
4,913 
4, 024 
3,855 
4,047 
4,658 
5,224 
4,444 
4,246 
3,967 
4,094 
4,060 
3,993 
(') 
2,327 
2,360 
1,821 


116.1 
108.0 
106.6 
93.5 
108.5 
116.7 
111.5 
93.5 
95.0 
96.6 
92.2 
95.7 
99.2 
93.1 
94.2 
99.8 
100.0 
97.0 
102.4 
107.8 


129.3 

115.3 

114.9 
93.7 

114,3 

122.2 

118.8 
90.9 
90.3 
93.3 
85.2 
89.3 
92.3 
94.3  . 
96.4 
98.9 

100.0 
95.3 

100.3 
100.0 


136.6 
128.3 
127.4 
101.7 
113.6 
126.3 
111.0 
90.3 
98.7 
99.1 
87.6 
91.0 
96.0 


142.1 
126.3 
129.6 
100.5 
123.4 
124.7 
120.8 
87.0 
92.2 
91.9 
83.8 
87.1 
91.7 


120.5 
105.9 
86.8 
83.1 
87.3 
100.4 
112.6 
95.8 
91.5 
85.5 
88.3 
87.5 
86.1 


95.7 

96.0 
100.0 
94.3 
96.5 
91.1 


99.1 
104.7 
100.0 


127.8 
129.6 
100.0 


are  comparable.  »  ,  ioc< 

2  Individual  reports  are  confidential  tor  13b4.  d.wm..,™  PmHnrtv  " 

So^le:  Years  ^951^3  "Products  of  Mines;"  Years  1965-70  "Nonmetallic  Minerals,  Coa,  and  Petroleum  and  Petroleum  Products. 

Freight  Commodity  Statistics,  ICC. 
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EXHIBIT  15 
TREND  IN  REVENUES-PRODUCT  OF  MINES' 
|ln  thousands) 


Total  Eastern 
Class  I  District 
Railroads  Railroad 


New 

York  Pennsyl- 
Central  vania 


1951  2. 

1952  2, 

1953  2, 

1954  1, 

1955  2, 

1956  2, 

1957  2, 

1958  1, 

1959  1, 

1960  1, 

1961  1, 

1962  1, 

1963  1, 

1964  1, 

1965  I, 

1966  1, 
1697  1, 
1968 


1969  1, 

1970  1, 


236, 103 
184,694 
158, 693 
830. 297 
121,426 
358,261 
390, 167 
985, 404 
977,773 
969, 462 
862,965 
915, 488 
966, 288 
404, 765 
433,  227 
454,  023 
439, 401 
435,  222 
519,412 
719, 533 


1,413,372 
1,343,945 
1,312,086 
1,081,246 
1,297,971 
1,470,676 
1,503,788 
1,199,656 
1, 185,464 
1,179,853 
1,101,026 
1,142,083 
1,167,305 
982, 102 
1,000,140 
996, 825 
991, 586 
983,  828 
1,019,133 
1,132,422 


164, 991 
166,253 
136, 279 
150, 609 
167,381 
160, 268 
139, 157 
147,155 
146,902 
136,022 
139, 084 
137,452 
(0 

111,523 
106, 173 
103,  796 
248, 
271, 
289, 


249, 202 
237,807 
240. 230 
187,618 
222,571 
251,902 
258,474 
203, 178 
204, 562 
202, 545 
189,829 
199, 113 
194, 401 


,272 


160, 
161,658 
156. 662 

908 

480 

104 


New 
Haven 


12,814 
12.086 
10.472 
9.544 
9.848 
11, 116 
12. 126 
10,  884 
10. 644 
9,751 
9,932 
10,111 
9,003 

4,062 
4,059 
3,  438 


EXHIBIT  16 

INDEX  OF  REVENUES-PRODUCTS  OF  MINES' 
11951-63  Index  (1957-59);  1964-70  Index  (1967-100)1 


Total 
Class  1 
Railroads 

Ld>lOI  II 

Di^trirf 

i  1  mnHc 
nail  1  uciud 

Nau/  Vnrlf 
PAntral 

ronnsyi" 

vania 

new 

Hav6n 

105. 6 

109.  0 

112  2 

114  2 

103  2 

1  lU.  0 

lU/.  1 

107,  7 

101*  9 

m  7 

111./ 

lUo.  c 

93.  3 

86*  4 

83  4 

3l.  3 

51.  J 

03.  1 

100*  2 

100  1 

lUl.  L 

inn  0 

87, 8 

in.  4 

113.  5 

1 12.  4 

113  4 

99  1 

112  9 

116  0 

107  7 

116  4 

108  1 

93]? 

92^5 

93]  5 

91]  5 

97^0 

93.4 

91.4 

98.9 

92.1 

95.  1 

92.3 

91.0 

98.7 

91.2 

86.9 

88.0 

84.9 

91.4 

85.5 

88.5 

90.4 

88.1 

93.4 

89.7 

90. 1 

92.8 

90.0 

92.3 

87.5 

80.3 

97.6 

99.0 

99.6 

100.9 

101.0 

100.5 

100.0 

100.0 

99.7 

99.2 

94.3 

105.6 

102.8 

102.9 

119.5 

114.2 

109.6 

'  There  are  2  separate  trends  (1951-63  and  1964-70)  since  the  classification  was  revised  in  1964.  Prior  to  that  time  the  classification 
was  based  on  product  consumption.  Subsequent  data  are  based  on  production.  Pocahontas  region  included  in  Eastern  region 
>  Individual  reports  are  confidential  of  1964. 

Source:  Years  1951-63  "Products  of  Mines;"  years  1965-70  "Farm  Products"  less  "Livestock  and  Livestock  Products"  and  "Poul- 
try and  Poultry  Products.  Freight  Commodity  Statistics,  ICC. 


EXHIBIT  17 

TREND  IN  TONNAGE  ORIGINATED— PRODUCTS  OF  FORESTS' 
|ln  thousands) 


Eastern 


New 


Total  Class 

District 

York  Pennsvl- 

New 

1  Railroads 

Railroads 

Central 

vania 

Haven 

1951.. 

86, 521 

7,131 

496 

640 

41 

1952.. 

83, 480 

6,305 

433 

523 

25 

1953. _ 

82, 107 

6,005 

436 

463 

30 

1954.. 

75, 650 

5,137 

343 

412 

25 

1955.. 

82.  585 

5, 977 

388 

489 

22 

1956.. 

87,  799 

6,517 

425 

617 

21 

1957.. 

77, 498 

5, 493 

332 

559 

20 

1958.. 

73, 287 

4,485 

286 

447 

11 

1959.. 

80,397 

5,058 

335 

508 

17 

I960.. 

79,211 

5,521 

371 

534 

15 

1961.. 

74, 924 

4,747 

279 

484 

14 

1962.. 

78. 104 

4,971 

314 

520 

14 

1963.. 

78. 222 

5, 132 

309 

606 

19 

1964.. 

86,071 

6,106 

Q) 

789 

1965.. 

88,  597 

6,  957 

476 

1966.. 

94,  255 

7,598 

509 

826 

72 

1967.. 

92, 638 

7,  732 

474 

848 

79 

1968.. 

98,877 

7,453 

1,268 

1969.. 

100,631 

7, 122 

1,195 

1970.. 

102, 553 

6, 904 

934 

EXHIBIT  18 

INDEX  OF  TONNAGE  ORIGINATED— PRODUCTS  OF  FORESTS' 
11951-63  Index  (1957-59);  1964-70  Index  (1967)] 


Eastern 

New 

Total  Class 

District 

York 

Pennsyl- 

New 

1  Railroads 

Railroads 

Central 

vania 

Haven 

112.3 

142.3 

156.5 

127.0 

256.3 

108.3 

125.8 

136.6 

103.8 

156.3 

106.5 

119.8 

137.5 

91.9 

187.5 

98.2 

102.5 

108.2 

81.7 

156.3 

107.2 

119.3 

122.4 

97.0 

137.5 

113.9 

130.0 

134. 1 

122.4 

131.3 

IOC.  6 

109.6 

104.7 

110.9 

125.0 

95. 1 

89.5 

90.2 

88.7 

68.8 

104.3 

100.9 

105.7 

100.8 

106.3 

102.8 

110.2 

117.0 

106.0 

93.8 

97.2 

94.7 

88.0 

96.0 

87.5 

101.4 

99.2 

99. 1 

103.2 

87.5 

101.5 

102.4 

97.5 

120.2 

118.8 

92.9 

79.0 

95.6 

90.0 

100.4 

93.0 

81.0 

101.7 

98.3 

107.4 

97.4 

91.1 

100.0 

100.0 

100.0 

100. 

100. 0 

106.7 

96.4 

90.5 

108.6 

92.1 

85.3 

110.7 

89.3 

66.7 

I  There  are  2  separate  trends  (1951-63  and  1964-70)  since  the  classification  was  revised  in  1964.  Prior  to  that  time  the  classification 
was  based  on  product  consumption.  Subsequent  data  are  based  on  production.  Pocahontas  region  Is  included  in  Eastern  region  so  that 
Data  are  comparable.  ° 

s  Individual  reports  are  confidential  for  1964. 

c-  Ph?^"-  ^^V\  "^['i?^'^^^    Forests" ;  Years  1965-70  "Forest  Products"  and  "Lumber  and  Wood  Products  except  Furniture  " 

rreignt  commodity  Statistics,  ICC. 
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EXHIBIT  19 

TREND  IN  TONNAGE  TERMINATED-PROOUCTS  OF  FORESTS' 
|ln  thousands] 


EXHIBIT  20 

INDEX  OF  TONNAGE  TERMINATEO-PRODUCTS  OF  FORESTSi 
11951-63  Index (1957-59);  1964-70  Index (1967  =  100)1 


Total  Eastern 
class  I       district  New  York    Pennsyl-  New 
railroads     railroads     Central       vania  Haven 


Total  Eastern 
class  I  district 
railroads  railroads 


New  York 
Central 


Pennsyl- 
vania 


New 
Haven 


1951.. 

92, 541 

1952.. 

88, 482 

1953.. 

86, 414 

1954.. 

79, 955 

1955.. 

87, 696 

1956.. 

91,943 

1957.. 

81, 332 

1958.. 

77,  384 

1959.. 

84,938 

I960.. 

84, 055 

1961.. 

80, 009 

1962.. 

84,091 

1963.. 

85, 169 

1964.. 

90, 538 

1965.. 

91,490 

1966.. 

97, 718 

1967.. 

96, 652 

1968. . 

104, 570 

1969.. 

106, 587 

1970.. 

107,889 

21,514 
19, 335 
18, 080 
16, 555 
19,219 
19, 475 
16, 415 
13, 806 
14, 976 
14, 872 
13, 544 
14,  782 
15,165 
16, 658 
17,  702 
18, 312 
17,992 
18,475 
17, 552 
16, 890 


3, 297 
2,878 
2,715 
2,497 
2,824 
2,315 
2,403 
2,129 
2,303 
2,219 
1,980 
2,155 
2,134 
0) 
2,412 
2,426 
2, 402 

5, 
5, 
5, 


3, 382 
2, 977 
2,754 
2,516 
2,871 
2,952 
2,641 
2,159 
2,389 
2,281 
2,164 
2,279 
2,492 
(') 
2,723 
2,  735 
2,612 


948 
928 
784 
751 
859 
859 
745 
637 
703 
749 
721 
789 
801 
(') 
999 
963 
901 


137 
777 
206 


113.9 
108.9 
106.4 

98.4 
108.0 
113.2 
100.1 

95.3 
104.6 
103.5 

98.5 
103.5 
104.9 

93.7 

94.7 
101.0 
100.0 
108.2 
110.3 
111.6 


142.8 
128.3 
120.0 
109.9 
127.6 
129.3 
109.0 
91.6 
99.4 
98.7 
89.9 
98.1 
100.7 
92.6 
98.4 
101.8 
100.0 
102.7 
97.6 
93.9 


144.7 
126.3 
119.2 
109.6 
124.0 
123.6 
105.5 
93.5 
101.1 
97.4 
86.9 
94.6 
93.7 


141.2 
124.2 
114.9 
105.0 
119.8 
123.2 
110.2 
90.1 
99.7 
95.2 
90.3 
95.1 
104.0 


136.4 
133.5 
112.8 
108.1 
123.6 
123.6 
107.2 
91.7 
101.2 
107.8 
103.7 
113.5 
115.3 


100.4  104.2 

101.0  104.7 

100.0  100.0 

86.8 

97.7 

88.0 


110.9 
106.9 
100.0 


was  .  t^ 

data  are  comparable  and  confidential. 
Freight  Commodity  Statistics,  ICC. 


EXHIBIT  21 

TREND  IN  REVENUES-PRODUCTS  OF  FORESTSi 


EXHIBIT  22 

INDEX  OF  REVENUES-PRODUCTS  OF  FORESTS' 
[1951-63  Index (1957-59);  1964-70  Index (1967)1 


Total  Eastern 
class  I  district 
railroads  railroads 


New 

York  Pennsyl- 
Central  vania 


New 
Haven 


Total 
class  I 
railroads 


Eastern 
district 
railroads 


New  York 
Central 


Pennsyl- 
vania 


New 
Haven 


1951.. 

621,702 

1952.. 

656, 495 

1953.. 

654, 745 

1954.. 

627, 755 

1955.. 

686, 821 

1956.. 

696,718 

1957.. 

654,  214 

1958.. 

646, 069 

1959.. 

707, 958 

1960_. 

650, 722 

1961 .  - 

627, 587 

1962.. 

647,  233 

1963.. 

660, 993 

1964.. 

731,403 

1965.. 

747, 699 

1966.. 

760, 662 

1967.. 

739,  638 

1968.. 

824, 885 

1969.. 

817,317 

1970.. 

845,  730 

114,280  . 
110,177 
106, 357 

97,  582 
110, 903 
113,  938 
102,789 

90, 969 

98,  869 
93, 734 
86, 787 
92, 175 
93, 705 

106, 601 
114, 004 
119, 007 
112,  586 
121,365 
120, 329 
122,  264 


16,376 

15,  859 

14,  685 

16,  899 
17,089 

15,  587 

14,  263 
15, 170 
14, 396 
13,192 
13,  580 
13, 458 

(2) 

16,  877 
17,469 

15,  975 

39, 
41, 
41, 


23,216 
21,942 
20,  558 
18,  692 
20,  939 
21, 149 
19, 305 
16,  941 
18,  384 
16, 763 
16,193 
17,375 
17,948 

21,290 
21,203 
20,  073 

135 
612 
532 


3,847 
3,448 
3,063 
2,771 
3,093 
3, 141 
2,878 
2,  527 
2,834 
2,903 
2,810 
2,906 
2,885 
Q) 
3,717 
3, 634 
3,412 


92.9 
98.1 
97.8 
93.8 
102.6 
104.1 
97.7 
96.5 
105.8 
97.2 
93.8 
96.7 
98.7 
98.9 
101.1 
102.8 
100.0 
111.5 
110.5 
114.3 


117.2  . 

113.0 

109.0 

100.0 

113.7 

116.8 

105.4 
93.3 

101.4 
96. 1 
89.0 
94.5 
96. 1 
94.7 
101.3 
105.7 
100.0 
107.8 
106.9 
108.6 


109.1 
105.7 
97.9 
112.6 
113.9 
103.9 
95.0 
101.1 
95.9 
87.9 
90.5 
89.7 


127.5 
120.5 
112.9 
102.6 
115.0 
116.1 
106.0 
93.0 
101.0 
92.1 
88.9 
95.4 
98.6 


127.0 
125.6 
111.5 
100.9 
112.6 
114.4 
104.8 
92.0 
103.2 
105.7 
102.3 
105.8 
105.1 


105.6  106.1 
109.4  105.6 
100.0  100.0 
99.2 

105.5 

105.3 


108.9 
106.5 
100.0 


.as  ll^^^'^r^Sr ^^^l^l^^^KS .eiin  h^       -Med  in  eastern  region  so 

that  data  aie  comparable. 

2  Individual  reports  are  confidential  for  1954. 

source:  Years  1951^3  "Products ot  Forests";  Years  1965-70  Torest  Products"  and  "Lumber  and  Wood  Products  except  Furn.ture 
Freight  Commodity  Statistics,  ICC. 


EXHIBIT  23 
TREND  IN  TONNAGE  ORIGINATtD-LCL' 
|ln  thousands) 


EXHIBIT  24 
INDEX  OF  TONNAGE  ORIGINATED-LCL  ' 
11951-63  Index  (1957-59  =  100);  1964-70  Index (1967)| 


Eastern 

Total  class  district  New  York  Pennsyl-  New 
I  railroads     railroads     Central       vania  Haven 


1951.. 
1952.. 
1953.. 
1954.. 
1955.. 
1956.. 
1957.. 
1958.. 
1959.. 
I960.. 
1961.. 
1962.. 
1963.. 
1964.. 
1965.. 
1966.. 
1967.. 
1968.. 
1969.. 
1970.. 


10, 379 
9,310 
8, 255 
6, 964 
5, 227 
6,485 
5, 443 
4, 402 
3,923 
3,213 
2,586 
2,183 
1,678 
1,496 
1,333 
1,049 
960 
867 
837 
809 


5, 365 
4,572 
4,040 
3, 155 
3.  270 
3,068 
2,607 
1,959 
1,748 
1,361 
968 
643 
351 
162 
98 
83 
76 
77 
74 
64 


1,026 
868 
769 
605 
622 
575 
480 
338 
282 
221 
153 
111 
30 

'I 
3 
2 


Total  class 
I  railroads 


1,  448 

348 

226.2 

1,201 

299 

202.9 

992 

268 

179.9 

752 

206 

151.8 

797 

244 

113.9 

777 

182 

141.3 

664 

152 

118.6 

482 

111 

95.9 

418 

101 

85.5 

329 

79 

70.0 

218 

51 

56.4 

95 

35 

47.6 

22 

23 

36.6 

"I 

(») 

155.8 

4 

138.9 

6 

3 

109.3 

8 

3 

100.0 

90.3 

87.2 

84.3 

Eastern 
district 
railroads 


New  Vork 
Central 


Pennsyl- 
vania 


255.0 
217.3 
192.0 
150.0 
155.4 
145.8 
123.9 
93. 1 
83. 1 
64.7 
46.0 
30.6 
16.7 
213.2  . 
128.9 
109.2 
100.0 
101.3 
97.4 
84.2 


280.3 
237.2 
210.1 
165.3 
169.9 
157.1 
130.8 
92.3 
77.0 
60.4 
41.8 
30.3 
8.2 


277.9 
230.5 
190.4 
144.3 
153.0 
149.  1 
127.4 
92.5 
80.2 
63. 1 
41.8 
18.2 
4.2 


400.0  100.0 
150.0  75.0 
100.0  100.0 

100.0 

146.2 

130.8 


New 
Haven 


287.6 
183.4 
164.4 
126.4 
149.7 
150.4 
125.6 
68. 1 
62.0 
48.5 
31.3 
21.5 
14.1 


133.3 
100.0 
100.0 


2  separate  trends  (1951-63  and  1964-70)  since  the  classification  was  revised  in  1964.  Prior  to  that  time  the  classification 
data  are  Comparable  '""'""'P'""'-  Subsequent  data  are  based  on  production.  Pocahontas  region  is  included  in  E^f^n  region  so  that 
'  Individual  reports  are  confidential  for  1964. 

Source:  Years  1951-63  "ICC",  years  1964-70  "Small  Packaged  Products";  Freight  Commodity  Statistics,  ICC. 


EXHIBIT  25 
TREND  IN  TONNAGE  TERMINATED-LCL  > 
iln  thousands] 


Total  class 
I  railroads 


1951.. 

1952.. 

1953.. 

1954.. 

1955,. 

1956.. 

1957. 

1958.. 

1959.. 

I960.. 

1961.. 

1962.. 

1963.. 

1964.. 

1965.. 

1966.. 

1967.. 

1968.. 

1969.. 

1970.. 


9,900 
8,909 
7,757 
6, 489 
6,612 
6, 053 
5,104 
4,119 
3, 652 
3,005 
2, 423 
2,034 
1,626 
1,470 
1,341 
1,065 
978 
867 
870 
843 


Eastern 
district 
railroads 


New 

York  Pennsyl- 
Central  vania 


4,403 
3,727 
3, 260 
2,545 
2, 630 
2,425 
2, 042 
1,508 
1,332 
1,040 
711 
456 
239 
111 
73 
57 
49 
55 
65 
55 


14 
21 
19 


New 
Haven 


826 

1,085 

257 

702 

889 

207 

610 

758 

185 

479 

574 

135 

492 

607 

175 

459 

583 

122 

381 

494 

100 

273 

366 

73 

222 

311 

59 

177 

245 

47 

126 

153 

35 

86 

51 

23 

22 

10 

13 

4 

3 

6 
8 

3 
3 

EXHIBIT  26 
INDEX  OF  TONNAGE  TERMINATED-LCL' 
11951-63  Index  (1957-59);  1964-70  Index  (1967)1 


Total  class 
I  railroads 


230.7 
207.6 
180.8 
151.2 
154.1 
141.1 
118.9 
%.0 
85.1 
70.0 
56.5 
47.4 
37.9 
150.3 
137.1 
108.9 
100.0 
88.7 
89.0 
86.2 


Eastern 
district 
railroads 


New  York 
Central 


Pennsyl- 
vania 


New 
Haven 


270.6 

282.9 

278.2 

110.8 

229.1 

240.4 

227.9 

89.2 

200.4 

208.9 

194.4 

79.7 

156.4 

164.0 

147.2 

58.2 

161.6 

168.5 

155.6 

75.4 

149.0 

157.2 

149.5 

52.6 

125.5 

130.5 

126.7 

43.1 

92.7 

93.5 

93.8 

31.5 

81.9 

76.0 

79.7 

25.4 

63.9 

60.6 

62.8 

20.3 

43.7 

43.2 

39.2 

15.1 

28.0 

29.5 

13.1 

9.9 

14.7 

7.5 

2.6 

5.6 

226.5 

149.0 

300.0 

75.0 

100.0 

116.3 

133.3 

75.0 

100.0 

100.0 

100.0 

100.0 

100.0 

112.2 

100.0 

132.7 

150.0 

112.2 

135.7 

'  Individual  reports  are  confidential  for  1964. 

Source:  Years  1951-63  "LCL".  years  1964-70  "Small  Packaged  Products";  Freight  Commodity  Statistics,  ICC. 
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EXHIBIT  27 
TREND  IN  REVENUES-LCL> 


EXHIBIT  28 
INDEX  OF  REVENUES-LCLi 


Total  Eastern 
class  I       district  New  York    Pennsyl-  New 
railroads     railroads     Central       vania  Haven 


Total  Eastern 
class  I  district 
railroads  railroads 


New  York 
Central 


Pennsyl- 
vania 


New 
Haven 


1951 

351,432 

1952.. 

351,  574 

1953.. 

321, 198 

1954.. 

273, 541 

1955.. 

201,590 

1956.. 

272,314 

1957.. 

252,  045 

1958.. 

212, 391 

1959.. 

183,927 

1960. . 

152,  891 

1961.. 

125. 133 

1962.. 

99,  663 

1963.. 

74,  856 

1964.. 

60,  965 

1965. . 

51,255 

1966.. 

40, 071 

1967.. 

38,190 

1968. . 

34,  963 

1969. . 

35,  020 

1970.. 

36, 488 

171,654 
166, 175 
153, 152 
123, 195 
126, 105 
123,550 
114,919 
90,  667 
77,  992 
63,  890 
46,  874 
30, 929 
16,917 
7,665 
4, 265 
3,721 
3,297 
3,  438 
3,  299 
3,062 


35,  043 
33,  808 
31,953 
25,  773 
26,018 
25, 199 
22,  854 
17,264 
14,137 
11,405 
8, 167 
6,  007 
2, 112 
0) 
285 
160 
116 


581 
714 
669 


47,  554 
45,  233 
39,731 
31,563 
32,  529 
32,  856 
30,  894 
24, 164 
20,  933 
16,  502 
11,542 
5, 124 
1,054 
0) 
430 
391 
398 


9,  085 
8,  472 
7,960 
6,  077 
7, 146 
5,676 
5, 132 
3,966 
3,307 
2,697 
1,915 
1,249 
743 
(') 
130 
121 
110 


162.6 
162.7 
148.6 
126.6 
93.3 
126.0 
116.6 
98.3 
85. 1 
70.7 
57.9 
46.1 
34.6 
159.6 
134.2 
104.9 
100.0 
91.6 
91.7 
95.5 


181.6 

175.8 

162.0 

130.3 

133.4 

130.7 

121.6 
95.9 
82.5 
67.6 
49.6 
32.7 
17.9 
232.  5  . 
129.4 
112.9 
100.0 
104.3 
100.1 
92.9 


193.8 

187.7 

219.7 

186.9 

178.6 

204.9 

176.7 

156.9 

192.5 

142.5 

124.6 

147.0 

143.9 

128.4 

172.8 

139.3 

129.7 

137.3 

126.4 

122.0 

124.1 

95.5 

95.4 

95.9 

78.2 

82.6 

80.0 

63. 1 

65.1 

65.2 

45.2 

45.6 

46.3 

33.2 

20.2 

30.2 

11.7 

4.2 

18.0 

245.7 

108.0 

118.2 

137.9 

98.2 

110.0 

100.0 

100.0 

100.0 

93.1 
114.4 
107.2 


.  There  are  two  separate  trends  (1951-63  and  1964-70)  since  tt>e  classification  was  revised  in  1964.  Prior  to  that  time  the  classification 
was  based  on  product  consumption.  Subsequent  data  are  based  on  production. 
2  Individual  reports  are  confidential  for  1964. 

Source:  Years  1951-63  "ICC;"  Years  1964-70  "Small  Packaged  Products";  Freight  Commodity  Statistics,  ICC. 


EXHIBIT  29 

TREND  IN  TONNAGE  ORIGINATED-PRODUCTS  OF 
AGRICULTURE' 

|ln  Thousands] 


EXHIBIT  30 

INDEX  OF  TONNAGE  ORIGINATED-PRODUCTS  OF 
AGRICULTURE' 

11951-63  Index  (1957-59);  1964-70  Index  (1967)1 


Total  Eastern 
class  I  district 
railroads  railroads 


New 
York 
Central 


Pennsyl- 
vania 


New 
Haven 


Total  Eastern 
class  I  district 
railroads  railroads 


New 
York 
Central 


Pennsyl- 
vania 


New 
Haven 


1951 . . 

140,810 

1952.. 

138, 416 

1953.. 

131,137 

1954.. 

131,736 

1955.. 

133, 790 

1956.. 

138, 093 

1957.. 

137, 618 

1958.. 

146, 746 

1959.. 

145, 531 

I960.. 

150, 350 

1961 . . 

153, 819 

1962.. 

155, 297 

1963.. 

160, 580 

1964.. 

129, 550 

1965.. 

128,828 

1966.. 

143,111 

1967.. 

121,718 

1968.. 

114. 759 

1969.. 

118.199 

1970.. 

133, 264 

26,  770 
27, 834 
28, 628 
28, 277 
30,657 
32, 437 
29,135 
28,012 
28, 333 
29,  588 
30, 572 
30, 648 
31,684 
19. 381 
17,717 
17,  793 
16,  328 
15,573 
13. 207 
13,011 


6,523 

6,694 

7,056 

7,165 

7,575 

7,895 

7,262 

6,939 

6,773 

7,139 

7,189 

7,180 

7,028 
0) 

3,406 

3,286 

2,844 
4,679 
3, 879 
2,860 


5,347 
5,610 
5,886 
5,534 
6,254 
6,414 
5,635 
5, 232 
4,935 
5,503 
6,089 
6,116 
6,168 
(') 
2,961 
2,930 
2,390 


189 
181 
136 
105 
111 
102 
107 
87 
94 
92 
92 
103 
77 

9 
4 


98.3 
96.6 
91.5 
91.9 
93.4 
96.4 
96.0 
102.4 
101.6 
104.9 
107.3 
108.4 
112.1 
106.4 
105.8 
117.6 
100.0 
94.3 
97.1 
109.5 


93.4 
97.7 
100.5 
99.2 
107.6 
113.8 
102.3 
98.3 
99.4 
103.6 
107.3 
107.6 
111.2 
118.7 
108.5 
109.0 
100.0 
95.4 
80.9 
79.7 


93.3 
95.8 
100.9 
102.5 
108.4 
112.9 
103.9 
99.3 
96.9 
102.1 
102.8 
102.7 
100.5 


101.5 
106.5 
111.8 
105.1 
118.4 
121.8 
107.0 
99.3 
93.7 
104.5 
115.6 
116.1 
117.1 


196.9 
188.5 
141.7 
109.4 
115.6 
106.3 
111. 5 
90.6 
97.9 
95.8 
95.8 
107.3 
80.2 


119.8 

115.5 

100.0 
89.3 
74.1 
54.6 


123.9 
122.6 
100 


175.0 
225.0 
100 


data  are  comparable. 

s  Individual  reports  are  confidential  for  1954.  o  .j,.m."  ,nrf 

Source-  Years  1951-63  "Products  of  Agriculture";  Years  1965-70  "Farm  Products"  less  "Livestock  &  Livestock  Products  and 
"Poultry  Products";  Freight  Commodity  Statistics,  ICC. 
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EXHIBIT  31 

TREND  IN  TONNAGE  TERMINATEO-PRODUCTS  OF 
AGRICULTURE' 


1951.. 

1952.. 

1953.. 

1954.. 

1955.. 

1956.. 

1957 

1958.. 

1959. 

I960.. 

1961.. 

1962.. 

1963.. 

1964.. 

1965.. 

1966.. 

1967. 

1968.. 

1969.. 

1970.. 


Total 
Class  I 
railroads 


Eastern 
district 
railroads 


New 

York  Pennsyl- 
Central  vania 


144, 092 
141.205 
133, 052 
133,678 
135,  280 
139, 570 
138, 802 
148, 542 
146, 118 
150,849 
154, 204 
155,  503 
159,  220 
127,009 
126, 149 
140,531 
119,342 
112,296 
115,917 
130,  683 


42, 787 
41,586 
41.778 
40,  909 
42,  795 
44,  532 
41,398 
40.  709 
38, 435 

39,  587 

40.  357 
39.  496 
39, 728 
24,772 
22. 141 
24.  589 
21.872 
20.  087 
17.948 
17, 196 


7,  489 
7,238 
7.001 
6,772 
7,281 
7,933 
7,610 
7,279 
6.940 
7.099 
6.993 
6,575 
6,469 

(n 

3,489 

3.135 

2,727 
6,462 
6,787 
6,473 


10,  137 
9,635 
9,711 
9,569 
9.983 
10.  209 
9.  334 
9. 363 
8.  546 
8.  741 
9. 687 
9.416 
8. 802 

5. 096 
5. 854 
4,  744 


New 
Haven 


1,530 
1,528 
1,527 
1.540 
1,517 
1.522 
1.464 
1,345 
1.326 
1,297 
1.269 
1,297 
1,329 
(') 
822 
824 
1,038 


EXHIBIT  32 

INDEX  OF  TONNAGE  TERMINATEO-PRODUCTS  OF 
AGRICULTURE! 

11951-63  Index  (1957-59)  1964-70  Index  (1967)| 


Total  class  1 

Eastern 

district 

New  York 

Pennsyl- 
vania 

New 

railroads 

railroads 

Central 

Haven 

99. 7 

106.5 

102.9 

111.6 

111.0 

97.7 

103.5 

99.5 

106. 1 

110.9 

92. 1 

104.0 

96.2 

106.9 

110.8 

92.  5 

101.8 

93.1 

105.4 

111.8 

93.6 

106.5 

100.1 

109.9 

110.1 

96.  6 

110.  8 

109. 0 

112.4 

110.4 

96.1 

103.0 

104.6 

102.8 

106.2 

102.8 

101.3 

100.0 

103.1 

97.6 

101.1 

95.7 

95.4 

94. 1 

96.2 

104.4 

98.5 

97.6 

96.3 

94.1 

106.7 

100.4 

96.1 

106.7 

92.1 

107.6 

98.3 

90.4 

103.7 

94. 1 

110.2 

98.9 

88.9 

96.9 

96.4 

106.4 

113.3 

105.7 

101.2 

127.9 

107.4 

79.2 

117.8 

112.4 

115.0 

123.4 

79.4 

100.0 

100.0 

100.0 

100.0 

100.0 

94.1 

91.8 

75.9 

97.1 

82.1 

79.8 

109.5 

78.6 

76.1 

»,«  LJJIh'L^^L".?^'^'*  ^'^".^^  (1951-63  and  1964-70)  since  the  classification  was  revised  in  1964  Prior  to  that  time  the  classification 
was  based  on  product  consumption.  Subsequent  data  are  based  on  production.  Pocahontas  region  is  included  in  Eastern  region  so  that  data 
oic  cump3  r  3016. 

'  Individual  reports  are  confidential  for  1964. 

less  "Livestock  and  Livestock  Products"  and 


Source:  Years  1951-63  "Products  of  Agriculture";  years  1964-70  "Farm  Products" 
Poultry  and  Poultry  Products"  Freight  Commodity  Statistics,  ICC. 


EXHIBIT  33 

TREND  IN  REVENUE-PRODUCTS  OF  AGRICULTUREi 


Total 
class  I 
railroads 


Eastern 

district  New  York 
railroads  Central 


Pennsyl- 
vania 


1951.. 
1952.. 
1953.. 
1954.. 
1955.. 
1956.. 
1957.. 
1958.. 
1959.. 
I960.. 
1961.. 
1962.. 
1963.. 
1964.. 
1%5.. 
1%6.. 
1967.. 
1968.. 
1969.. 
1970.. 


1,  159, 882 
1,  217, 934 
1, 182,  034 
1,  146,  564 
1, 133,  492 
1,  184,  012 
1,  209,  237 
1,  286,  329 
1,  226,  417 
1,  192,  422 
1,171,957 
1.  163, 766 
1, 192,  557 
931,  320 
899, 861 
1, 006,  783 
877,617 
824,  279 
883,  501 
1,  046.  464 


261,  220 

273,  355 
283.  782 
276. 972 
283.  121 
303,  831 
295.  399 
302,313 

274,  424 
271,  070 
270,  348 
267,  744 
271,513 
169, 672 
156,  300 
165,  306 
151,  476 
142.  078 
138.  235 
146, 142 


60.  319 
42,  518 
44,  504 
42,  327 
44,  790 
48,  292 
48, 178 
48,  894 
44,  974 
46, 160 
44,  065 

42,  861 

43,  547 

(2) 
25, 643 
25,  036 
21,774 

50, 

52. 

58, 


61,  033 
63,  553 

63,  309 

64,  164 

68,  303 
65,914 

69,  587 

62,  367 
59,  747 
64,  234 
64,061 
61,438 

0) 
35,  038 
39, 177 
34, 199 


518 
806 
102 


New 
Haven 


6,814 
7,  439 
7,  534 
7,356 
7,  120 
7,  348 
7,  307 
6,  820 
6,497 
6,  378 
6.  056 
6,016 
5,  955 
(0 
3,  532 
3,380 
4,311 


EXHIBIT  34 

INDEX  OF  REVENUES-PRODUCTS  OF  AGRICULTURE' 

11951-63  index  (1957-59) 
1964-70  index  (1967)| 


Total  Eastern 
class  I  district 
railroads  railroads 


New  York 
Central 


Pennsyl- 
vania 


New 
Haven 


93.5  89.9  127.4    99.1 

98.2  94.0  89.8     108.2 

95.3  97.6  94.0     109.6 

92.4  95.3  89.4    107.0 

91.4  97.4  94.6     103.6 

95.4  104.5  102.0     106.9 

97.5  101.6  101.6   106.3 

103.7  103.4  103.3    99.2 

98. 9  94. 4  95. 0  .  94  5 

96.  1  93.2  97.5  "  "  92.8 

94.5  92.3  93.1   88.1 

93.8  92.  1  90.5   87.5 

96.1  93.4  92.0   86.6 

106.  1  112.0  .... 

102.5  103.2  117.8         i02."5  si.'S 

114-7  109.1  115.0  114.6  76.7 

100.0  100.0  100.0         100.0  100.0 

93. 9  93. 8  83. 8 
100.7  91.3  87.6 
119. 2  96. 5  96. 4 


h,«!i  ^^^'^  I  separate  trends  (1951-«3  and  1964-70)  since  the  classification  was  revised  in  1964  Prior  to  that  time  the  classification  was 
compa?abPe      '  Subsequent  data  are  based  on  production.  Pocahontas  region  is  included  in  easter7region  sM 

2  Individual  reports  are  confidential  for  1964. 

..■>  "Products  of  Agriculture":  Years  1964-70  "Farm  Products- 

Poultry  and  Poultry  Products"  Freight  Commodity  Statistics,  ICC. 


less  "Livestock  and  Livestock  Products"  and 
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EXHIBIT  35 
TREND  IN  TONNAGE  ORIGINATED— COAL i 
|ln  thousands] 


EXHIBIT  36 

INDEX  OF  TONNAGE  ORIGINATED— COAL i 
[1951-63  index  (1957-59);  1965-70  index  (1967)] 


Total  Eastern 
class  I  district 
railroads  railroads 


New  York 
Central 


Penn- 
sylvania 


1951.. 

439,471 

330,723 

1952 

396  573 

295, 550 

1953" 

373, 831 

275, 643 

1954.. 

331,943 

239,  779 

1955.: 

384, 312 

279,  725 

1956.. 

415, 833 

302, 682 

1957.. 

402, 479 

294, 875 

1958.. 

331,262 

235, 084 

1959.. 

327,  584 

232, 812 

I960.. 

321,340 

225,  876 

1961.. 

311,847 

217. 409 

1962.. 

327, 335 

228, 359 

1963.. 

348,  232 

243, 650 

1964.. 

357, 685 

251,087 

1965.. 

363,020 

253, 195 

1966.. 

376, 320 

258, 326 

1967.. 

384, 583 

258,715 

1968.. 

379, 125 

255,489 

1969.. 

383, 292 

252, 436 

1970.. 

404, 622 

255, 835 

New 
Haven 


17,917  40,405   

17,580  35,866   

17,537  33,667   

16,809  28,190   

18,638  31,535   

21,300  33,724   

19,900  32,865   

17,605  26,632  

18,575  26,665  

20,011  24,039  

20,147  23,868   

21,427  24,512  

22,017  26,924   

(0        (=)  C) 

19,924  30,291  0) 

18, 539  23, 805  0) 

17,247  32,384  (») 
46,256 
47,  381 
46, 372 


Total 
class  I 
railroads 


Eastern 
district 
railroads 


New  York 
Central 


Penn- 
sylvania 


New  Haven 


124  2 

130.1 

95.8 

104.7 

112.1 

116.2 

94.0 

124.9 

105.7 

108.4 

93.8 

117.2 

93.8 

94.3 

89.9 

98.2 

108.6 

110.0 

99.7 

109.8 

117.5 

119.0 

113.9 

117.4 

113.8 

116.0 

106.5 

114.4 

93.6 

92.5 

94.2 

92.7 

92.6 

91.6 

99.4 

92.8 

90.8 

88.8 

107.1 

83.7 

88.1 

85.5 

107.8 

83.3 

92.5 

89.8 

114.6 

85.3 

98.4 

95.8 

117.8 

93.7 

93.0 
94.4 

97.1 
97.9 

115.5 

93.5 

97.9 

99.8 

107.5 

73.5 

100.0 

100.0 

100.0 

100.0 

98.6 

98.8 

93.2 

99.7 

97.6 

95.5 

105.2 

98.9 

93.4 

1  There  are  2  separate  trends  (1951-63  and  1965-70)  since  the  classification  was  revised  in  1964.  Prior  to  that  time  the  classification 
was  based  on  product  consumption.  Subsequent  data  are  based  on  production.  Pocahontas  region  is  included  in  eastern  region  so  that 
data  are  comparable. 

2  Individual  reports  are  confidential  for  1964. 

3  Reports  not  available  for  inspection. 

Source:  1951-63  Anthracite  coal  NOS.  anthracite  coal  to  breakers  and  washeries,  bituminous  coal;  1965-70  bituminous  coal  and 
lignite.  Freight  Commodity  Statistics,  ICC. 


EXHIBIT  37 
TREND  IN  TONNAGE  TERMINATED-COALi 
(In  thousands) 


Total  Eastern 
class  I       district  New  York  Pennsyl- 
railroads     railroads     Central  vania 


1951.. 

356,  449 

265, 786 

1952.. 

321,965 

238, 050 

1953.. 

302, 116 

221,707 

1954.. 

272,  279 

195.  458 

1955.. 

320, 395 

232.  542 

1956.. 

353, 925 

256. 604 

1957.. 

345, 487 

252,  668 

1958.. 

289, 343 

201,175 

1959.. 

280, 749 

190,  761 

I960.. 

282, 419 

189,217 

1961.. 

274.377 

180, 226 

1962.. 

288,  450 

189. 795 

1963.. 

301.826 

196,  526 

1964.. 

310,  241 

202, 449 

1965.. 

315,416 

208. 070 

1966.. 

326,  822 

211.515 

1967.. 

341,310 

219. 148 

1968.. 

326,  804 

206. 099 

1969.. 

341,420 

215, 052 

1970.. 

357.  623 

218,901 

38, 627 
36, 041 
34,  256 
29. 717 
30,  762 
33,571 
30,  882 
27, 174 
29.  070 
27, 384 
26,  591 
27,971 
29,  692 
(') 
33, 226 
33, 970 
35, 084 
65, 
65, 
62, 


41.778 
37,  890 
36. 033 
30.  209 

34.  362 
35,619 

35.  235 

27,  450 

28,  343 
26,  932 
26, 032 
26.  387 
27. 997 

33,013 
34,  623 
34, 169 


949 
565 
642 


New 
Haven 


4, 129 
3,588 
3.762 
2.  623 
2.718 
2.  992 
3.019 
2,  935 
2.896 
2,621 
2,795 
2.777 
2.390 
(.') 
2.316 
2,350 
1,810 


EXHIBIT  38 
INDEX  OF  TONNAGE  TERMINATED-COAL> 
11951-63  Index  (1957-59);  1965-70  Index  (1967)1 


Total  Eastern 
class  I  district 
railroads  railroads 


116.8 
105.5 
99.0 
89.2 
105.0 
116.0 
113.2 
94.8 
92.0 
92.5 
89.9 
94.5 
98.9 
90.9 
92.4 
95.8 
100.0 
95.7 
100.0 
104.8 


New  York 
Central 


Pennsyl- 
vania 


123.7 
110.8 
103.2 
91.0 
108.2 
119.4 
117.6 
93.6 
88.8 
88.1 
83.9 
88.3 
91.5 
92.4 
94.9 
96.5 
100.0 
94.0 
98.1 
99.9 


New 
Haven 


133.0 

137.7 

140.0 

124.1 

124.9 

121.6 

117.0 

118.8 

93.6 

102.3 

99.6 

88.9 

105.9 

113.2 

92.1 

115.6 

117.4 

101.4 

106.3 

116.1 

102.3 

93.6 

90.5 

99.5 

100.1 

93.4 

98.2 

94.3 

88.8 

88.8 

91.6 

85.8 

94.7 

96.3 

87.0 

94.  1 

102.2 

92.3 

81.0 

94.7 

96.6 

128.0 

96.8 

101.3 

129.8 

100.0 

100.0 

100.0 

92.8 

92.3 

88.1 

1  There  are  2  separate  trends  (1951-63  and  1965-70)  since  the  classification  was  revised  in  1964.  Prior  to  that  time  the  ela^ifiMtion 
was  based  on  producUonL^^^^^^^  are  based  on  production  Pocahontas  region  is  included  m  eastern  region  so  that  data 
are  comparable. 

2  Individual  reports  are  confidential  for  1964. 

Source:  1951-63  anthracite  coal  No.  5.  anthracite  coal  to  breakers  and  washers,  bituminous  coal;  Freight  Commodity Statistics.lCC. 


466 


EXHIBIT  39 
TREND  IN  REVENUES— COAL  I 
|ln  thousands] 


EXHIBIT  40 
INDEX  OF  REVENUES-COAL  1 
11951-1963  Index  (1957-1959);  1965-1970  Index  (1967)| 


Total  Eastern 
class  I  district 
railroads  railroads 


New 

York  Pennsyl- 
Central  vania 


New 
Haven 


Total  Eastern 

class  I  district 
railroads  railroads 


New 

York 
Central 


Pennsyl- 
vania 


New 
Haven 


1951.. 
1952.. 
1953.. 
1954.. 
1955.. 
1956.. 
1957.. 
1958.. 
1959.. 
I960.. 
1961.. 
1962.. 
1963.. 
1964.. 
1965.. 
1966.. 
1967.. 
1968.. 
1969.. 
1970.. 


1, 330, 747 
1,  270,  846 
1, 199. 674 
1. 036, 320 
1,213, 171 
1,  389,  897 
1,  395,  552 
1,  150,  576 
1,  104,  579 
1, 072,  581 
1.  044,  057 
1,  069,  874 
1,  103,  944 
1.  103,  493 
1,  128,  608 
1,  129,  546 
1, 151,847 
1,  137,  252 
1,  190,  923 
1, 381,  088 


1, 030, 798 
975, 110 
916, 195 
782, 929 
931,533 
1,077,323 
1, 094,  845 
879,  054 
842,  661 
815,818 
790,  180 
814,  374 
834,  112 
833, 649 
852,  286 
846, 122 
860,  877 
849,514 
869,  411! 
979,  409 


116,942 
115,938 
99,  236 
104,  759 
117,265 
112,257 
100,  801 
104,  255 
99,  304 
95,  090 
97,  548 
94,  898 
0) 
94,  387 
89,  750 
P) 
195, 
206, 
226, 


157, 145 
150,  672 
145,  292 
120, 172 
133,  520 
154, 155 
154,461 
124,  762 
121,251 
113,060 
114,  443 
114,  641 
112,  958 
0) 

113, 229 
114,291 
117,  572 

559 

529 

005 


8,390 
7,  746 
6.215 
5,  740 
5,779 
6,467 
6,795 
6, 685 
6,462 
1,018 
950 
5,  974 
4,  626 
(2) 
3, 986 
3, 972 
3, 321 


109.3  109.8    117.7  126.2 

104.4  103.9  110.6  112.9  116.5 

98.6  97.6  109.6  108.8  93.5 
85.2  83.4  93.8  90.0  86.4 

99.7  99.2  99.0  100.0  86.9 
114.2  114.7  110.9  115.5  97.3 
114.7  116.6  106.1  115.7  102.2 

94.5  93.6  95.3  93.5  100.6 

90.8  89.8  98.6  90.8  97  2 
88.1  86.9  93.9  84.7  15.3 

85.8  84.2  89.9  85.7  14.3 

87.9  86.7  92.2  85.9  89.9 

90.7  88.8  89.7  84.6  69.6 

95.8  96.8   

98.0  99.0    96.3  120.6 

98. 1  98.3     97.2  119.6 

100.0  100.0  100.0  100.0  100  0 

98. 7  98. 7 

103.4  101.0 

119.9  113.8 


r.JJ^!'Ai?J^!''^"^^  V*""'  <1951-1963  and  1965-1970)  since  the  classification  was  revised  i  n  1964.  Prior  to  that  time  the  classifi- 
that  daTa  are  comparabTe      "J!"""^*"'"-  Subsequent  data  are  based  on  production.  Pocahontas  region  Is  included  in  eastern  region  so 

2  Individual  reports  are  confidential  for  1964. 
>  Data  missing. 

Freigli^Commodlty  sScs'*  *">  breakers  and  washers,  bituminous  coal;  1965-1970  bituminous  coal  and  lignite; 


EXHIBIT  41 

METHOD  OF  TRANSPORTING  BITUMINOUS  COAL  AND  LIGNITE  FROM  MINES 
[In  thousands) 


Shipped  by 

Shipped  by 

rail  and 

water  and 

Trucked 

trucked 

trucked 

to  final 

Used  at 

Total 

to  rail 

to  water 

destination 

mine 

production 

iofiS   409,111  81,337  73,975  34,376 

},« 397,863  71,037  66,030  25,575 

}«?   3%,  443  66,885  61,753  20,165 

{orb  -   404,525  66,792  62,003  19,127 

J^S   386,958  62,092  67,026  17,806 

  371,544  60,289  68,302  11,953 

}5??   349,377  59,349  65,532  12,740 

{sSp   333,989  50,664  60,901  13,374 

196l   307,328  48,106  54,853  11,862 

,5c^   293,546  46,348  51,044  12,039 

iSS   303,865  46,784  52,699  12,164 

,958 -   300,763  45,954  52,564  12,747 

,05?   305,642  43,899  50,605  10,300 

1Q5S   380,471  51.171  50,334  10  728 

,055 ^'"•"^^  50,732  49,768  10.359 

1954 -   355,924  47,476  51,607  9,626 

1953 -   305,918  32,912  44,689  8,187 

,952 - -   362,133  35,648  47,102  12.407 

95, - -  --  375,911  27.746  50,231  12,953 

}|si -  —   430,387  29,984  58,132  15  162 

 -   417,225  27,583  58,286  13:217 

Source:  Vols.  1  and  11.  metals,  minerals,  and  fuels.  "Minerals  Yearbook"  for  appropriate  years,  Department  of  Interior. 


602,  932 
560,  505 
545,  245 
552, 626 
533,  881 
512,088 
486,  998 
458,  928 
422, 149 
402,977 
415,512 
412,028 
410,446 
492,  704 
500,  874 
464,  633 
391,  706 
457,  290 
466.841 
533. 665 
516,311 
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EXHIBIT  42 

INDEX  OF  COAL  SHIPMENTS  BY  VARIOUS  MODES 
11957-59=1001 


Shipped  by  Shipped  by 

rail  and  water  and  Trucked  to 

trucked  to  trucked  to  final 

rail  water  destination 


Used  at 
nnine 


Tqtal 
production 


1950- 
1951.. 
1952.. 
1953.. 
1954.. 
1955.. 
1956.. 

1957  . 

1958  . 
1959.. 
I960.. 
1961.. 
1962.. 
1963.. 
1964_. 
1965. 
1966. 
1967. 
1968. 
1969. 
1970. 


126.8 
130.8 
114.3 
110.1 
93.0 
108.2 
118.6 
115.7 
92.9 
91.4 
92.4 
89.2 
93.4 
101.5 
106.2 
112.9 
117.6 
123.0 
120.5 
120.9 
124.4 


58.7 
63.8 
59.0 
75.8 
70.0 
101.0 
108.0 
108.9 
93.4 
97.8 
99.5 
98.6 
102. 3 
107.8 
126.3 
128.3 
132.1 
142.1 
142.3 
151.1 
173.0 


113.9 
113.6 
98.2 
92.1 
87.3 
100.9 
97.3 
98.4 
98.9 
102.7 
91.4 
99.8 
107.2 
119.0 
128.1 
133.5 
131.0 
121.2 
120.7 
129.0 
144.6 


117.0 
134.2 
114.6 
109.8 
72.5 
85.2 
91.7 
95.0 
91.2 
112.8 
107.7 
106.6 
105.0 
118.4 
112.8 
105.8 
157.6 
169.3 
178.5 
226.4 
304.3 


117.8 
121.7 
106.5 
■104. 3 
89.4 
106.0 
114.3 
112.4 
93.6 
94.0 
94.8 
91.9 
96.3 
104.7 
111.1 
116.8 
121.8 
126.1 
124.4 
127.9 
137.5 


Source:  Exhibit  41. 
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MAP  1 


468 
Exhibit  44 

Yoars  l9f.6-i-J:)0 


Based  on  Survey  by 
Fossil   Fuel  Resources  Committee 

Source:  Federal  Power  Commission,  National  Power  Survey,  1970,  p.  II-4-37. 
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Exhibit  45 

PERCFNT  GENERATION  BY  TYPt  OF  FUEL  AND  HYDRO  POWER 
EAST  CFNTRAL  REGION 
Years  1966- '990 


Based  on  Survey  by 

Fossil  Fuel  Resourcts  Committee 

:  Federal  Power  Commission,  National  Power  Survey,  1970,  p.  II-4-38. 
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EXHIBIT  47 

COMPARISON  OF  RELATIVE  CHANGES  IN  TOTAL  TONNAGE  GENERATED  BY  THE  24  SHIPPER  GROUPS  AND  THE  RAIL  SHARE 

1963-67 


Percent  change  in  total  tonnage 
(thousands) 


1963  > 


Drugs,  paints  and  other  chemical  products   55, 129 

Metal  cans  and  miscellaneous  fabricated  metal  products"  12,  308 
Canned  and  frozen  foods  and  other  food  products  except 

meat  and  dairy  products    119  858 

Machinery  except  electrical  and  industrial   13' 919 

Textile  mill  and  leather  products   12'  331 

Industrial  machinery  except  electrical   5' 786 

Furniture,  fixtures  and  miscellaneous  manufactured' 

products. __     8,795 

Primary  nonferrous  metal  products  [[  18  742 

Lumber  and  wood  products  except  furniture  '.  54  648 

Primary  iron  and  steel  products^.   120  202 

Petroleum  and  coal  nroducts    394,'  895 

Communication  products  and  parts.  '.. 2  359 

Rubber  and  plastic  products..   8'  583 

Electrical  products  and  supplies   9' 674 

Fabricated  metal  products  except  metal  cans'Vnd' 

miscellaneous  fabricated  metal  products   15  585 

Instruments,  photographic  equipment,  watches  and 

clocks    J  3gg 

Basic  chemicals,  plastic  materiars^synthetic" rubber  and' 

fibers      74  242 

Meat  and  dairy  products   35  845 

Apparel  and  related  products   3'  689 

Stone,  clay,  and  glass  products. .  164  360 

Paper  and  allied  products    64  908 

Motor  vehicles  and  equipment...    34  684 

Candy,  beverages,  and  tobacco  products..  42  239 

Transportation  equipment,  except  motor  vehicles  3  202 


1967  Increase 


Percent  change  in  rail  share 
1963  > 


61, 169 

11  0 

45  2 

18,408 

49.6 

27;  1 

155,371 

29.6 

61.8 

15,820 

13.7 

37.6 

14, 495 

17.1 

13.6 

6,  703 

15.8 

21.3 

8,  712 

(•9) 

24.0 

22, 776 

21. 5 

51.5 

61 , 859 

13.2 

56. 5 

128,975 

7.3 

52.9 

417, 660 

5.8 

7.8 

2,514 

6.6 

22.5 

10.  057 

17.2 

26.3 

12,115 

25.2 

35.5 

16.668 

6.9 

23.5 

1.506 

8.5 

13.6 

97,619 

31.5 

52.4 

38,  675 

7.9 

29.7 

4.514 

22.4 

9.8 

134,313 

(18.  3) 

32. 1 

71.677 

10.4 

50.2 

36.  525 

5.3 

51.2 

40. 327 

(4.5) 

23.3 

6, 159 

92.3 

35.9 

1967 

Increase 

Group 

36. 7 

(B.  3) 

S 

21.' 3 

(5.8) 

17 

56.1 

(5.7) 

2 

jc.  I 

(3.  0) 

19 

9.1 

(4.5) 

4 

17.2 

(4.1) 

18 

20.5 

(3.5) 

12 

48.4 

(3.1) 

15 

53.5 

(3.0) 

11 

50.3 

(2.6) 

14 

5.8 

(2.0) 

9 

21. 2 

(1.3) 

20 

25.5 

(•8) 

10 

34.8 

(-7) 

21 

23.0 

(.5) 

16 

13.5 

(.1) 

24 

52.4 

0 

7 

30.2 

1.5 

1 

11.4 

1.6 

5 

35.7 

3.6 

13 

55.5 

5.3 

6 

57.6 

6.4 

22 

30.2 

6.9 

3 

44.3 

8.4 

23 

^o\}^^\tl'Zll^'^^^^^^^^^^  -P'-Ving  less  than  20  employees.  The  adjustment  was  made 

Source:  Table  10  for  each  shipper  group,  1963  and  1967  Census  of  Transportation,  U.S.  Census  Bureau. 


EXHIBIT  48 

COMPARISON  OF  RELATION  CHANGES  IN  TOTAL  TON-MILES  GENERATED  BY  THE  24  SHIPPER  GROUPS  AND  THE 

RAIL  SHARE,  1963-67 


Percent  change  in  total  ton- 
mileage  (mill) 


Percent  change  in  rail  share 


19631 


1967    Increase  19631 


1967 

Increase 

Group 

52.6 

(11.1) 

8 

32.6 

(10. 2) 

12 

77.8 

(9.4) 

11 

16.6 

(8.  7) 

4 

44.4 

(7.6) 

19 

34.7 

(7.5) 

17 

34.9 

(6.3) 

16 

55.0 

(6.0) 

7 

67.7 

(5.5) 

15 

46.7 

(4.2) 

21 

34.5 

(3.6) 

10 

25.6 

(3.2) 

24 

58.8 

(3.1) 

14 

73.7 

(2.7) 

2 

46.0 

(2.0) 

1 

3.2 

(0.7) 

9 

26.8 

1.0 

18 

30.8 

2.0 

20 

56.6 

2.5 

3 

15.0 

4.8 

5 

52.1 

4.9 

13 

75.8 

5.9 

22 

77.3 

6.2 

6 

47.4 

14.2 

23 

Drugs,  paints  and  other  chemical  products  22  073 
Furniture,  fixtures  and  miscellaneous  manufactured 

products   4 

Lumber  and  wood  products,  except  furniture  39'  152 
Textile  mill  and  leather  products..  6  380 
Machinery  except  electrical  and  industriaL  "  8'591 
Metal  cans  and  miscellaneous  fabricated  metal  products  4'  591 
Fabricated  metal  products  except  metal  cans  and  miscel- 
laneous fabricated  metal  products  S  036- 
Basic  chemicals,  plastic  materials,  synthetic  rubber  a'nd" 

fibers   35  347 

Primary  nonferras  metal  products   lo'  998 

Electrical  products  and  supplies                              '  5  695 

Rubber  and  plastic  products...,   4*452 

Instruments,  photographic  equipment,  watches  and 

clocks   003 

Primary  iron  and  steel  products..!.  ]...  33  926 
Canned  and  frozen  foods  and  other  food  products  except 

meat  and  dairy  products   47  690 

Meat  and  dairy  products..  15  346 

Petroleum  and  coal  products   273  143 

Industrial  machinery,  except  electrical  2  752 

Communication  products  and  parts.  l'498 
Candy,  beverages  and  tobacco  products 13'  410 

Apparel  and  related  products..                     "  2' 112 

Stone,  clay  and  glass  products   26  858 

Motor  vehicles  and  equipment       " 15  861 

Paper  and  allied  products   26'  716 

Transportation  equipment  except  motVr  vehidesI!""!!!!  l' 437 


19, 090 

4,961 
46,  658 
6, 268 
9, 126 
6, 148 

6,098 

43,  662 
13,410 
7,208 
5,307 

893 
40. 438 

62.  983 
15,  540 
289.  391 

4,  145 

1,577 
14,835 

2,377 
26,  287 
14,  944 
34,  966 

2,  680 


(13.5) 

15.2 
19.2 
(1.8) 
6.2 
33.9 

1.0 

23.5 
21.9 
26.6 
18.9 

(10.1) 
19.2 

32.1 

1.3 

5.9 
50.6 

5.3 
10.6 
12.5 
(2.1) 
(5.  8) 
30.9 
86.5 


63.7 

42.8 
87.2 
25.3 
52.0 
42.2 

41.2 

61.0 
73.2 
50.9 
38. 1 

28.8 
61.9 

76.4 
48.0 
3.9 
25.8 
28.8 
54.1 
10.2 
47.2 
69.9 
71.1 
33.2 


ttf  a'rom^^Tabfe'X'alnTafb':  rden'fir63^rn^dT9^6''7'/ata''"^  ^""""^'"^  '"^  ^'^P'''^^"-  ^^i^*-"' 


Source:  Table  10  for  each  shipper  group,  1963  and  1967  Census  of  Transportation. 
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EXHIBIT  49 


COMPARISON  OF  FREIGHT  REVENUES  GENERATED  BY  THE  VARIOUS  MODES  DURING  THE 

PERIOD  1954-69 


11  n  millionsl 


Class  I  Eastern 
motor  district 


$7,801  $3,184  $628  $511  $83  $3  108  $1692 

954   8  538  3,616  718  569  2,103 

\t^A   417  8,951  3,868  767  586  j  896 

   423  8,929  3,856  765  5W  ^  ■                j  399 

957   8  071  3,218  635  486  7|  ^  2, 230 

    443  8,312  3  301  673  517  /  j  ggj 

\W,   437  8,025  3,199  638  506  /i  ^ 

-   443  7,739  2,989  61*  «9  e/  3  509 

2*1   465  7,991  3,  09  649  473  6/  j  gg^ 

|:::;:::::::::::::::::  470  8U6  3,16  |  |  ,380  am 

|::::::::::::::::::::  459  8.836  |4|  |  |  |  3.  ..a 

  "iQl  10.346  3.773  1.345 


1969. 


EXHIBIT  50 
INDEX  OF  FREIGHT  REVENUES 


-    >£!  i\  |K  ill  B  ili  ^ 

\lVo—- 96.9  95.6  93.0  91.9  93.2            /J-g  j 

III:::::::::::::::::::::     m.o  98.5  .  i^i  |:  92.1  85. 
 m.l  :  h  88.9      87.9      95.1  ^96.5  . 


lieE;;;;;:::::::::::::  1  i  -0  u^o  ..8 

11"-- -- m.l  100.  95.1  97.9  94.  . 

|:::::::::::::::::::::  107.8  104,7  |        •  -         «     150.7  80.2 

196°  -    138,6  122.0  109.0  ''''  >* 


1969. 


90.9 

98.0 

104.0 

109.1 

111.0 

112.2 

110.8 

107.7 

91.9 

93.2 

97.4 

99.1 

92.3 

97.0 

88.9 

87.9 

94. 

90.7 

93.0 

91.0 

97.9 

94.9 

101.8 

99.4 

104.1 

101.5 

101.7 

98.2 

103.2 

110.8 

Source:  Transport  Statistics  in  ttie  United  States,  luu. 
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EXHIBIT  51 

COMPARISON  OF  TONNAGE  GENERATED  BY  THE  VARIOUS  MODES  DURING  THE 
PERIOD  1954-69 


Class  I  Eastern 

JliZl        ^'^l^'l  New  York  New  commoil  "motoj  Freight 

railroads        district          vania  Central  Haven  carrier  carrier  forwarders 

169  141  21  271  155 

201  161  23  3M  77  5 

211  166  24  330  184  5 

200  151  23  236  125 

54  126  20  232  121 

164  132  20  268  140 

161  133  18  276  143 

53  123  18  289  146 

61  129  19  321  161 

64  133  19  162  88 

73  140  19  336  192 

177  143  19  419  219 

183  139  20  212  113 

lit  108 

286  18  223  120 

300  236  126 


2,298 

1,  117 

2,  607 

1,305 

2,  705 

1,374 

2,  552 

1,  294 

2,  195 

1,031 

2,  285 

1,075 

2,  281 

1,066 

2, 192 

997 

2,272 

1,041 

2,  359 

1,079 

2,  502 

1,  155 

2,542 

1,  172 

2,  645 

1,  189 

2,  570 

1,  150 

2,  591 

1,  132 

2,  655 

1,  139 

EXHIBIT  52 
INDEX  OF  TONNAGE 


98.0 

98.5 

111.2 

115.1 

115.4 

121.2 

108.8 

114.1 

93.6 

90.9 

97.4 

94.8 

97.3 

94.0 

93.5 

88.0 

96.9 

91.8 

100.6 

95.1 

106.7 

101.9 

108.4 

103.4 

112.8 

104.9 

109.6 

101.4 

110.5 

99.9 

113.2 

100.5 

98.1 

103.6 

116.6 

118. 1 

122.4 

121.8 

115.8 

110.5 

89.3 

92.7 

94.9 

96.8 

93.4 

97.8 

88.6 

90.2 

93.4 

94.6 

95.2 

97.5 

100.6 

102.7 

102.8 

104.6 

106.2 

102.3 

101.9 

99.1 

92.6 

97.1 

100.1 

110.6 

108.9 

127.8 

114.1 

134.6 

110.2 

96. 1 

94.4 

94.6 

95.4 

109.3 

88.6 

112.3 

88.0 

117.8 

90.4 

130.7 

89.9 

65.9 

92.1 

137.0 

92.7 

170.7 

95.4 

86.5 

87.2 

82.9 

85.5 

90.8 

96.0 

120.3 

137.9 

113.3 

143.0 

110.6 

97.1 

103.7 

94.2 

95.6 

108.7 

100.7 

111.3 

98.9 

113.2 

96.7 

125.3 

104.0 

68.8 

101.7 

149.3 

106.5 

170.6 

96.4 

87.6 

108.6 

84.2 

105.0 

93.0 

108.6 

98.1 

107.2 
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I 


i 


isl: 


iiii 


wfth  the  people  and  the  places  to  serve  you  txtter. 


Source:  National  Highway  Carriers  Directory,  Inc.,  Xational  Highway  and  Airway  Carriers  and  RoiUes,  Sarins  1^11,  pg.  21S. 


74-924  O  -  73  -  32 
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332    p. I.E. 


National  Highwjiy  and  Airway  CarrieiB 

Exhibit  55 


Special  to  freight  exDediters 

Here's  the  newest  P-l-E  coast  to-coast  route  map.  Remember,  when  you're  shipping  to  any  of  the  mora  than 
3.000  points  served  by  P  I  E,  it's  your  sure  line. 


Coast  to  Coast 


(§)  Oldrlcl  Tennlnals 
•  Branch  Terminals 


the  Fine  line  of  diiference- 

General  Office  •  Pacific  intermountain  Express  Co. 
1417  Clay  Street    •    Oakland,  California  94612 


Source 


Motor  carrierB  not  now  ligted,  are  invited  to  list  their  corporate  setup,  direct  pointa,  tor- 
mmtk  and  terminal  telephones  in  the  directory.   There  ia  no  charge  for  thia  •ervioe. 

:  National  Highway  Carriers  Directory,  Inc.,  National  Highway  and  Airway  Carriers  and  Routes.  Spring  1971,  vg- 
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2S8    ASSOCIATED  NationAl  Highway  and  Airway  Carrien 
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Exhibit  58 


ROADWAY 


fi 


Source:  Airway  Carriers  and  Routes;  Spring  1971,  p.  342. 
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Exhibit  59 

Merger,  Acquisition  History  of  Selected  Carriers,  1955-1970 

YELLOW  freight  SYSTEM,  INC. 

1970  Norwalk  Truck  Lines 

1968  Watson-Wilson  Transportation  System  ,  .    ^  „       t;,         ^•„„  ^ 

1959  Central  States  Freight  Service  (subsequently  changed  to  Yellow  Forwarding  Co.) 
1956  Michigan  Motor  Freight  Lines 

time  do 

1969  DC  International-Seattle  Motor  Express  Inc.  (carriers  merged  with  Time  Freight, 

Inc.) 

1968  Texas-Arizona  Motor  Freight,  Inc. 
1963  Super  Service  Motor  Freight  Co. 

1962  Constructors  Transport  Co. 

1960  American  Transfer  Co. 

19.")9  Powell  Bros.  Truck  Lines,  Inc. 
1956  Southeastern  Truck  Lines,  Inc. 

pacific  intermountain  express 

1967  Lower  Transportation,  Inc. 
1967  Siebert  Truck  Service 
1965  All  States  Freight,  Inc. 

1963  Tyro  Industries,  Inc. 
iy.j9  Bond  Trucking  Co. 
1958  Union  Transfer  Co. 
195G  M&M  Fast  Freight  Lines 
1955  Orange  Transportation  Co. 

Source  :  Trinc'a  Red  Book  of  the  Trucking  Industry,  Trlnc's  Associates  Ltd.,  Washington,  D.C. 

Exhibit  59A 
[Ex  Parte  No.  270  (Sub-No.  2)] 
appendix  a 

Shippers  Evidence  of  Service  Deficiencies 
Shipper  nature  of  complaint  of  deficient  service 

Coal 

Toledo  Edison  Company  car  . 

excessive  time  in  transit 

Consolidated  Edison  Company  of  New  York  car  shortages 

Niagara  Mohawk  Power  Company  car  shortages 

The  Propertv  Owners'  Committee  car  shortages 

Stagara-Mohawk  Power  Co»pa„  dela.s  .n  ^;;;^<i^<^^f'JZ^„ 

untimely  and  late  deliveries 
Public  Service  Electric  and  Gas  Company     car  shortages 

l-Vire'i'oaE'ma.n.enance 
inadequate  supervision  of  local  operations 
tendency  of  employees  to  thwart  attempts  of 
management  to  improve  service 
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[Exhibit  59 A— Continued] 

Chrain  and  grain  products 


The  Minneapolis  Grain  Exchange 


Agway,  Inc. 

New  England  Grain  and  Feed  Council,  Inc. 
General  Mills 


Peavey  Company 

Maryland  State  Board  of  Agriculture 

Louis  Dreyfus  Corporation 

CPC  International,  Inc. 

Cargill,  Incorporated 

Southern  States  Cooperative,  Inc. 

Pillsbury  Company 

Archer-Daniels  Midland  Company 

Southern  States  Cooperative,  Inc. 

Continental  Grain  Company 

Garvey,  Inc. 


Board  of  Trade  of  Kansas  City,  Mo. 
Anheuser-Busch 


unfit  cars  (most  common  defects:  holes  or 
leaks;  defective  doors;  mis.sing  doors;  de- 
fective .slides;  odors;  foreign  material  in 
cars  including  cement,  coal  dust,  fertilizer, 
lime,  meal,  oil,  and  .sand ;  wrong  type  of 
car;  and  cars  which  could  not  be  sealed) 

erratic  transit  times 

erratic  and  excessive  transit  times 

unfit  cars  (shipiwr  at  own  exiiense  performs 
routine  cleaning,  trash  removal,  patching 
and  reconditioning  rather  than  reject  cars 
because  of  car  shortage) 

erratic  transit  times 

erratic  transit  times 

delays  in  switching  to  linehaul  carrier 

erratic  transit  times 

erratic  and  excessive  transit  times 

erratic  and  excessive  transit  times 

erratic  transit  times 

erratic  and  excessive  transit  times 

excessive  transit  times 

delays  in  moving  leased  cars  into  linehaul 
service 

terminal  delays  in  switching  and  interchange 
of  cars 

delays  in  delivering  loaded  cars  and  in  pick- 
up of  empty  cars 

terminal  delays  and  improper  switching  of 
inbound  shipments  at  certain  points  and 
of  outbound  cars  at  other  points 

terminal  delays  in  delivering  inbound  ship- 
ments to  grain  elevators 

increased  turn-around  time  on  shipper's 
privately-owned  cars 


Liquefied  petroleutii  gas 

Kendall  Refining  Company 
Pennsylvania  Refining  Company 
Quaker  State  Oil  Refining  Corporation 


erratic  and  excessive  transit  times 
bunching  of  cars 

erratic  and  excessive  transit  times 
bunching  of  cars 

excessive  transit  times  caused  by  delays  en 
route 


Lumber 

Southern  States  Cooperative 
The  Fibre  Box  Association 

Simpson  Timber  Co. 
The  Georgia-Pacific  Corporation 
Boise  Cascade  Corporation 

Aluminum  ores 

Reynolds  Metals  Co. 

Scrap  iron 

Institute  of  Iron  and  Steel  Scrap  Shippre.s 


and  paper 

terminal  delays 
inadequate  car  supply 
excessive  freight  loss  and  damage 
erratic  transit  times 
excessive  freight  claims 
excessive  delivery  time 
excessive  transit  time 

and  products 

excessive  and  erratic  transit  times 
and  steel 

excessive  transit  times 
terminal  delays 
car  shortages 
bad-order  cars 
bunching  of  cars 

carriers  increasing  their  tonnage  capacity, 
without  commensurate  increase  in  the 
cubic  carrying  capacity  of  their  cars 
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[Exhibit  59A — Continued] 
General 


Shippers  of  fresh  fruits  and  vegetables  from 
the  West;  and  Northwest  Horticultural 
Counsel 

Shippers  of  cement  and  aggregates 

United  States  Brewers  Association 

Carling  Brewing  Company 

Adolph  Coors  Brewing 

Olympia  Brewing  Company 

Shippers  of  chemicals  and  allied  products 


Kraft  Foods 
Swift  and  Co. 

Shippers  of  fertilizer  and  potash 


erratic  and  excess  transit  times 

car  shortages,  particularly  refrigerator  cars 

car  shortages 

unfit  cars  in  need  of  repairs  and  cleaning 
erratic  and  excess  transit  times 

terminal  delays 
terminal  delays 
increased  turn-around  time 
increased  turn-around  time 
car  shortages 
outmoded  labor  contracts 
excessive    and    unreliable    transit  times 

inadequate  terminal,  interchange  and  car 

repair  facilities 
erratic  and  inconsistent  transit  times 
erratic  and  excessive  transit  time 
erratic  and  excessive  transit  times 


EXHIBIT  60 


COMPARISON  OF  OPERATING  RATIOS  ACHIEVED  BY  INTERCITY  MOTOR  CARRIER  SUBSIDIARIES  CONTROLLED  BY  THE  PENN 
CENTRAL  AND  THOSE  ACHIEVED  BY  ALL  CLASS  I  INTERCITY  COMMON  CARRIERS  1965-70 


1965 

1966 

1967 

1968 

1969 

1970 

Merchants  Trucking  Co.'  

New  England  Transportation  Co  

90.6 
101.7 

90.7 
99.4 

91.8 
100.3 

93.7 
99.3 

93.5 
96.5 

95.2 
103.1 

All  class  1  intercity  common  carriers  

94.7 

94.6 

96.4 

95.2 

96.0 

96.6 

1  Merchants  was  merged  into  Pennsylvania  Truck  Lines,  Inc.,  as  of  January  1, 1972. 

Source;  "Trinc's  Blue  Book  of  the  Trucking  Industry,"  Trinc's  Associates,  Ltd.  Washington,  D.C. 


EXHIBIT  61 

COMPARISON  OF  REVENUE  GROWTH  ACHIEVED  BY  INTERCITY  MOTOR  CARRIER  SUBSIDIARIES  CONTROLLED  BY  THE  PENN  CEN- 
TRAL AND  THOSE  ACHIEVED  BY  ALL  CLASS  I  INTERCITY  COMMON  CARRIERS,  1965-70 

11967  equals  100) 


Merchants  Trucking 
Co.i 


Revenues 
(thousands) 


New  England 
Transportation  Co. 


Revenues 
Index  (thousands) 


All  class  I  intercity 
common  carriers 


Revenues 
Index  (thousands) 


Index 


1965  _             $516  93.0  $3,319 

IqM " "  620  111.7  3,633 

[111--   555  100.0  3,839 

{968"   " 724  130.5  4,040 

{qm   877  158.0  4,451 

970   885  159.5  4,560 


86.5 
94.6 
100.0 
105.2 
115.9 
118.8 


$5, 053.  856 
5,  574,885 
5,  914,  296 
6,392,211 
7. 140, 177 
7,  312,  208 


93.0 
111.7 
100.0 
130.5 
158.0 
159.5 


1  Merchants  has  been  merged  Into  Pennsylvania  Truck  Lines,  Inc.  as  of  Jan.  1,  1972. 

Source:  Trinc's  Blue  Book  of  the  Trucking  Industry,  Trinc's  Associates  Ltd. ,  Washington,  D.C.  for  the  individual  carriers. 


EXHIBIT  62 

COMPARISON  OF  OPERATING  RATIOS  ACHIEVED  BY  LOCAL  MOTOR  CARRIER  SUBSIDIARIES  CONTROLLED  BY  THE  PENN  CENTRAL 
AND  THOSE  ACHIEVED  BY  ALL  GENERAL  FREIGHT  LOCAL  CARRIERS  1965-70 


1965 

1966 

1967 

1968 

1969 

1970 

New  York  Central  Transport  

Pennsylvania  Truck  Lines  Inc.'  

All  General  Freight  Local  Carriers  

82.5 
93.3 
82.4 
95.7 

73.1 
90.8 
80.9 
95.8 

82.5 
97.1 
93.1 
96.2 

85.3 
99.4 
97.1 
95.4 

84.1 
99.6 
93.9 
95.1 

90.9 
103.2 
95.8 
96.9 

1  These  carriers  together  with  Merchants  Trucking  Co.  have  been  merged  into  Pennsylvania  Truck  Lines,  Inc.  as  of  January  1, 
Source:  "Trinc's  Blue  Book  of  the  Trucking  Industry,"  Trmc's  Associates,  Ltd.,  Washington,  D.C.-for  appropriate  years. 
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EXHIBIT  63 

COMPARISON  OF  REVENUE  GROWTH  ACHIEVED  BY  LOCAL  MOTOR  CARRIER  SUBSIDIARIES  CONTROLLED  BY  THE  PENN  CENTRAL 
AND  THOSE  ACHIEVED  BY  ALL  GENERAL  FREIGHT  LOCAL  CARRIERS,  1965-70 
(1967  equals  100| 


New  York  Central 
Transport ' 


Pennsylvania  Truck 
Lines,  Inc. 1 


Penntruck 
Co. ' 


All  general  freight 
local  carriers 


Revenues 
(thousands) 


Revenues 
Index  (thousands) 


Revenues 
Index  (thousands) 


965...   $15,259 

966.   19,522 

1967   23,291 

1968   36, 424 

1969.   53,723 

1970   34, 358 


65.5 
83.8 
100.0 
156.4 
230.7 
147.5 


W,  767 
9,  009 
9,001 

8,  747 

9,  955 
9,822 


97.4 
100.1 
100.0 

97.2 
110.6 
109.1 


$1,  334 
1,406 
1,385 
1,796 
2,287 
2,417 


Revenues 

Index  (thousands) 

Index 

96.3 

$597,  200 

84.8 

101.5 

675,018 

95.8 

100.0 

704,  494 

100.0 

129.7 

714,282 

101.4 

165.1 

556, 236 

79.0 

174.5 

317, 607 

45.1 

'  These  carriers  together  with  Merchants  Trucking  Co.  have  been  merged  into  Pennsylvania  Truck  Lines,  Inc.  as  of  Jan.  1 , 1972. 
Source:  Trinc's  Blue  Book  of  the  Truckinglndustry,Trinc's  Associates  Ltd.,  Washington, D.Cappropriateyear. 


EXHIBIT  64 

COMPARISON  OF  REVENUES  AND  PRODUCTION  GENERATED  BY  U.S.  PIPELINES  VERSUS  BUCKEYE 
[Revenues  and  barrels  in  thousandsl 


Buckeye  pipelines 


U.S.  pipelines 


•  Represents  total  delivered  out  of  system. 

Source:  Part  6,  Transport  Statistics  in  the  United  States,  ICC. 


Revenues 


1969. 
1968. 
1967. 
1966. 
1965. 
1964. 
1963. 
1962. 
1961. 
1960. 
1959. 
1958. 
1957. 
1956. 
1955. 


Barrels! 


$34,645 

343,111 

34,264 

334, 843 

31,763 

303,011 

30,991 

290,  793 

28,812 

280,  307 

28,  288 

270,  595 

27,751 

266,  849 

25, 696 

249, 322 

24, 833 

238, 121 

21,651 

232, 765 

21,088 

230, 251 

19,684 

210,225 

20, 116 

223,  669 

20, 231 

233,  780 

17,  560 

205, 908 

Revenues 


$1,103, 258 
1,022, 962 
994, 520 
941,138 
903,817 
865, 079 
840, 260 
810, 605 
786, 718 
770,417 
765, 232 
720, 670 
729, 952 
737,  386 
677, 605 


Barrels  > 


7,741,815 
7, 268, 759 
6, 800, 424 
6, 238, 192 
5, 863, 651 
5, 565, 112 
5, 321,661 
5, 108, 562 
4, 923, 296 
4, 783, 042 
4,659, 340 
4,316, 721 
4,472,426 
4,457,667 
4, 038, 990 


EXHIBIT  65 

COMPARISON  OF  REVENUES  GENERATED  BY  U.S.  PIPELINES  VERSUS  BUCKEYE  (THOUSANDS) 


U.S.  pipelines 
(1957-59  = 
100) 


1955. 
1956. 
1957. 
1958. 
1959. 
1960. 
1961. 
1962. 


91.7 
99.8 
98.8 
97.6 
103.6 
104.3 
106.5 
109.7 


Buckeye 


86.5 
99.7 
99. 1 
97.0 
103.9 
106.7 
122.4 
126.6 


U.S.  pipelines 
(1957-59  = 
100) 


1963. 
1964. 
1965. 
1966. 
1967. 
1968. 
1969. 


113.8 
117.1 
122.4 
127.4 
134.6 
138.5 
149.4 


Buckeye 


136.7 
139.4 
14iO 
152.7 
156.5 
168.8 
170.7 
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EXHIBIT  66 

COMPARISON  OF  BARRELS  >  GENERATED  BY  U.S.  PIPELINES  VERSUS  BUCKEYE 

11957-59  =  1001 


U.S.  Pipelines 

Buckeye 

U.S.  Pipelines 

Buckeye 

90.1 

93.0 
105.6 
101.0 

95.0 
104.0 
105.1 
107.6 
112.6 

118.7 
124.1 

120.5 
122.2 

130.8 

126.6 

  99. 8 

139.2 

131.4 

151.7 

136.9 

162. 1 

151.2 

106.7 

172.7 

155.0 

114.0 

I  Represents  total  barrels  delivered  out  of  the  system. 
Source:  Exhibit  64. 


EXHIBIT  67 

COMPARISON  OF  PASSENGER  REVENUES  DURING  THE  PERIOD  1953^9 


Class  I 
railroads 


Eastern 
district 


Pennsyl- 
vania 


New  York 
Central 


 "  $841,961,640 

J'l*  --- " ....  742,944,763 

 ' ...  756.582,035 

     735,339,490 

1958   -  -    651,168,032 

\lfn " ■ "   640,268,065 

Joe?  "    624,688,484 

"Si - ■ ...  619,056,203 

ill?  "■"   588,104,351 

  .  .  577,909,949 

•--    553,056,215 

 " ..  543,632,408 

}?S  - " 485,369,136 

  ■  444,334,454 

   " 438,666,911 


$458, 

425, 
413, 
422, 
414, 
378, 
355, 
344, 
335, 
326 
316, 
315, 
298, 
292 
269 
258 
265 


672,615 
280, 542 
600, 884 
971,597 
203,756 
043, 295 
831,449 
593, 359 
619, 141 
012,206 
749, 047 
222,  560 
965, 497 
784,  552 
942, 174 
;,  406, 090 
326, 514 


$142, 097, 087 
126,  503,  784 
121, 156,  635 
123,782,131 
121,739,972 
108, 139, 738 
103,952,598 
99.849,348 
99,138.710 
93, 164,417 
90,  322. 234 
88,157.634 
82,956,647 
81,046,658 
73,963.433 


$117,117,505 
106,568,158 
100,663,475 
98,  593,  509 
88,453,741 
78,294,208 
69,709,922 
67.936,647 
61,304.644 
59,355,482 
56,266,420 
54,419,033 
51,  537,  669 
48, 614,535 
40.998, 404 


105, 087,068 
147,111,527 


New  Haven 


$51,407,538 
49,886,419 
47,773,  559 
51,518,043 
53,661,892 
50,595,456 
45,441,102 
44,441,369 
42,515,891 
41,277,646 
41,137,020 
40,  897, 240 
38. 659, 273 
37, 652, 322 
36. 483, 609 
36, 371,646 


EXHIBIT  68 

INDEX  OF  PASSENGER  REVENUES  DURING  THE  PERIOD  1953-69 
11957-59=100] 


Class  I 
railroads 


Eastern 
district 


Pennsyl- 
vania 


New  York 
Central 


1952. ".'.'--'-----'  -  - - 122  5 ii9.'8 '""i27.'7  148.6 

1953  -   J?H  111  113.7  135.2 

1954  -                                   -  mi  108.9  127  7 

1955  -  -   110  1  110.5  111.2  125.1 

1956  -  -  My-Q  }o8.2  109.4  U2.2 

1957     %l  98  8  97.2  99-3 

1958  —  - I47  93:0  93.4  88.4 

1959  --  -  -  - -  2  90  0  89.7  86.2 

1960                                                      - Ill  87  7  89.1  77.8 

1961  -  -  —  I52  83.7  75.3 

1962— -  -  -    I56              82.8  81.2  71.4 

1963    -  - IJ-f  82.4  79.2  69  0 

1964  -    -—  |o  5              78.1  74.5  65.4 

1965    --  - jgi              76.5  72.8  61.7 

1966  -  -  -   Yni             70.5  66.5  52.0 

1967  -  -  —  -    -  ZJ-^             67.5  55.3 

1968   eis       69.3  77.4 

source:  Exhibit  67.  Transport  SUtistics  in  the  United  States  for  appropriate  years,  ICC;  Exhibit  58.  Exhibit  67. 


New  Haven 


103.0 
100.0 
95.7 
103.2 
107.5 
101.4 
91.1 
89.1 
85.2 
82.7 
82.4 
82.0 
77.5 
75.5 
72.1 
72.9 
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Exhibit  69 


PIGGYBACK  TRMIES  AMD  COtTU'WfR  TFWMIHiTIOH^ 
REPORTED  BY  CLASS  I  RAILROADS 
BY  PLAN.  1964-1970 


•(  (C.M..CI.  Stiti...t  N.  IM.  fitvuti  I„tfl,  Cl.r,ctirl.lici  |1JI||       Trt«„rt  EcMi..ci. 

:  Interstate  Commerce  Commission,  Annual  Report.  1971,  p.  138. 


I 


APPENDIX  C 


TABLE  C-l.-NORTH-SOUTH  TRAFFIC  AND  REVENUE  AS  A  SHARE  OF  TOTAL  TRAFFIC  AND  REVENUE  IN  OFFICIAL  AND  SOUTHERN 

TERRITORIES,  1953-69 

OFFICIAL  TERRITORY 


1953... 
1963... 
1965... 
1966... 
1969... 


Traffic  and  revenue  between  official  territory    Traffic  and  revenue  between  official  territory 
and  United  States  and  southern  territory 


Cars 


Tons 


Revenue 


Official,  southern  traffic  and 
revenue  as  a  percent  of 
official,  United  States  traffic 
and  revenue. 


Cars 


Tons 


Revenue 


18,  139, 700  781, 319,  900  $4, 949,  071  000 

13,465,100  629.358,700   4.256  912  200 

13,942.300  683,019,400   4,  613,  492' 800 

13,959,700  693,051,600   4,766,721  900 

12,564,300  663,316,600  4,919  710  100 


1,872,  500 
1,485,700 
1.651.000 
1,667,900 
1.850,600, 


64,401,400 
60,  962,  900 
71.607,000 
72,122,700 
88.  199,  900 


$710,  880,  400 
610.  794.  700 
709,305,700 
742, 988.  200 
915,  403,  300 


Cars 

Tons 

Revenue 

10.3 

8.2 

14.4 

11.0 

9.7 

14.4 

11.8 

10.5 

15.4 

11.9 

10.4 

15.6 

14.7 

13.3 

18.6 

SOUTHERN  TERRITORIES 


Traffic  and  revenue  between  southeri 
territory  and  United  States 


Traffic  and  revenue  between  southeri 
territory  and  official  territory 


Cars 


Southern,  official  traffic  and 
revenue  as  a  percent  of  southern, 
United  States  traffic  and  revenue 


Tons 


Revenue 


Cars 


Tons 


Revenue 


1953...  6,072,400  238,584,600 

1963...  5,348,400  255,018,300 

1965...  5,854,700  292,247,700 

1966...  5,956,700  304,723,990 

1969...  6,  959,  100  354,  740,  400 


$1,564, 975, 200 

1,506,955.100 
1,702,  196,  100 
1,796,711,600 
2, 183,  993,  800 


1,  872.  500 
1,485,700 
1,651.000 
1,667,900 
1,  850,  600 


64,  401,400 
60,  962.  900 
71,607,000 
72, 122,  700 
88, 199,  900 


J710,  880,  400 
610.  794.  700 
709,  305,  700 
742,  988,  200 
915, 403,  300 


Cars 

Tons 

Revenue 

30.8 

27.0 

45.4 

27.8 

23.9 

40.5 

28.2 

24.5 

41.7 

28.0 

23.7 

41.4 

26.6 

24.9 

41.9 

Source:  Interstate  Commerce  Commission  and  Department  of  Transportation,  carload  waybill  statistics. 


TABLE  C-2. 


-TRANSCONTINENTAL  TRAFFIC  AND  REVENUE  AS  A  SHARE  OF  TOTAL  TRAFFIC  AND  REVENUE  IN  OFFICIAL  AND 
MONTAIN-PACIFIC  TERRITORIES,  1953-69  "fMCiAL  AND 

OFFICIAL  TERRITORY 


Traffic  and  revenue  between  Official  Ter; 
tory  and  United  States 


Traffic  and  revenue  between  Official  Territory 
and  Mountain-Pacific  Territory 


Official,  Mountain-Pacific  traffic 
and  revenue  as  a  percent  of 
Official-United  States  traffic 
and  revenue 


Cars 


Tons 


Revenue 


Cars 


Tons 


Revenue 


1953...  18,139,700  781,319,900 

1963...  13,465.100  629,358.700 

1965...  13,942,300  683.019,400 

1966...  13,959,700  693,051,600 

1969...  12,564,300  663,316,600 


$4,949,071,000 
4,256,912,200 
4,613,492,800 
4,  766,  721,  900 
4,919,710,  100 


748, 600 
692,  400 
718,900 
749, 700 
660,  100 


18,348, 100 
19, 127,  100 
21,971,  700 
23,  126,  300 
21,  638,  700 


$720,  742,  700 
767,  893,  600 
848,891,400 
886,  131,300 
879, 163,  900 


Cars 

Tons 

Revenue 

4.1 

2.3 

14.6 

5.1 

3.0 

18.0 

5.2 

3.2 

18.4 

5.4 

3.3 

18.6 

5.3 

3.3 

17.9 

MOUNTAIN-PACIFIC  TERRITORY 


Cars 


Mountain-Pacific  traffic  and  rev- 
enue as  a  percent  of  Mountain- 
Pacific-United  States  traffic  and 
revenue 


Tons 


Revenue 


Cars 


Tons 


Revenue 


Cars 


Tons  Revenue 


748, 600 
692, 400 
718,  900 
749, 700 
660, 100 


18,  348, 100 
19, 127. 100 
21.971,700 
23, 126,  300 
21,638,700 


$720,  742,  700 
767,  893,  600 
848.  891.400 
886. 131,300 
879,163, 900 


17.4 
19.9 
18.8 
19.3 
18.1 


12.2 
13.5 
12.8 
13.2 
12.3 


35.0 
36.8 
36.6 
36.4 
34.1 


Source:  Interstate  Commerce  Commis 


I  and  Department  of  Transportation.  Carload  Waybill  Statistics. 
(487) 
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TABLE  C-3.-V0LUME  AND  DIRECTIONAL  FLOW  OF  OFFICIAL-SOUTHERN  TRAFFIC,  1953-69 

Carloads     Percent  Tons     Percent         Revenue  Percent 


^^"^  ^hh„.,„H  1  224  100  65      47,150,600  73   $424,549,200  60 

soutllbZd:::::::;::::::::::::::::::::::::::    648; Joo^  ^_  17:250,800      27  286,331,200  20 

■Pg,3l     ^  872^500"         100      64,401,400  100     710,880,400  100 

''"^  ^hK     H  859  100  58      38,485,900  63     347,442,300  57 

soulKbound::::::::::::::::::::::::::::::::::  kmoo      «  22:477:000  37  263,352,400  4j 

■rg,3l    ^485^700  100      60,962,900  100    610,794,700  100 

1965.  945  200  57      45,292,100  63     394,330,500  56 

Sund::::::::::::::::::::::::::::::::::    ^oim      43  26:314:900  37  314,975,200  « 

^.^,3,    1,651,000  100      71,600,700  100    709,305,700  100 

1966.  947  90O  57      44,669,900  62     413,199,800  56 

•^h£d:::::::::::::::::::::::;::::::::::    "20:000  43  27:452,800      38  329,788,40^  « 

T-g,3l    _      1,667,900  100      72,122,700  100     742,988,200  100 

1969.  ^.  .       .  51      45, 354, 300  51     474, 675, 100  52 

^Knd::::::::::::::::::::::::::::"::::    m.m      49  42:755:600  4^_44o^8^2^o^  48 

.fgj3,    1,850,600  100      88,119,900  100    915,403,300  100 

Source:  Interstate  Commerce  Commission  and  Department  of  Transportation,  Carload  Waybill  Statistics. 

TABLE  C-4.-V0LUME  AND  DIRECTIONAL  FLOW  OF  OFFICIAL-TRANSCONTINENTAL  TRAFFIC,  1953-69 


Carloads     Percent  Tons     Percent         Revenue  Percent 


1953:  Acc  cnn  fil  1?  293  200  67  $381,993,600  53 

azii:;:::::::::::::::::::::::::::::::::  292:oog  39  ":o54:9gg  33  V  749,ioo  47 

   748,600  100  18,348,100  100  ^0,742,700  ~ToO 

1963:  co  it  915  20O  67  406,983,600  53 

So7nV"::::::::::::::;::::::"-:'-"-'-"-"-"-:-"--  290,800  42  6,311,900  33  360:910,000  4? 

.^Ijj3l                                                  .  692,400  100  19,127,100  100  767,893,600  100 

1965:  ano  «nn  ■i7  14  501  300  66  449,912,400  53 

SoZV""  -';::::;:;;::::;;:::::"::-"-'--"-  309: ?oo  43  7:470:400  34  398:979,00^  4^ 

^^j3l  ^ii^900  100  21,971,700  100  848,891,400  100 

749, 700  100  23, 126, 300  100  886, 131, 300  100 


1966:  477  wo  57      15  263  400  66     469,649,600  53 

Sound'" sImm      «    7:862:900      34  4i6,48i,7oo  47 


Total      

1969:  ^  384  700  58      14  443,500  67     477,367,800  54 

wwSd  ::::::::::::::::::::::    275:400      42    7:195:200      33  401,796,100  46 

^^,3,     "     100      21,638,700  100     879,163,900  100 

Source:  Interstate  Commerce  Commission  and  Department  of  Transportation,  Carload  Waybill  Statistics. 

Table  C5-5 

Chronologt  of  Southern  and  Transcontinental  Divisions  Cases 

OFFICIAL— SOUTHERN    DIVISIONS   ON   FURTHER   HEARING  il959-65) 

November  1,  1956:  Petition  of  Eastern  Roads  for  further  hearing  and  Modification  of 

No?emb?r'*l6;  1956:  Notice  by  ICC^Date  for  filing  repUes  deferred  until  further  notice. 
May  1  1959  :  Reply  of  Southern  Lines  to  Petition  for  Reopening. 

Julv  20.  1959  :  ICC  Order  Reopening  for  Further  Hearing.  ,,y,^„i^  fnr  cross- 

Novpniber  16  1959  to  February  13,  1961:  Hearings  on  intermittent  schedule  for  cross 

examination  T'^^tneSs  presenting  Verified   Statements  as  exhibits.  (Transcript, 

2,712  pp.) 
June  19,  1961 :  Briefs  filed. 
July  17,  1963 :  Examiner's  Report  served. 
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October  25, 1963  :  Exceptions  filed  to  Examiner's  Report 
November  30,  1963  :  Replies  to  Exceptions  filed. 
February  18,  1964  :  Oral  Agrument  before  Commission 

^  April'io^'mf)"        ^^^'""^  """"^  ^""^^^  Hearing  (325  ICC  1  to  become  effective 

April  1, 1965 :  Petition  of  Norfolk  Southern  for  Special  Divisions 

Southern^^^'  ^^^^^       Eastern  Roads  consenting  to  Special  Divisions  for  Norfolk 
May  18,  1965 :  Supplemental  Report  and  Order  of  ICC  (325  ICC  449). 

COUBT  REVIEW  OF  ICC  ORDEB  OF  FEBRUARY  3,  1905 

^^a[  New  Oriean?"^^^'"*     Southern  lines  to  enjoin  ICC  Order  filed  in  U.S.  District  Court 

April  12, 1965 :  Temporary  Restraining  Order  granted 

Tnnl  ^^'''''^  ^'^^^^^  ^^^''^      Intcrlocutory  Injunction. 

June  3,  1965 :  Order  of  Court  denying  Interiocutory  Injunction  on  conditions  and  vacating 
temporary  restraining  order  leaving  ICC  order  effective  as  of  April  20  1965  '"''"^""'^ 
March  29,  1966 :  Pretrial  Order  of  Court  ' 
May  15,  1966 :  Plaintiffs  Briefs  filed. 
August  1,  1966 :  Defendants  Briefs  filed 
September  1,  1966  :  Plaintiffs  Reply  Briefs  filed. 

July  5  1967  :  Opinion  of  District  Court—Aberdeen  d  Rockftsh  v.  U.S.  270  F  Sunn  695 
Aug^u^st  8,  1967 :  Final  Decree  of  District  Court  Setting  ICC  Order  aside  and  Remanding  to 

August  8,  1967 :  Order  Staying  Decree. 

October  2  1967 :  Notice  of  Appeal  to  Supreme  Court  by  B&O  et  al 
October  23, 1967  :  Notice  of  Appeal  of  U  S.— ICC. 

IN  U.S.   SUPREME  COUBT 

December  18,  1967 :  Jurisdictional  Statement  of  Appellants  B&O  R  Co  et  al 

December  21, 1967  :  Jurisdictional  Statement  of  ICC  filed 

January  1968 :  Motions  of  Southern  Lines  et  al.  to  AflSrm ' 

February  1968 :  Appellants  Brief  Opposing  Motions  to  Afllrm. 

June  12,  1968  :  Appellants  Brief  filed  (B&O  et  al  ) 

J uly  1968 :  Appellees  Briefs  filed. 

September  1968  :  Appellants'  Reply  Brief  filed 

November  12  1968 :  Opinion  of  Supreme  Court  (BdO  R.  Co.  v.  Aberdeen  & 
Ma^;^-3'?969  :  OrllirrSKg  iSring^        ""'^'^  ^"         '""^  '^^^^"^ 

RETURN  TO  U.S.  DISTRICT  COURT— FOLLOWING  SUPREME  COURT  ACTION 

"'fS^'1^^^:^Z  tZZTour^''-'''''       ^"^'^^"^  -  ICC 

''S'piit^Sv;  SSlit?'""^       ""'^'"^""^  ^^-^  ^-••-'  Enforc- 

InrM  o^i  ^?SfiQ  Lines'  Brief  Opposing  Plaintiffs'  Motion. 

Ar  ai'd  Order  of  District  Court  (301  F  Sunn  889)  Dissolvin,r  Stnv 

f;r  /,  rtL^r"'^  Decree  and  Enforcing  Protective  CondUion7(anTreSaSng  fo^  J^^ 

Jufv  2?  S  m^'h*^  ^T*^}"^  '•^^^"'^ment  of  accounts  within  90  dav.s 

Which  SnriJl  "J^^"  Plaintiffs  and  Northern  Defendants  for  Entrv  of  Orders 
of  tb?s  date      '  '"'''"P'^^"^^  ^^-^^^  resettlement  order  of  Court  as  provided  inVtfpuZon 

""wUh  its'oi5er^'?lnri?'9?;7i^^  resettlement  plan  of  Stipulation  as  compliance 

paS  SouSe™^iLt'soleV3^^^^^  ^"^^  O'"^-'  l--'^ 

''?ro'^?juT'23,  196a'       ""''^""^  '''""^'"^  ^^^^-'^'i  ""der  Stipula- 

ICC  PROCEEDINGS  FOLLOWING  SUPREME  COURT  OPINION 

ADril'S  B'P'S- '°  ^TtHerii  Lines'  Petition  for  Leave  to  F  e 

T^.^  iQ-n  T,^'',"^'''!'/"'"  Reconsideration  filed  by  all  parties. 
Jub  1. 19(0  :  Replies  filed  to  Petition  for  Reconsideration 

No'vember  1.  S  '''''  ^'"^  '"^  reconsideration  and  fixing  effective  date  as 
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FTJBTHER  PROCEDUBE  BEFORE  DISTRICT  COURT 

October  8  1970:  Plaintiff  Southern  Roads'  Motion  to  Set  Aside  ICC  Order  of  April  21,  1970 
oSJX\'^fryL^^^^^^^^  &  opposing  Plaintiffs'  Motion-also  Memo 

by  ICC  and  Memo  by  U.S.  confessing  error. 

'?^?o'^£'<r^^'^r^'^^^  Aside  ICC  order  of  April  21.  1070  and 

remanding  t^^^JC  for  further  p^^^^^^^          ^^^^.^^^  ^^^^^^^ 
>.ovember  12. 19 -0 .  Pl^^ntins    le        u     Limiting  further  Hearings. 

JSmn"  7-  Sn  ?ieSo  of  f  s'icC  Opposing  Motion  of  Southern  Governors. 
S^i'i^^\:SS^1t^£^S^U.,s  an.  sottthen,  Governors  from  District 

Court  Order  of  December  16,  19  <0. 

ICC  PROCEEDINGS  ON  SECOND  REMAND 

-.1  ia-i  .  TPr  Order  reopening  No.  29885  for  further  evidentiary  hearings  limited 
February  11,  19<1 :  ICC  Uraer  reopemng  December  16  1970,  and  requiring 

rareft^sl^rifiXtfte^^^^^^^^  pessary  to  comply  with 

M?rch£r9?l'"Northern  lines' Verm^  ^^^.^^^^.^  ,led. 

?^S\ri9?"Sltt="lta1e^^^^^^^  of  southern  Governors 

Jonrrd\w''so^mS  Ileply  to  Motion  to  Terminate. 

Augi^"o"f9n-^\cToid:rDi'S^^^^^^  in  No.  29885  without  prejudice  to 

filing  new  complaints  based  upon  current  evidence. 

SOUTHERN   APPEALS  IN   THE  SUPREME  COURT 

May  6,  1971:  .Turisdictional  Statements  filed  by  Southern  roads  and  Southern  Governors 

JunVs'  1971 :  Motion  of  Northern  roads  to  Affirm. 
.7 ulv  1971 :  Motion  of  U.S.-ICC  to  Affirm. 

October  1971:  Memorandum  from  r.S.-ICC  re  Mo^^^^^  District  Court  (of  De- 

°?Se/y'l?rorr  ;e'nSS«  S  ;.S"?.;r<rireot,o„s  to  a.s„.,s  proceealng. 
as  moot  insofar  as  they  fix  terms  of  remand  to  ICC. 

TIME  REQUIRED 

1  From  ICC  Order  Reopening  for  Further  Hearing  to  Effective  Date  of  its  Order  of  Feb- 
ruary 3. 1965  in  325  ICC  1 :  6  years  District  Court  through  Appeal  to  Su- 

i  ^.^r  SSrS"S  SivSnri^:^  S'S  ^^>f^  southern  Gover- 

nors  for  New  Trial :  3  months  r>i«,r,ic«qi  of  Proceedings:  6  months. 

5.  For  ICC  Proceeding  on  Secoiul  Remand  to  Dismissal  of  Proce^^^^  ^^^^^.^^ 

6.  For  Southern  Appeals  from  District  Court  Order  ot  Decemu 

account  of  Mootness :  7  months.  Further  Hearing  to  its  Order  Dis- 

7   TOTAL  time  from  ICC  Reopening  of  No  2988o  for  Further  tiear  g 
missing  Proceeding  AVithout  Prejudice :  12  years. 

ICC   NO.    31503   ET   AL.-TRANSCONTINENTAL  MVISIONS 

K^l^t  ^9l5'rol3ecemlrj"ll.  l9.59:  Hearings  on  intermittent  schedule,  mostly  for  cross- 
'^'exLminat^;:^  on  Verified  Statements.  (Transcript  11,242  pages.) 
June  13. 1960 :  Briefs  filed. 

December  6. 1960 :  Proposed  Report  of  I«.xaminers. 
April  3  1961 :  Exceptions  to  Proposed  Report. 
May  26. 1961  :  Replies  to  Exceptions. 
June  20, 1961 :  Argument  and  Submission. 
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^'JS  ^^f"^"}  ''"'^  ICC-321  ICC  17-Order  to  become  effective  Tulv  1 

1963.  [See  below  for  Court  Action  to  Enjoin  ICC  Order]  "t^^ome  eneccive  July  ], 

July  26  1963  :  Petitions  of  M-P  lines  et  al.  for  Reconsideration 

September  11, 1963  :  Reply  of  Eastern  Roads  to  Petitions  for  Reconsideration 

December  31,  1963  :  Supp.  Rei>ort  and  Order,  322  ICC  491 


BEFORE  DISTRICT  COURT 


'"^cf  to SsiSngcSJ^er'"'  "^^"^         ^"  "^^^^^^^  ^'"^^  ^"««^es  (No.  63-745 

June  27, 1963  :  Temporary  Restraining  Order  of  3/21/63 
July  11,  1963 :  Hearing  on  Interlocutory  Injunction 
August  3,  1963  :  Interlocutory  Injunction  Ordered 

Src!!  '>}'         :  f  Complaint  to  Set  Aside  ICC  order  of  12/31/63. 

June  22,  1964  :  Eastern  Roads'  Brief  "filed 
August  10, 1964  :  Plaintiff's  Replv  Brief  filed 

Febmarv"?s^?Sr-^  ^""'^'  ^     ^"I^P-  ^28  Setting  Aside, 

ebruarj  18,  196o  :  J udgment  and  Order  Staying  Judgment. 

BEFORE  SUPREME  COURT 

March  15,  1965  :  Notice  of  Appeal  of  B&O  et  al 
April  16,  1965 :  U.S.-ICC  Notice  of  Appeal 

following  action  was  taken  before  the  ICC]  •         ^l"'^'""<-r  -j,  ijoo,  as  result  of  which 

!  tUf  ,i  °E.<?¥"'  to  Affirm. 

AnrI   4  ^  T"       '  -^-ICC  ■■<■  Mootness  and  Opposins  Motion  t..  Affirm 

*SrtS-,„'3r;SSaVl!r*""  """'O  '"'"'■»™'  S  re»>.nded  with 

TIME  REQUIRED 

1.  From  filing  of  Eastern  Complaint  to  Initial  Reoort  of  TCP  •  Ah^„f  o 

I:  ?rZ  "^^l^^z:^,  TS^I^^P'^^^'^^ « 

About  1  year.  Dismissal  of  Case  as  Moot  (account  Settlement)  : 

4.  TOTAL  for  Litigation  from  filing  Comnlainf-  wifh  mn  f  o 

as  Moot:  12  years.  "-ompiaint  ^Mth  ICC  to  Supreme  Court  Dismissal 

Source:  Penn  Central. 
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Exhibit  1 


Confidential  July  28,  1960. 

Mr.  David  C.  Bevan, 

mrmncial  Vice  President,  The  Pennsylvania  Railroad  Go. 
Phtlaaelphia,  Pa. 

of  n^n«i?f,"^^^/^^  approach  to  the  pipeline  situation  in  the  Pennsylvania  should  be  one 

--"™'= 

tn  n  mentioned  in  the  previous  paragraph  is  vitallv  important  because  it  activates 

off  tn  tho  «  n  to  recapture  tran.sportation  income  which  has  been 

lost  to  the  Railroad  through  changes  in  methods  of  transportation 

the  BnckPvP  Pin'T"'"^r^''^'''*'^"  "^n^*^^  ^O"-  Pennsylvania  Railroad  to  acquire 

line  ThPri1«  n^L  Company.  The  Buckeye  Pipe  Line  Company  is  a  common  ca^-r  er 
hne.  There  is  no  known  stock  control  of  the  Buckeye  Pipe  Line  The  Buckeve  PinP  n.tp 
cSSd"'"  ""^         Penmsylvania  RaUroSd  tystTas^'i:  n^^ 

1Q5q^5^«.?)"«nno^^'P^  ^i"^  Company  is  a  going  concern  having  a  gross  income  for  the  vear 

The  recent  quote  on  the  New  York  Stock  Exchange  was  31-31% 
Common%Cn?L  'T^"^         outstanding  1.310,672  shares  of  Buckeye  Pipe  Line  Companv 
m  2(^^o  P  par  value.  The  total  debt  of  the  Pipe  Line  at  the  end  of  1959  was 

^  '  T^racnSfsm^'n  ofT;  b'"1''  '^p'-  ""'J  ^^''^  ^"'"""^^'^  approximately  $3^2),^ 
Railroad  ancrS  svste^ii  ?^Mf?  ?/r  ^'""^  Company  would  provide  the  Pennsylvania 

for  rovprin^  ^  management  team  for  pipelining:  (b)  a  basic  svstem 

•oadTrea    k^It^flt^i^v^VH^'r  "^"'^^  Pennsylfania- Ra  - 

matt  w!  h  a  view      thrprlK  acquisition  would  allow  constructive  planning  to  be 

•L>h  we  are  sureS  a  Lai  of  h  ""lustrial  properties  on  the  Pennsylvania  system 

irP  Vhnl  ««v  M,  1  ^      ?^       management  of  the  Pennsylvania  ;  (d)  The  probabilities 

hfml   L  ,^  ^  "'-'^'^'^  t°        Penn.sylvania  Railroad's  fuel  cost-  (e)  In  all  nroba 

they  should  taS  pSt  irtransnorHni  fn  ^'^'^'"T^  ^"  ^^^^  transportation  business  and 
and  thn/  «-h,vh     -n  K     "^"^P?rting,  in  a  modern  way,  portions  of  the  fuel  now  needed 

the  tax  Hws  if  fs  '       moment  it  commences  acquisition :  (g)  Under 

namel  tre^^N^vvl^t^^^^^^  '"^^  ^^"^  «  large  insHtiSonal  investor: 

to  own  ng  debt  ortS  B  ckefp  Pin.  Insurance  Company,  which  company,  in  addition 
Stock.  The  FinanLl  Vice  Prp.1dPnf.f  r  ^^^'^^^  ^^^'"^^  of  t^e  Common 

Mr  Peter  B  I  nn^mnir  !<j^I  Northwestern  Mutual  Life  Insurance  Company 

to  contmen?e  SSing^f  ?  sTbsfamil"]"'^  an  opportunity  here  for  the  Raifroad 

Ship  Of  the  PennsyiriKil'^or^^^^^^^^^^^  ^^^Cit-wXl^-^^ 

(493) 
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this  point  would  not  have  to  buy  the  103,000  shares  of  Common  Stock,  but  could  accept 
a  partnership  type  of  operation  with  the  Northwestern  with  the  view  to  building  a  bigger 
pipeline  system;  (b)  a  gradual  and  confidential  market  acquisition  of  the  Buckeye  stock, 
together  with  the  purchase  of  any  blocks  which  may  become  available  would  be  the  second 
step.  This  amount  of  stock  to  be  acquired  in  the  open  market  should  probably  be  in  the 
neighborhood  of  250,000  shares  to  350,000  shares  which,  along  with  the  103,000  of  North- 
western, would  assure  working  control;  (c)  the  third  step  would  probably  be  an  offer  to 
stockholders  to  tender  for  cash  or  for  stock  additional  shares  of  Buckeye  Depending  on 
the  desire  of  the  Pennsylvania  management,  additional  tenders  or  additional  cash  acquisi- 
tions of  the  stock  could  be  made  until  the  Pennsylvania  Railroad  System  had  acquired 
80%  or  higher,  at  which  time  they  would  consolidate.  ,    ,       .  u  i-  *  4■^.„^ 

When  as  and  if  acquisition  or  control  has  been  established,  it  is  our  belief  that 
there  will' be  numerous  opportunities  to  extend  the  present  Buckeye  operation. 

The  question  as  to  whether  the  commencement  of  the  acquisition  should  be  dis- 
cussed with  the  present  management  of  Buckeye  or  whether  acquisition  should  be  com- 
menced without  discussion  is  a  matter  of  managerial  decision.  r^„„.„^  Poffor^nr, 
The  management  of  the  Buckeye  Pipe  Line  Company  headed  by  Mr.  George  Patterson 
is  believed  to  fall  in  the  category  of  very  satisfactory,  not  excellent.  The  depth  and 
operational  capacity  of  the  management  is  sound:  the  only  real  question  being  as  to 
whether  or  not  the  President  is  strong  enough  or  dynamic  enough  to  proceed  with  strong 
purpose  for  the  creation  of  the  pipeline  system  which  is  envisioned  here.  He  may  be, 
but  a  careful  analysis  of  his  potential  should  be  conducted.  If  he  is  not,  in  the  opinion 
of  your  management,  we  can  assure  you  that  there  are  available  personnel  who  could 
fulfill  the  function  of  strong,  energetic  and  far-seeing  management. 

This  memorandum  must  be  considered  extremely  confidential.  Copies  of  the  latest 
Annual  Report  of  the  Buckeye  Pipe  Line  Company  are  attached  hereto.  In  addition  to 
the  Annual  Report,  a  proxy  statement  dated  March  31,  1960  is  also  attached. 

Respectfully  submitted,  -a^,.^^ 

Chaeles  J.  Hodge. 


Exhibit  2 

[From  the  Baltimore  Sun,  May  14,  1968] 

Penn  Central  Will  Diveesift— To  Spend  $500,000,000  in  Variett  of  Fields 

Philadelphia  May  14  (A.P.)— The  Penn  Central  Company  plans  to  diversify  by  spend- 
ing about  $500,000,000' in  a  variety  of  fields  in  the  next  six  years,  according  to  chairman 
StiiH.rt  T  Sflundcrs. 

Saunders,  speaking  Monday  at  a  meeting  of  business  and  financial  leaders,  said  the 
money  to  diversify  would  come  from  the  disposition  of  1,700,000  shares  of  Norfolk  & 
Western  stock  and  "other  sources." 

"We  expect  to  replace  these  assets  with  sound  investments  that  will  become  addi- 
tional sources  of  growth  and  stability  of  earnings,"  Saunders  said.  "We  are  continuing 
to  seek  companies  with  imaginative  management  with  the  promise  of  expanding  profits. 

Saunders  said,  however,  diversification  would  not  come  "at  the  expense  of  our  trans- 
portation business.  . 

"We  are  totally  committed  to  our  responsibilities  as  a  common  carrier  and  we  are 
convinced  that  we  can  make  our  railroad  operations  stand  on  their  feet." 


Exhibit  3 

[From  the  Philadelphia  Bulletin,  November  7,  1963] 
Pennst  Eyes  Diveesification,  Sauitdees  Says 

New  York.— Stuart  T.  Saunders,  board  chairman  of  Pennsylvania  Railroad,  reports 
the  road  is  activelv  considering  a  variety  of  diversification  proposals. 

In  his  first  news  conference  since  becoming  the  Pennsylvania  chief  executive  officer  five 
weeks  ago,  Saunders  outlined  plans  for  giving  the  nation's  largest  railroad  "a  new  look." 

He  said  railroad  operations,  in  tlie  red  in  1962,  will  yield  a  profit  in  1963. 

Saunders  refused  to  be  drawn  out  on  what  sort  of  diversification  ideas  were  being 
explored,  saying  they  were  embryonic.  He  indicated  some  of  them  might  lie  outside 
transportation. 


Exhibit  4 

[Memoranda  dated  May  10,  1963,  from  P.R.R.  Finance  Department] 

Through  a  combination  of  forces  with  which  we  are  too  familiar,  competing  modes  of 
transportation  have  cut  deeply  into  railroad  traffic,  thus  imparing  the  earning  capacity  of 
many  railroads.  The  current  pattern  of  railroad  mergers  reflects  the  fact  that  in  certain 
areas  the  railroads  are  overbuilt  in  relation  to  present  and  anticipated  traffic  potential.  To 
some  degree  at  least,  railroad  managements  are  confronted  with  the  alternatives  of  oper- 
ating within  the  present  scope  on  the  most  economic  basis  attainable,  or  of  using  capital 
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^r^t  Jif  ^"'V^'f^it  t«  diversify  into  other  industries  of  greater  profitability  or  indicated 
grow  h  potential  Logically,  diversification  sliouhl  be  into  an  industry  which  supploinents  or 
complements  the  basic  operation,  and  one  which  in  con<-ept  and  philosoi.hv  is  readiiv  under- 
stood by  the  management  of  the  parent  .•ompany.  By  any  approac^h  to  the  question  ipe 
lines  appear  to  offer  a  most  promising  avenue  for  diversification  bv  railroads  aiul  in  con 
junction  with  our  forward  planning,  on  the  recommendation  of  the  Finan.  ial  Department 
nr.in<S*'rf        T^i'^  '''^  ^"''^^  """^^'^       services  of  a  firm  of  <  onsultants,  Pipe  Line  Tech- 

incluShow'h^.^''";''^^^  ^'-^"'•J*'  ^"  ^-^"'•"•'"S        possibilities  of  pipe  lines, 

including  how  best  to  utilize  our  right  of  way  for  this  purpose 

^hP  Wfnu  f  I^^«P'"<^"t«  i°  East  point  to  the  ultimate  divestment  of  our  interest  in 
the  Norfolk  &  Western  and  we  have  publicly  announced  and  have  gone  on  record  with  the 
Iterstate  C  ommerce  (  ommission  that,  upon  consummation  of  the  P.R  R  -N  Y  C  mercer 
Srly  nianneT""^  Prepared  to  dispose  of  our  entire  holdings  over  a  jH-riod  of  time  in  an 

^'  selling  around  118,  our  present  holding  of  N.  &  W  stock 

Commo^  foi'n  w  ""o  «PP'-«^*°^«t^ly  ^290  million  and  our  option  to  exchange  our  WabasH 
Comraon  for  N.  &  W.  Common  at  any  time  after  the  sixth  year  of  the  lease  of  the  Wabash 
would  add  close  to  $80  million  to  this  value  at  current  prices.  About  70%  of  our  present 
holdings  are  currently  pledged  to  secure  Pennsylvania  Company  debt 

an^  7i!  1962  levels,  our  N.  &  W.  holdings  provide  annual  income  of  almost  $13.5  million 
fn.  Jn     f,"-     ""^^  -''^  "■^"^^^''^      connection  with  the  Wabash  transaction  would 

increa.se  this  annual  income  to  almost  $17  million.  Although  this  dividend  income  is  not 
novy  subject  to  any  Federal  income  tax  because  of  our  current  lack  of  taxable  earnings  it 
s  important  to  remember  that  a  substantial  diflference  exists  tax-wise  between  dividend 
income  and  other  types  of  income. 

From  this  brief  review  of  our  holding  of  N.  &  W.  stock,  it  can  be  seen  that  its  liqui- 
dation poses  some  difficult  problems  and  it  may  well  be  that  we  will  be  allowed  less  time 
to  liquidate  than  we  believe  is  desirable. 

Considering  the  two  factors— divestment  of  our  interest  in  the  N.  &  W.  and  diversifica- 
tion into  pipe  line  transportation— time  would  be  conserved  and  industry  status  more  quickly 
attained  by  acquiring  a  strong  position  in  a  well-known  and  firmly  established  pipe  line  com- 
pany, preferably  in  the  territory  served  by  the  Pennsylvania.  Our  studies  lead  us  to  believe 
Buckeye  Pipe  Line  Company  is  best  suited  to  our  objectives.  The  Buckeye  system  and  the 
areas  served  are  shown  on  the  attached  map,  market  Exhibit  A.  j     f  u  me 

Specifically,  the  apparent  advantages  of  Buckeye  may  be  summarized  as  follows  ■ 

(1)  Buckeye  is  strategically  located  in  the  indu.^trial  heart  of  the  nation  where  a 
normal  but  continuous  rate  of  growth  may  be  reasonably  expected. 

(2)  The  Company  has  a  long  history  of  acceptance  by  shippers,  consignees  and  con- 
necting carriers. 

^  .J^l         territory  served  by  Buckeye  generally  conforms  with  the  service  areas 
of  the  P.R.R.  and  New  York  Central. 

(4)  Buckeye  is  an  important  crude  oil  carrier  to  oil  refineries  in  Michigan  Ohio 
western  Pennsylvania  and  western  New  York. 

i^K  In  recent  years,  1953  to  date.  Buckeye  has  directed  its  major  expansion 
efforts  to  the  movement  of  refined  products,  including  motor  fuels,  aviation  fuels 
burning  oils  and  LPG's,  the  latter  having  excellent  growth  i)otential.  Presently 
Buckeye  has  basic  coverage  in  the  states  of  Indiana,  Michigan,  Ohio,  Pennsylvania 
New  York  and  New  Jersey. 

Buckeye  is  a  relatively  large  pipe  line  carrier  in  terms  of  transportation  area, 
tonnage,  and  scope  of  services.  It  is  unlikely  that,  at  the  present  level  of  economic 

n^rlT"'^-'?^'         P""""*  ^''"^^  ^"PPo^t  a  new  carrier  system  com- 

parable  with  Buckeye. 

(7)  Buckeye's  operations  over  the  past  several  years  reflect  experienced  and  capa- 
a  fnwfncf  ^'""^''I-.^^^f  management  was  neither  alert  nor  aggressive, 

Sr  ?.^Hf..T  to  establish  strong  positions,  particularly  in  product  transporta^ 

Sdic?ps  ^""^  ^""^^^"^  management  is  gradually  overcoming  inherited 

woniH^LYifn  ^"'^  extensive  right-of-way,  the  acquisition  of  an  old  established  companv 
rranstoSYon^n'SusTr';"'"'  «P""^board  for  further  penetration  into  the  pipe  line 

N  /w*  r^n^r.''"  •  '"'^        ^  °"        ""^S"!^^  quarterly  dividend  of  $1.25  per  share 

nf  t7n  ^s  on  about  a  4%%  basis,  or  4.65%  based  on  the  total  dividends 

of  $0.50  per  share  paid  in  1962.  At  the  present  quarterlv  rate  of  50C  ir  share  Buckeve 

BucLfe  "voTuVe^nd^^^^^^^        "..'^^  ^^^^^  growth^'^ttern  reflS  In 

foS  LVtnTnl^o  ^  earnings,  there  are  two  areas  in  which  control  by  Penn.sylvania 
could  act  to  increase  Buckeye's  earnings  and  dividends  ireiui.-,j.iviiuia 

thP  Srf!  /'"fn  ^^''T  possible  utilization  of  Pennsylvania  system  tax  losses  in 

r?«  n  acquisition  of  80%  or  more  of  the  Buckeye  stock  Tai  the  n?Sei? 

market,  all  of  Buckeye's  outstanding  stock  has  a  value  of  approximatelv  $87  mJllio^^^^ 
In  the  past  five  years,  Buckeye  incurred  Federal  income  taxesTvera^^g  IsS  rS^s^^^^ 
a'moS  To'$l4"6"^pe?"h7rf  Tb*'^  average  was  $3.27  per  shlr:;"nr?nS?6?srh  axS 
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with  the  New  York  Central  if  we  were  to  assume  we  could  remain  indefinitely  in  a  tax 
loss  position.  However,  it  is  a  fact  that  we  have  accumulated  a  large  carry-forward  loss 
and  n^ne  of  our  system  companies  have  paid  Federal  income  taxes  subsequent  to  1953. 
Prior  to  that  time,  our  effective  rate  generally  was  substantially  below  the  indicated  rate. 
Furthermore,  in  the  more  recent  years  we  have  not  claimed  all  permissible  deductions 
and  thus  there  are  options  available  to  us  with  respect  to  additional  deductions  which 
we  can  exercise  when  our  earnings  position  so  warrants.  Therefore,  it  seems  apparent 
that  a  considerable  portion  of  the  tax  liability  of  Buckeye  could  be  avoided  through  acqui- 
sition of  at  least  80%  of  its  stock  by  Pennsylvania  with  a  corresponding  increase  m  the 
earnings  available  to  Pennsylvania.  ,    „    .        .      ,       ,.v,    ,„5„„  iir,^. 

The  second  area  of  potential  increased  earnings  to  Buckeye  involves  the  pipe  line 
movement  of  diesel  fuel  to  railroad  fueling  points  contiguous  to  the  pipe  line  system  An 
accurate  evaluation  of  benefits  in  this  area  would  necessitate  a  study  in  considerable  detail ; 
however,  some  general  conclusions  can  be  drawn  from  information  at  hand,  including  Inter- 
state Commerce  Commission  reports  and  Buckeye  tariffs.  T>„„„„„1 

The  routes  of  a  number  of  Buckeye's  lines  follow  generally  the  patterns  of  the  Pennsyl- 
vania and  New  York  Central  systems.  Buckeye  publishes  rates  to  Altoona,  Pittsburgh 
Terre  Haute  Indianapolis  and  Columbus.  In  addition,  deliveries  are  made  at  Inglehook 
(about  15  miles  north  of  Harrisburg)  and  Enola.  The  pipe  line  crosses  the  Pennsylvania 
main  line  at  Freeport,  about  20  miles  north  of  Pitcairn.  Through  interconnection  with  the 
Atlantic  Pipe  Line  system,  deliveries  are  made  in  the  Buffalo  area  to  Tonawanda  Short 
XraVs  to  ?Iilroad  fuel  stations  at  these  and  other  points  would  permit  direct  deliveries 
of  d  e  el  fuel  to  existing  storage  tanks.  This  type  of  <^^/^^^i^l-'^^lt^^^^^^^^ 
costs  and  losses  associated  with  loading,  handling  and  unloading  tank  cars  d^^f  ^  • 
however  if  there  are  benefits  in  this  area  so  far  as  railroad  operating  costs  are  concerned, 
Ft  would  seem  to  follow  that  they  are  available  to  us  without  regard  to  our  acquiring  an 
interest  in  Buckeve  and,  therefore,  this  phase  should  not  have  any  significant  bearing  on 

^^^TuS^era^nSS'of  costs  associated  ^'»h  the  operation  ^^^^^^^ 

S   rwrSeasur?  expenses  on  an  incremental  basis,  we  have  a  basis  to  udge  the  op  imum 
Sts  to  Lckeye  of  moving  diesel  fuel  over  their  system.  To  ^IZ'^ZTt^eZo!^!' e^- 
can  assume  that  some  new  construction  would  be  necessary  and  that  the  associated  ex 
SnsesTre  equJl  to  the  system-wide  average,  including  depreciation,  state  and  local  taxes, 
interest,  and  other  fixed  charges  for  trunk  line  movements  over  the  Buckeye  system^ 

Present  daily  consumption  of  P.R.R.  is  about  15.600  barrels  a  d      a      N  J^^^^^^^ 
Central  15,100  barrels.  A  review  by  our  fuel  purchasing  P^^^^^^^^^^^^t^Vn/VY  C  as  now 
bility.  the  maximum  daily  potential  for  pipe  line  delivery  of  the  P.R.R.  ^^f^J^^^ 
constituted  would  be  about  17.000  barrels  per  day.  In  the  case  of  P  R-R-  tbis  ^0X«°^Hnn 
onlf  a  change  in  the  method  of  bulk  deliveries.  For  the  N.Y.C.,  it  would  mean  a  substitution 

'"^';:r;  So^ad  ^^eraffn'gtlhe  Buckeye  area  is  a  source  of  potential  traffic.  No  doubt 
some  railroads  are  now  using  Buckeye  and  other  lines  in  the  area  for  some  of  their  fuel 
requirements  Lt  no  information  is  available  on  the  extent  to  which  this  traffic  potential 

ExhibTBTe^ects  the  additional  earnings  which  might  be  expected  at  various  levels 
if  diS  fuel  movements  based  on  svstem-wide  average  expenses  of  Buckeye  as  mentioned 
nre^'ouslv  wS  eT^^^^  B-1  reflects  the  additional  earnings  which  might  be  expected  at 
sSr  eWTs  of  diesel  fuel  movements  based  on  incremental  expenses.  Such  exi^°ses 
ar^  as«umld  to  eqiSl  one-half  of  average  system-wide  trunk  line  costs  for  such  items  as  pipe 
Sne  operatfnl  a^d  maintenance  expenses,  general  office  salaries  and  so-e  miscellaneous 
costs.  Depreciation,  state  and  local  taxes,  interest  and  other  fixed  charges  have  oeen 

'"""summarized,  these  exhibits  show  potential  additional  earnings  from  the  transportation 


of  diesel  fuel,  as  follows : 

EARNINGS  PER  SHARE 

Average  cost  basis 

Incremental  cost  basis 

Barrels  per  day 

Before 
Federal 
income  tax 

Atter 
Federal 
income  tax 

Before 
Federal 
income  tax 

After 
Federal 
income  tax 

$0. 05 
.09 
.14 
.19 
.23 

$0. 19 
.39 
.58 
.78 
.97 

$0.09 
.19 
.28 
.37 
.47 

25,000. 


A  general  review  of  the  Buckeye  Pipe  Line  Co-  including  some  pertinent  figures  on 
their  financial  results  over  the  past  ten  years  is  attached  as  Exhibit  C. 
Financial  Department,  May  10, 1963. 
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EXHIBIT  B 

BUCKEYE  PIPE  LINE  CO. -EFFECT  OF  ADDITIONAL  RAILROAD  DIESEL  FUEL  VOLUME 
(Based  on  average  costs] 


Additional  barrels  per  day— 


Buckeye,  — 
1962 

5,000 

10,000 

15,000 

20,000 

25,000 

27,393,000 

310, 000 

621,000 

931,000 

1,241,000 

1,551,000 

Expenses : 

Operating  expenses    

Interest  and  other  charges  

State  and  local  taxes   

11,313.000 
4, 085.  000 
1.378,000 
1.742.000 

105,000 
43, 000 
15,000 
18,  000 

210, 000 
87,000 
30. 000 
36, 000 

314,000 
131,000 
45, 000 
55,  000 

419, 000 
174,  000 
60.  000 
73.000 

523, 000 
218,000 
75, 000 
91,000 

18,518,000 

181,000 

363, 000 

545, 000 

726, 000 

907. 000 

Income  before  income  taxes   

8. 875,000 
4, 604, 000 

129,000 
67,000 

258, 000 
134,000 

386, 000 
201,000 

515,000 
268, 000 

044.  uuu 

335, 000 

4,271,000 

62, 000 

124,000 

185, 000 

247,000 

309, 000 

Net  income  per  share: ' 

Before  Federal  income  taxes  

After  Federal  income  taxes  

$6.67 
3.  21 

$0.10 
.05 

$0.19 
.09 

$0.29 
.14 

$0.39 
.  19 

$0.  48 

.23 

1  Based  on  1,331.057  shares  outstanding,  December  31,  1962. 

EXHIBIT  B-1 

BUCKEYE  PIPE  LINE  CO  -EFFECT  OF  ADDITIONAL  RAILROAD  DIESEL  FUEL  VOLUME 

[Based  on  incremental  costs] 



Additional  barrels  per  day— 

Buckeye,  - 
1962 

5,000 

10,000 

15,000 

20,000 

25,000 

$27, 393, 000 

$310, 000 

$621,000 

$931, 000 

$1,  241,  000 

$1,  551,  000 

Expenses: 

Operating  expenses   

11,313,000 
4, 085, 000 

52, 000 

105, 000 

157, 000 

210,  000 

262,  000 

Interest  and  other  charges  

State  and  local  taxes  

1, 378, 000 
1,742,000 

18,518,000 

52, 000 

105,  000 

157, 000 

210, 000 

262, 000 

8,  875,  000 
4, 604, 000 

258, 000 
134, 000 

516,000 
268, 000 

773,  000 
402,  000 

1,  031,  000 
536,  000 

1,289,000 
670, 000 

4,271,000 

124, 000 

248, 000 

371, 000 

495,  000 

619, 000 

Net  Income  per  share: ' 

Before  Federal  income  taxes  ... 
After  Federal  income  taxes  

$6.67 
3.21 

$0. 19 

0.09 

$0.39 
0. 19 

$0. 58 
0. 28 

$0.78 
0. 37 

$0.97 
0.47 

Based  on  1,331,057  shares  outstanding,  Dec.  31, 1962. 


Estimated 
earnings  per 
barrel  (cents) 


Revenue   

Expenses: 

Operating  expenses  

Depreciation   

Interest  and  other  charges. 
State  and  local  taxes  

Total  expenses  

Income  before  income  taxes  

Federal  income  taxes   

Net  income  


17. 000 

5.  735 
2.389 
.820 
.998 


9. 942 


7. 058 
3.670 


3.388 


Selected  railroad  diesel  fuel 
movements: 
Linden,  N.J.,  to: 

Inglehook  (Harrisburg), 

Pa  

Pittsburgh,  Pa-  

Lawrenceville,lll,to: 

Indianapolis,  Ind  

Detroit,  Mich.,  to: 
Columbus,  Ohio  

Average   


Pipe  line  rate 
(cents  per 
Mileage  barrel) 


169 
347 


124 
204 


15 
24 


211 


Note:  The  above  tabulation  represents  an  arithmetical  average 
rather  than  a  weighted  average. 


499 

(exhibit  b-1  continued] 


Estimated  earn- 
ings per  barrel 
(cents) 


Revenue    17  000 

Expenses:  ' 

Operating  expenses   2  868 

Depreciation  

Interest  and  ottier  charges..'.'.'^.".".".' 

State  and  local  taxes  

Total  expenses.   2  868 

Income  before  income  taxes   14~132 

Federal  income  taxes   7' 349 

Net  income     6^83 


Pipelme  rate 
(cents  per 
Mileage  barrel) 


Selected  railroad  diesel  fuel 
movements: 
Linden,  N.J.,  to: 

Inglehook  (Harrisburg) 

Pa     169 

Lawrenceville,  III.,  to: 

Indianapolis,  Ind   124 

Detroit,  Mich.,  to: 

Columbus,  Ohio   204 

Average   2II 


|2 
18 


Note:  The  above  tabulation  represents  an  arithmetical  average 
rather  than  a  weighted  average. 


exhibit  c 

Buckeye  Pipe  Line  Co.-Genekal  Review  of  Operations  and  Financial  Results 

1953-62,  Inclusive 

history 

.^^r,,,?,"' 0"'f'fi>l«l  to  Standard  oil  stockholders  ami  BuXve  was^ta; 

I^uckeye  Tank  Terminals  Co.  (joint  ownership  with  Chicago  Bridge  &  Iron  Cn  ^ 
facnmel."  ''''  fueT^erminals  tndTelat"d 

Pn   ■^'^^tr''',/^®?'  ^^"^'^ey^  purchased  Esso's  Tuscarora  Pipe  Line  running  from  \llentown 

operations 

vama,  New  York  and  to  Cleveland   O  In  thP  \r^ki  \vw  ?>;  ^^"'f^"^"-  ^  Penn.syl- 

hub  at  Lima,  O.,  handling  nrodncts'  in  nn  \  f '        ^^'^'^^^  operates  around  a 

Ohio  and  Michigan  Product,  in  all  directions  between  points  in  Illinois,  Indiana. 
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TABLE  l.-BUCKEYE  PIPE  LINE  CO.,  DAILY  AVERAGE  DELIVERIES 
[Thousands  of  barrels] 


Year 

Crude 

Products 

Total 

Year 

Crude 

Products 

Total 

1953   

437 

55 
104 
119 
153 
158 

492 
525 
565 
639 
612 

1958  

1959  

411 
449 

165 
182 

576 
631 

1954  

421 
446 
486 
454 

1960  

434 

200 

634 

1955.  

1961  

431 

217 

648 

1956  

1962  

443 

235 

678 

1957   

STOCK 

As  of  December  31,  1962,  there  were  1,331,057  shares  of  stock  outstanding  and  held  by 
n  -,44  stockholders  with  2,000,000  shares  authorized.  However,  on  May  1,  stockholders, 
ap^oveS  a  prSal  to  inc;ease  the  authorized  shares  to  4.000,000  to  effect  a  2  for  1  stock 
^plit  The  stock  has  been  listed  on  the  New  York  Stock  Exchange  since  June  25,  1956.  The 
price  range  for  the  years  1958  to  date  is  shown  below  with  current  sales  running  near  the 
1963  high. 


Year 


1958.. 
1959. 
1960. 
1961. 
1962. 
1963. 


High 

Low 

30 

22>^ 

33Ji 

28M 

38J/8 

28 

59 

35 

61 H 

45K 

67K 

57 

Month-by-month  prices  and  number  of  shares  traded  on  the  New  York  Stock  Exchange 
from  January  1962  through  March  1963  are  listed  in  Table  II.       ^      ^         ^  ^ 

At  the  close  of  1962  about  2%  of  the  Company's  stock  was  held  by  the  trustees  of  the 

^"TT9l9™shrieSolders  approved  a  restricted  stock  option  plan  involving  75,(MW  shares 
of  stock.  A  the  close  of  1962,  options  involving  20,385  shares  had  bee'i  exercised,  ^50 
shares  were  reserved  for  issuance  under  the  plan,  and  options  to  purchase  52,365  shares 
were  outstanding,  of  which  9,015  shares  were  exercisable. 

TABLE  II  -BUCKEYE  PIPE  LINE  CO.  PRICE  RANGE  AND  NUMBER  OF  SHARES  TRADED  ON  NEW  YORK  STOCK 

EXCHANGE  (BY  MONTHS) 


1962 


1963 


Month 


High 


Low 


Number  of 
shares 


Number  of 

High 

Low 

shares 

59 

57 

86, 300 

61 

58 

12, 200 

62 

58>^ 

8,700 

January.    fV^ 

February......    58^ 

March    

r —  —   5°8^ 

t::::;:::::::::::::::::::::::.-  so  45^ 

liilv  48  46}^ 

fe;::::::::::::::::::;:::::::-  si^ 

September..  --   "  ''^ 

October   -.  —  52K  49}^ 

November    55}^ 

December  --- 

Total       


18,800 
7,200 
8,100 

27,600 

17,600 
7,600  . 
6,100 

23, 000 
5,700 
7,600 
6,  500 

22,  200 


158, 000 


EABNIN68 


Buekeve  has  directed  its  major  expansion  efforts  in  recent  years  toward  the  movement 
of  refinfd  products  ^d  as  a  result,  the  company's  growth  in  sales  and  earnings  has  been 
SipreSfve'^Furthermore,  in  the  face  of  generally  declining  profit  f  i^^g.^^^^^^^r^^^' 
been  able  to  show  a  modest  but  generally  ^onstant  improvemenyn  its  profit  m 
1952  the  company  reported  sales  of  $12.4  million  and  net  income  of  $L6  million,  equn  alent 
to  13  2%  of^les.  Bri962,  sales  had  increased  to  $27.4  million  with  net  income  of  $4^3 
million  being^quivalent  to  15.7%  of  sales.  Table  III-A  f  e  as 

fore  and  after  Federal  income  taxes,  for  the  ten-year  period  1953  to  1962,  inclusive,  as 
well  as  the  relationship  of  earnings  to  sales  and  to  shareholders'  equity.  Table  IH-B  pre- 
Tnts  thes^  same  figures  in  the  form  of  three-year  moving  averages  Per  share  earnings 
Se  and  after  Federal  income  taxes,  for  the  ten-year  period  are  shown  in  Table  III-C 
whUe  the  cash  throw-off,  in  the  aggregate  and  on  a  per  share  basis,  is  covered  m  Table 
III-D. 
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TABLE  lll-A.-BUCKEYE  PIPE  LINE  CO.,  SALES,  EARNINGS,  AND  SHAREHOLDERS'  EQUITY  AND  RELATIONSHIP  OF 
EARNINGS  TO  SALES  AND  SHAREHOLDERS'  EQUITY  1953-62,  INCLUSIVE 

|ln  millions  of  dollars) 


Sales 


1953. 
1954. 
1955. 
1956. 
1957. 
1958.. 
1959.. 
1960.. 
1961.. 
1962.. 


Net  income 


Before 
Federal 
income 

tax 


Alter 
Federal 
income 
tax 


13.1 

2.8 

1.5 

17.1 

4.1 

2.0 

19.1 

4.7 

2.2 

21.9 

6.5 

3.0 

21.9 

5.6 

2.7 

21.3 

6.4 

3.0 

22.7 

7.3 

3.4 

23.2 

7.3 

3.5 

26.5 

8.5 

4.0 

27.4 

8.9 

4.3 

Share- 
holders' 
equity! 


Net  Income  before 
Federal  income  tax 

As  percent    As  percent 
of  sales      of  share- 
holders' 
equity 


Net  income  after 
Federal  income  tax 


As  percent 
of  sales 


18.4 
19.2 
20.3 
23.6 
26.8 
27.8 
29.2 
30.6 
32.2 
34.4 


21.37 
23. 98 
24.61 
29. 68 
25.  57 
20.05 
32. 16 
31.47 
32.08 
32.  48 


15.22 
21.35 
23.15 
27.54 
20.90 
23.02 
25.00 
23.86 
26.  40 
25. 87 


As  percent 
of  share- 


holders' 

equity 

11.45 

8.15 

11.70 

10.42 

11.52 

10.84 

13. 70 

12.71 

12. 33 

10.07 

14. 08 

10. 79 

14.98 

11.64 

15. 09 

11.44 

15. 09 

12.00 

15.69 

12.50 

>  Average  beginning  and  end  of  year. 


TABLE  lll-B.- 


-BUCKEYE  PIPE  LINE  CO.,  MOVING  3-YEAR  AVERAGES,  SALES,  EARNINGS,  AND  SHAREHOLDERS'  EQUITY  AND 
RELATIONSHIP  OF  EARNINGS  TO  SALES  AND  SHAREHOLDERS'  EQUITY  1953-62,  INCLUSIVE 

[Millions  of  dollars] 


Period 


Net  income 


Sales 


Before  F.l.T. 


After  F.l.T. 


Shareholders' 
equity  > 


1953  to  1955.... 

1954  to  1956    " 

1955  to  1957    " 

1956  to  1958..  

1957  to  1959    

1958  to  1960    

1959  to  1961..  . 

1960  to  1962   

'  Based  on  average  beginning  and  end  of  year  for  each  year. 


$16.4 
19.4 
21.0 
21.7 
22.0 
22.4 
24.1 
25.7 


$3.9 
5.1 
5.6 
6.2 
6.4 
7.0 
7.7 
8.2 


$1.9 
2.4 
2.6 
2.9 
3.0 
3.3 
3.6 
2.9 


$19.3 
21.0 
23.6 
26.1 
27.9 
29.2 
30.7 
32.4 


Period 


Net  Income  before  F.l.T. 

As  percent  of 
As  percent  of  shareholders' 
sales  equity 


Net  income  after  F.l.T. 

As  percent  of 
As  percent  of  shareholders' 
sales  equity 


1953  to  1955. 

1954  to  1956. 

1955  to  1957. 

1956  to  1958 

1957  to  1959. 

1958  to  1960. 

1959  to  1961 . 

1960  to  1962 


23.78 
26.29 
26. 67 
28.57 
20.09 
31.25 
31.95 
31.91 


20. 21 
24.29 
23.73 
23.75 
22.  94 
23.97 
25. 08 
25.31 


11.59 
12. 37 
12.38 
13.36 
13.64 
14.73 
14. 94 
15.18 


9.  84 
11.43 
11.02 
11.11 
10.75 
11.30 
11.73 
12.  04 


TABLE  lll-C.-BUCKEYE  PIPE  LINE  CO.  EARNINGS  PER  SHARE  BEFORE  AND  AFTER  FEDERAL  INCOME  TAXES,  1953-62,  INCLUSIVE 


Net  income  per  share 

Before  After 

Federal  Federal 

Number  of 

Year 

income  income 

shares 

taxes  taxes 

(Dec.  31) 

1953. 
1954. 
1955. 
1956. 
1957.. 
1958.. 
1959.. 
I960.. 
1961.. 
1962.. 


$2. 57 

$1. 39 

3. 78 

1.80 

4.34 

2.05 

4.97 

2.25 

4. 29 

2.02 

4.87 

2.26 

5.59 

2.62 

5.56 

2.65 

6.47 

3.02 

6. 67 

3.21 

1,  094, 456 
1,094,456 
1,094,456 
I  1, 310. 672 
1,  310,  672 
1,310,  672 
1, 310, 672 
1,310, 672 
1,312,942 
1,331,057 


'  216,216  shares  issued  as  result  of  conversion  of  $4,000,000  convertible  debenture  bonds  issued  in  1953. 
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Year 


TABLE  lll-D.-BUCKEYE  PIPE  LINE  CO.-CASH  THROWOFF.  1953-62,  INCLUSIVE 
[In  millions] 


Net  Depreci- 
income  ation 


Deferred 
Federal 

income  Cash 
tax  throwotf 


1953    

1954  ---    2.0 

1955....    2.2 

1956    3.0 

1957     2.7 

1958    3.0 

1959    il 

1960   --  -  3.5 

1961    --  - 

1962      *-3 


$1.5 
2.1 
2.3 
2.4 
2.5 
2.7 
2.8 
3.4 
4.0 
4.1 


$0.2 
.5 


$3.2 
4.6 
5.2 
6.2 
6.0 
5.3 
6.6 
7.0 
8.1 
9.2 


Per  share 


Federal 
income 
tax 


Cash 
throwoff 
before 
Federal 

Income    Number  of 


tax 


Cash 

shares  throwoff 


$1.1 
1.6 
1.8 
2.8 
2.1 
2.8 
3.6 
3.7 
4.4 
3.7 


$4.3 
6.2 
7.0 
9.0 
8.1 
9.1 
10.2 
10.7 
12.5 
12.9 


1,049,456 
1,094,456 
1,094,456 
1,310,672 
1,310,672 
1,310,672 
1,310,672 
1,310,672 
1,312,942 
1,331,057 


Cash 
throwoff 
before 
Federal 
income 
tax 


$2. 93 

$3.92 

4.20 

5.66 

4.77 

6. 45 

4.72 

6.84 

4.59 

6.22 

4.80 

6.91 

5. 04 

7.75 

5. 33 

8.13 

6.18 

9.55 

6.93 

9.74 

DIVIDENDS 

Dividends  have  been  paid  in  e™ry  year  since  the  Companr  w™t  P°f>»=  ™;?r  £  "the 
SnpreS  court  alslnlegratlon  order  In  WIL  „  ^^r.V^VpTsMrVwl.h  the  resiu  tlS? 
reS^ereSp^K-ir^  ^^^^^^^^^ 

-'SrSL'«^diK[kir=^^ 

in  the  business  are  restricted  at  ^^ecember  31  19b2  in  m  prkctical  standpoint, 

riSrSi"/cVn«!SS\'i,rdehf's;ss.r^^^ 

so  far  as  the  Company's  dividend  policy  is  concerned. 

TABLE  IV.-BUCKEYE  PIPE  LINE  CO.  DIVIDENDS,  1953-62,  INCLUSIVE 


Dividends  paid 


Year 


Quarterly 
rate 


Per  share 


Total 


Dividends 
as  percent  of 
Net  income        net  income 


$0.  20 

1953   .25_.25 

1954-    25 

1955   30 

1956       - - 

1957   .35 

1958  -    35_  40 

1959   40 

I960   .40-!  45 

1961   45 

1962   

Averages; 

10  years-1953  to  1962  

5years-1958  to  1962  

3  years-1960  to  1962  


$0. 80 
.90 
1.00 
1.20 
1.40 
1.40 
1.45 
1.60 
1.70 
1.80 

1.33 
1.59 
1.70 


$875,565 
985,010 
1,094,456 
1,426,860 
1,834,941 
1,834,941 
1,900,475 
2,097,075 
2,  229,7  3  3 
2,385,244 

1,666,430 
2, 089,  494 
2,  237,351 


$1,515,921 
1,972,431 
2,  242,  027 
2,954,212 
2.653,613 
2,959,894 
3,436,181 
3,473,503 
3.970,676 
4,271,346 

2,944.980 
3,622,320 
3,905,175 


57.76 
49.94 
48. 82 
48. 30 
69.15 
61.99 
55.31 
60.37 
56. 15 

55.  84 

56.  59 
57.68 
57.29 


DEBT — CAPITAUZATION 

A.  the  cose  o,  1962    the  -tstand,„|  .on.  t'™,„^?43»i„rt?:',».^^^^^^^ 
$35,801,000,  as  shown  in  Table  V,  with  $2,3o3,UUU  aue  m  ±wo  a 
448,000  maturing,  as  follows : 

Annual  amount 

_  Annual  amount  Year: 

WeO   $2,275,000       1979-84    500,^0 

1970      3,873,000  1985   

1970      5,943,000       1986    260,000 

S_77"   693,000       1987    520.  OUO 

1978       I  -  966,000 

capitalization. 
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BUCKEYE  PIPE  LINE  CO.-LONG  TERM  DEBT,  DEC.  31.  1962 
(Includes  portion  due  in  1  year) 


,  Interest  rate  „  .  .  j. 
'^^"^                                              foercentl  Dun                                         «  ..  ...  Outstanding 
  ^percent;  uue                                       Callable           Dec.  31, 1962 


^•'J„'P'i''^**''  sinking  fund  debentures  ($30.-              3U  Senf  1  iq7l  i  « 
000,000  dated  Sept.  1,  1951).  ^  sept,  l,  1971  i  Yes   $15,600,000 

Promissory  notes  ■ 


Nlil^Kokooo)::::::::::::::   ii-H!;  \i    }.  1970  „,   300, 000 

Notes-.1?60  ($7,500,000)  ; ;  tll'"Jnl  1°  uZ  X??   2.  Jgl.  000 

6,'  500,'  000 


Notes-1960  ($7,500  000    :::: IQ  Se  ia  IV  to  S  1  iqa< 2,401  000 

Notes-1962  ($6,500,000)  ;;;;;       47.I  senall;; !o june i',' isl':;::;;;:;:;:::  y«::::;;:;;;  IZZ 


Total. 


35,  801, 000 


TABLE  V-A.-BUCKEYE  PIPE  LINE  CO.  RELATIONSHIP  OF  DEBT  ■  TO  TOTAL  CAPITALIZATION,  1953^2,  INCLUSIVE 

IDollar  amounts  in  millions] 


Debt  as 

...    ,  percent 

Year  end  „  . .  Stiareholders  Total  of  total 
  l^^bt           equity  capitalization  capitalization 

1953...  ~~  " 

1954                                  ■                                                      W3.5            $18.7  $52.2  64  2 

1955      -                   32J             19.7  52.1  62*3 

1956  2              --                                 ---  -                      30.8             20.8  51.6  59.7 

1957  -                             25.2       25.4  51.6  48.9 

1958                                         -                                                  23.6             27.2  5C.8  46.5 

1959  -  24f              28.4  53.2  46.6 

1960                                                                                              23.2              29.9  53.1  43.7 

1961                                             ■- -                                     33.9              31.3  65.2  52  0 

1962    -  -       31.9       33.1  55.0  49.0 

   35.8              35.6  71.4  50.2 

'  Includes  portion  due  in  1  year.  '  '  ' — 
2  $4,000, COO  convertible  debentures  issued  in  1953  converted  into  216,216  shares  of  stock. 

CAPITAL  EXPENDITUKES 

expenditures  was  financed  initially  from  interSy7e?erated  funds  ' 


Exhibit  5 

Xem^  York  Central  System, 
Mr.  J.  O.  Boisi  Collinwood,  Ohio,  November  8, 1963. 

Vice  President,  Real  Estate, 
New  Yorf>-,  N.Y. 

proflJabUUr  ^''"^^  "P^''^""^  statements  in  the  report  prove  this 

water  i;^mSeSiat:f;avaif^bi:       '"'"''"^'^  ^«  °«       R^^^-oad  where 

ismfde^vSbi?'  °'  '""^  '''^'"^  "'^^^^^  ^-i"  appreciate  in  value  when  water 

^nitea%rj::ll^^^^^^^^^  the  only  area  in  the 

s  me  necessary  ^ater  for  unlimited  industrial  expansion  and  that  the 
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Central  is  unique  in  having  the  real  estate  to  provide  water  distribution  throughout  the 

ThirSncept  is  particularly  timely  in  view  of  the  recent  serious  drought  throughout  the 
Eastern  UnTted  States  In  many  communities  in  the  Northern  Ohio  Study  area,  this  was 
fhe  ma"or  Kue  in  last  week's  elections  and  administrations  are  con.mitted  to  Provide  water 
in  some  way.  If  the  Central  could  step  in  with  a  master  plan  to  provide  raw  Lake  Erie 
water  to  these  areas  (and  to  industrial  sites),  we  would  receive  immediate  support  from 
Til  levels  of  state  and  local  government.  By  limiting  our  activities  to  wholesale  raw  water 
(required  by  industrv),  we  would  permit  local  governments  to  own  and  operate  their  treat- 

""°\^%°'woS^wSSirihe 'opportunity  of  discussing  this  further  with  you,  because  we 
believe  that  the  future  will  prove  that  water  is  the  greatest  single  asset  enjoyed  by  the 

^'""wr  a5o°enclose  as  information  an  article  from  the  Cleveland  Plain  Dealer  of 
November  7. 

Mr.W.R.GBANT:  J.  J.  Wright. 

PROPOSAL 

1.  The  New  York  Central  to  enter  a  program  of  transporting  water  from  Lake  Erie 
along  its  rights  of  way  to  the  back  areas  of  the  watershed. 

2.  Acquisition  of  Ohio  Water  Service  Company  to  achieve  entry  into  this  program. 

ADVANTAGES   TO   NEW   YORK  CENTRAL 

1.  Revenue  will  be  produced  from  sale  of  water  to  industry,  municipalities  and  agri- 

2.  Realization  of  increased  tonnage  from  industry  and  commerce  which  must  locate  in 
the  areas  where  water  has  been  made  available.  ^  ,  ,.  _    ^  of 

3  With  confidential  knowledge  as  to  routing  and  scheduling  of  transport  mam  construc- 
tion, land  can  be  purchased  beforehand  and  disposed  of  at  substantial  profits  after  water 
improvement  has  been  completed. 

CONCLUSION 

It  is  evident  by  the  scope  and  nature  of  the  first  above  proposal,  that  a  comprehensive 
studv  by  competent  personnel  would  be  required  in  order  to  fuHy  evaluate  the  potential  of 
this  prigram^Iost  of  the  study  areas  are  outlined  in  Mr.  J.  J.  Wright's  letter  dated  Oc- 
tober 8  1965  under  Feasibility  Studies.  Letter  is  attached.  Some  areas  could  be  studied  by 
Central's  personnel  in  the  real  estate,  law  and  engineering  departments  before  sohciting 

A  preliminarv  evaluation  of  the  water  of  Lake  Erie  should  be  undertaken  as  a  first  step. 
The  potability  of' this  water  could  be  of  long  range  significance  to  the  overall  success  of  a 
water  transport  system.  Both  Time  magazine  and  U.S.  News  and  World  Report  have  in- 
dicated that  Lake  Erie  is  polluted.  One  source  estimated  that  pollution  control  could  cost 
the  bordering  states  of  Lake  Erie  a  billion  dollars  apiece.  ^        ^    ^         v^rv,^tf  w 

An  article  in  the  September,  1965  issue  of  Water  Works  and  Wastes  by  Dr.  Emmett  W 
Arnold  Director  of  the  Ohio  Department  of  Health  indicates  that  Ohio  is  amply  supplied 
with  water  at  present  and  it  doesn't  seem  likely  that  Ohio  should  experience  serious  trouble 
in  the  near  future.  (Part  of  this  article  is  reproduced  as  Exhibit  I,  attached) .  This  adequate 
supply  of  water  exists  with  only  a  2%  utilization  of  Lake  Erie  water  in  the  Lake  Lne 
waterehed  area.  This  situation  could  detract  from  the  value  of  our  proposal,  unless  this 
project  supplies  the  few  areas  in  Ohio  that  have  experienced  water  shortages. 

Other  areas  that  warrant  examination  are  as  follows :         ,  .     ,       <.v-        <-     *  rwt,4« 
1.  Procedures  involved  in  obtaining  a  water  utility  franchise  from  the  State  of  unio 
Public  Utilities  Commission.  ,j     ,     4.  „  ur,»c 

2  Estimates  of  increased  tonnage  and  commerce  which  could  relocate  on  our  lines. 
Our  examination  of  Ohio  Water  Service  Company  indicates  that  this  Company  does  not 
offer  any  unique  investment  value  at  this  time.  Should  this  Company  prove  of  value  m  sup- 
plementing the  overall  system,  further  study  of  its  franchise  position  should  be  made.  Ohio 
Water  Service  Company  is  currently  contesting  two  franchise  cases  in  the  courts. 

Some  study  can  be  made  of  alternative  methods  of  solving  the  water  problem  currently 
facing  the  United  States  as  they  may  refiect  the  profitability  of  a  transport  system.  Some 
solutions  other  than  a  transport  system  are  saline  water  conversion,  conservation  and  devel- 
opment of  available  fresh  water  supplies  through  construction  of  dams  and  reservoirs,  con- 
servation practices  and  programs,  pollution  control,  industrial  re-use  of  water  and  reclaim- 
ing sewage. 

[exhibit  i] 

September  1965,  Issue  of  Water  Works  and  Wastes  by  Dr.  Emmett  W.  Arnold, 
Director  of  the  Ohio  Department  of  Health 

Ohio  is  blessed  with  an  average  annual  rainfall  of  36  to  38  inches,  about  75  billion  gal- 
lons daily,  or  for  a  one  third  available  run-off,  the  average  daily  supply  is  about  25  billion 
gallons  Present  domestic  and  industrial  water  usage  is  about  12  billion  gallons  a  day.  As- 
suming that  the  population  of  Ohio  will  double  in  25  to  80  years,  the  *otal  jater  usage  then 
would  be  equivalent  to  the  average  daily  run-off.  This,  however,  is  not  the  limit  of  Ohio  s 


505 


water  supply.  Some  120  billion  gallons  of  water  a  day  flow  past  Cleveland  in  Lake  Erie  and 
some  60  billion  gallons  a  day  flow  past  Cincinnati  in  tiie  (Jhio  River.  Much  of  tliis  of  conr.se 
IS  run-oflf  from  other  states.  In  addition  Ohio  also  has  a  rich  underground  supply  of  water 
Despite  these  blessings  of  rich  water  supply,  Ohio  already  has  had  some  pn>t)leins  of 
water  shortage  in  a  few  areas,  principally  near  water  divides.  Additional  water  sU)rage  will 
be  necessary  in  the  future  and  the  state  has  encouraged  not  only  the  building  of  storage 
dams  but  also  the  protection  of  possible  future  water  reservoir  .sites  from  encrouchment. 

Ohio  Water  Service  Co. 

Current  Price — 32. 

Earned  Ter  Share  (1964  Earnings)— >$1.9}». 
Payout  Ratio— 80%. 
Price  Earning  Ratio — 16. 

BUSINESS 

Supplies  treated  water  without  competition  for  domestic  and  industrial  purposes  to 
various  cities  and  communities  located  in  Ohio  including  Massillon,  Marysville,  Washing- 
ton Court  House,  Struthers,  Poland.  Campbell,  and  other  communities  adjacent  to  Youngs- 
town  in  Mahoning  County.  The  total  population  served  is  175,000.  The  Company  also  oper- 
ates an  untreated  water  supply  system  serving  18  industrial  customers  and  railroads  in 
YoungstowTi  and  a  12  mile  stretch  along  the  Mahoning  River  Valley  with  non-potable  water 
Non-potable  water  sales  provided  16%  of  1964  water  revenue 


GENERAL 


Of  1964  water  revenues,  residential  and  commercial  sales  accounted  for  71%,  industrial 
22%  and  all  other  7%.  Steadily  growing  residential  services  and  le.'^.sened  dependence  on 
highly  cyclical  non-potable  water  sales  to  Youngstown  area  steel-mills  has  been  a  stability 
factor. 

The  Company  is  contesting  in  the  Courts  two  actions  of  the  Citv  of  Willoughby  applica- 
ble to  1,200  customers  served.  These  are  a  reduction  in  rates  of  $35,000  a  year  so  that  the 
Company's  tariff  would  not  exceed  that  of  municipal  water  and  proceedings  to  munici- 
^OK^^L*^''  Willoughby  water  system  that  could  reduce  gross  revenues  by  an  additional 
$35,000. 

Ohio  Water  Service  has  maintained  a  liberal  payout  ratio  above  80%  for  the  past  7 
years.  These  are  dividend  restrictions  on  the  stock  but  thev  are  of  no  consequence  at 
present.  This  Company  has  a  convertible  6%  bond  issue  due  in  1977.  Bonds  are  convertible 
if  called  into  40.10  shares  per  $1,000  bond  and  such  conversion  would  dilute  earnings  per 
share  21.2%.  It  is  not  likely  that  Ohio  Water  Service  Co.  would  force  conversion  by 
exercising  this  call  feature. 

RECOMMENDATION 

Ohio  Water  Service  has  increased  total  operating  revenue  in  each  of  the  past  ten 
years  at  a  ten  year  growth  rate  of  9.5%.  This  improvement  has  continued  in  the  first  six 
months  of  1965.  Earnings  have  experienced  a  somewhat  lower  growth  rate  of  4  7%  through- 
out this  same  period.  Ohio  Water  is  burdened  with  a  very  high  debt  as  a  percent  of  total 
r;^u  ^^^^ '  ^^^'^  charges  earned  has  consistently  approximated  two  times  since 

S"  T I  .C^ompany  has  had  a  deficit  in  working  capital  in  eight  of  the  past  ten  years;  the 
1964  deficit  was  $1,790,051.  Although  this  working  capital  position  is  somewhat  typical 
^Ly*^  utility  companies,  this  Company  has  not  been  able  to  make  improvements  since 
1961. 

Ohio  Water  Service  Co.  could  prove  to  be  a  suitable  investment  if  New  York  Central 
KK  decides  to  enter  the  water  business  in  the  Lake  Erie  watershed  area  in  the  proportion 
outlined  by  the  Preliminary  Study  of  a  Water  Transport  System.  Further  study  of  the 
franchise  position  of  this  Company  would  be  necessary  if  purchase  is  further  considered. 

R.  P.  Stockman. 


Exhibit  6 

New  l^oRK  Central  System, 
Mr.  A.  E.  PERLMAN,  Collinwood,  Ohio.  Octoler  8, 1965. 

President,  New  York  Central  System, 
Neic  York,  N.Y. : 

m,Vhf"H*^K  investments  that  the  Pennsylvania  is  making  in  real  estate,  we  think  it 

SL'tio^ne^worr""'^^         ^^^^'""^  «^  '^^'^^^  rights-of-way '  as  a  wate! 

attac^hed'^r?^  \l  ^^Z'/-  ^^'^^'^  i^^er  of  February  20,  1964  on  this  subject,  copv 
olitl.tt  \  later  date  we  discussed  this  matter  with  him  personally.  With  the  con- 
fo'  restudv"  thLZr"°  '"^'"^       ^"  ^'"^'^  Central^erritory  it  ma'y^:  well 

MSlf^rSbLS—  «oS^ 
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land  area  is  served  by  the  municipally-owned  water  systems  of  Cleveland  and  Akron 
Area  No  6  has  7n  the  past  few  years,  experienced  a  rapid  growth  of  heavy  industry  and 
our  comments  under  Ohio  Water  Service  Company  pertain  to  this  area^ 

We  have  the  following  suggestions  for  concurrent  action  to  be  taken  . 

]   Ac«»1sXn  0/  Ohio  Water  Service  Company. -Brief  reference  was  made  in  our 
report  of  NovenZr  8  to  two  firms  engaged  in  the  distribution  and  sale  of  water  in  Ohio^ 
Kther  stud;  of  their  operations  leads  to  the  re^on-?-dation  that  the  Central  im 
tha  Ohio  Water  Service  Company  to  achieve  immediately  the  following  benents  . 
the  Ohio  ^^ater  bervic^e  C     P^^^^^^  ^^^.^  consistently  yi^ld^d^^^'l^^te  returns  These 

returns  would  bolster  the  Central's  water  program  in  the  early  days  of  formation  and 
construction.  Details  of  the  Company's  earnings  and  related  information  appear  on 
the  latest  stock  report  compiled  by  Standard  &  Poor's  which  is  enclosed. 

b  The  areas  indicated  in  red  on  the  attached  map  may  have,  in  our  opinion,  the 
greatest  growth  potential  in  the  study  area  and  the  cities  of  Mentor  and  Geneva-on- 
the-Lake  presently  served  by  the  Ohio  Water  Service  Company  provide  an  ideal 
nucleus  for  development  of  one  of  these  areas.  „i/i  nco^ro  Ppntnl'v; 

c  The  Companv's  administrative  and  operating  personnel  would  assure  Central  s 
orderly  entry  into  the  water  transport  program  and  would  provide  the  nucleus  for 
training  additional  personnel.  _       ^      ^    «  -r^  i 

2.  State  of  Ohio  Water  Survey.— The  State,  through  its  Department  of  Development 
has  in  recent  days  authorized  a  study  to  determine  the  feasibility  of  '^"^ting  a  240^mile 
water  supplv  svstem  in  the  Maumee  River  Basin.  This  area  is  delineated  m  yellow  on  the 
Tnclosed  map.  We  understand  a  preliminary  report  was  due  in  April  1964  and  a  final  repor 
in  December  1964.  We  would  recommend  that  a  close  examination  be  made  of  the  content 
of  the  final  report  in  the  following  areas : 

a.  The  use  of  the  Central's  right-of-way.  . 

b.  Routing  which  would  enhance  the  value  of  our  properties  in  the  area. 

c.  Possible  ownership  of  a  part  of  a  network. 

3.  FeasiiiUty  Studies.-The  area  shaded  in  blue  on  the  enc  osed  map  represents  the 
remaining  portions  of  the  Lake  Erie  watershed  area  located  in  Ohio  "".^jf  ^^ve  not 
been  subiected  to  comprehensive  studies  and  for  which  no  master  plan  exists.  We  jNOuld 
ScommeM  That  selected  portions  of  this  area  plus  the  areas  indicated  in  red  be  fudied 
in  detail  to  determine  its  potential  and  our  best  course  of  action.  Such  a  study  could 

include:^   Study  of  industrial  and  associated  population  growth  along  with  projections 

^SvTf  the  water  resources  of  the  United  States  and  the  translation  of  the 
effect'  of  iti  diminishing  per  capita  availability  on  the  growth  of  the  Great  Lakes 

""7  AnTnSfofe^Sd^Tu^^^^^     transportation  which  would  contribute  to  accel- 

"''?i"s?r?iv  orcotmuSs'and  areas  which  experienced  severe  water  shortages 
during  the  record  drought  of  1963.  This  survey  would  produce  consumption  data  which 
would  determine  in  part  the  initial  elements  of  construction.  It  is  noted  that  the 
drou-ht  stricken  communities  are  currently  negotiating  with  central  water  authorities^ 
However!  actual  service  appears  to  be  years  in  the  future  due  to  the  traditionally 

^^°TSt?rSt^LTf"rsrSaf^^^^^^  are  to  receive  raw  water  service  and  those 
where  it  is  economically  feasible  to  construct  treatment  of  local  distribution  facilities. 

^"^Preparation  of  a  water  transport  system  designed  in  preliminary  form  based 
on  current  and  projected  requirements.  Inspection  of  various  features  and  ownership 
2tus  of  our  rigts-of-way.  Such  a  design  would  also  consider  the  status  of  abutting 
lands  with  an  eve  to  real  estate  sales  and  freight  traffic  development  to  produce  the 

^''Tprrpa'SuonVf^renminary  construction  cost  estimates  and  rate  schedules. 
It  is  our  estimate  that  such  a  study  could  be  accomplished  by  a  competent  engineering 

"^^tt^l^M^rSSSSnSlSSirrent  with  the  above,  if  would  be  PossU^t.  place 
greater  emphasis  in  our  industrial  development  program  on  the  "tiWies  features  of  sites 
and  their  realtionship  to  municipal  ownership  and  ^•^n^^'-^;^,  ^^^^J^fJ^"  Jii^t/J  m  the 
be«t  be  illustrated  bv  examining  in  some  detail  the  parcel  designated  as  Site  A  in  the 
New  York  Central  brochure  entitled  "The  Greater  Lorain-Elyria-Sandusky.  Ohio  Area 
Exhibit  A-1  enclosed.  The  total  site  contains  370  acres  of  which  150  are  in  the  "ty  of 
Flvri-i  and  the  remaining  220  in  the  city  of  North  RidgeviUe.  Exhibits  A-2  and  A-si 
rate  thrpreHm?narv  subdivision  layout  prepared  by  a  local  engineering  consultant 
fo  n  group  of  realtv  interests  examining  this  site.  The  water  and  sewer  services  are 
owned  bv  ttie  cit?  of  Elvria  and  it  is  the  availability  of  water  which  "lakes  the  site 
prSfcularly  attractive  and  valuable.  It  is  the  concensus  ;>P-.-^\^4X  ^^^..^"pt^K 
fes«ional  planners  that  the  promotion  and  development  of  the  site  can  be  accompiisnea 
onirwhen  consmering  the  entire  370  acres  and  it  is  materially  ^'.'Z^^^^';]'^ 
rS'^rirted  to  the  area  in  Elvria.  The  rail  frontage  in  Elyria  is  not  suflicien  to  attract 
heTvpe  of  heavv  industrv  which  would  in  turn  necessitate  the  ^"PP^J*  of  auxilmry  enter 
prises  fn  other  Ireas  of  "the  parcel.  The  realty  interests  further  state  that  the  profits 
reaped  from  deveTopment  would  not  adequately  balance  the  promotional  costs  where 
only  the  Elyria  parcel  is  involved. 
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Various  groups  have,  in  the  past,  attempted  to  deveh^p  the  total  parcel  hut  have 
heen  mvanahly  frustrated  hy  Elyrias  refusal  to  extend  its  servics  lo  that  section  lying 
m  North  HidgevU  e.  At  this  point,  it  appears  that  the  solution  to  the  development  of  the 
dU)  acres  lies  m  the  private  ownership  of  utility  systems  which  are  not  encumbered  by 
eori)()rate  boundaries  or  municipal  antagonisms. 

.1.  J.  Wright. 

New  York  Central  .System, 
New  York,  Fchruaru  20,  196^. 
Mr.  J.  .1  Wright:  This  will  acknowledge  receipt  of  your  letter  dated  Fel)ruarv  17tli 
concerning  the  article  appearing  in  Engineering  Outlook  published  bv  the  T^niversity  ..f 
Illinois  dealing  with  the  growing  shortage  of  potable  water 

inv.J/fi''l  'fr'?*  "f  your  letter  of  November  8th,  I  arranged  with  our  legal  counsel  to 
l.ntfnn^vlt.  l""  T  P  '•«°"«^?.ti<>"S  involved  in  engaging  in  the  operation  of  a  water  distri- 
bution system.  I  have  also  discussed  with  several  investment  bankers  the  economic  feasi- 
bihtj  of  such  an  arrangement.  General  discussions  have  also  been  held  with  private  water 
n^l^K^K  '  concerning  the  use  of  our  right-of-way  properties.  As  a  matter  of  fact,  intensive 
rflf  !!f  are  presently  going  on  with  the  Onondaga  Water  Authority  for  the  use  of  our 
so  fnr  J  transmission  of  water  from  Lake  Ontario.  All  of  the  work  we  have  done 

so  far  on  thi.s  subject  indicates  that  although  the  idea  is  a  capital  one,  it  is  replete  with 
problems-not  the  least  of  which  involves  the  title  to  our  right-of-way.  From  1,11  corrf^s- 
ZJff-^'  f""  certain  that  you  are  not  aware  of  the  fact  that  a  good  portion  of  our  right- 
of-way  is  not  owned  outright  in  fee  by  us.  </ui 

^f,"^'"  "f  ^^"^  V^''-  -^"^  ^'"'^  ^^^^  some  general  comments  concerning  the  need 
for  action  on  this  subject.  I  would  welcome  clear-out,  specific  suggestions  on  the  subject 

J.  O.  Boisi. 


Exhibit  7 

[Jlemorandum  of  S.  T.  Saunders  used  at  P.C.T.C.  Board  of  Directors  Meeting.  June  1968] 

Kayser-Roth 

n,«tS^,!^r-  P''o^e<Ji"g  J^'ith  the  regular  business  of  the  meeting,  there  is  a  preliminary 
matter  of  importance  that  I  would  like  to  present  for  your  consideration  and  SpproprTaS 

of  Ktlt"r''S'r^  '°  ^^'l-^*^  management  was  authorized  to  negotiate  with  representatives 
of  Kayser-Roth  Corporation  as  a  potential  acquisition  in  our  long-range  diversificit  on 

K'^c^uSv  'tu'cU^nrti;"^  Gerstnecker^nZurla'ier^ ha  -e 

Knv  J.  T^Lv,^  -tud.Mng  this  company.  Yesterday,  they  reached  final  agreement  with  the 

^t^rS!:^^^^^:^^-'  ^  ^^"^''^^'^  ^'-^^  -^^^^  p--*^^ 

Technically,  the  proposed  transaction  calls  for  merger  of  Kavser-Roth  into  the  Penn 
sy  vania  Company,  so,  assuming  favorable  action  on  the  part  of  ?hi,s  Bo^rd  we  wm  recess 
this  meeting  and  present  the  matter  to  the  Directors  of  the  PennsvlvaiS  Conrnanrftu 
of  whom  are  present),  then  reconvene  this  Board  to  conclude  the  PenrSnVra7bu4ie«J 

now  .  ^"^''"'l^'i''^  P^^"  '•'^  ^'"^  presented  to  the  Directors  of  Kav.ser-Roth  who  are 
now  in  .session  at  the  r  executive  offices  if  MO  mnv.  A,.^r,„^    \  n<  ui,  \\no  are 

ff?i^:^^totsrt£™r^- 

following"X  ISni^^        7nl71  ?  '""^'^'^  '^l'^"*  ^he  transaction, 

Exchangli^llsXefni^^p^lJLrcloLrr"  "'""'^       '''''''''  '''''''  ^^^^ 

the  people  ,vitl,  ^^■hom  r,  TrT6t>"L~  oZr  J^^^^  competitio,,.  r„  ,hl,  conneoMon. 

iind  there  is  everv  reason  trbeHerethat  w.  ™?,?,™  '""n'lini!  stock  of  Ka.rser.Roth, 
that  is  agreed  „po„  todav  J'thln  ninety  days        ^""'''^""T  consummate  any  transaction 
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Tn  our  opinion  the  transaction  that  Mr.  Bevan  will  describe  to  you  will  meet  each  of 
the  JbiectiverX"'l  havroutlined.  I  have  met  Chester  Roth  and  members  of  his  manage- 

under  some  of  the  best  known  brand  names  in  the  business,  including— 
Kayser  and  Shiaparelli  hosiery  ; 
Catalina  and  Cole-of-California  sportswear ; 
Esquire  and  Interwoven  socks ; 
Excello  shirts; 
Paris  belts ;  and 

The  Smpanris  £ht  nowTn  the  process  of  acquiring  Commonwealth  Shoe  Company^ 
wfth  thfs  short  introduction.  Mr.  Bevan.  won't  you  please  fill  the  members  of  the 
Board  in  on  the  details  of  the  proposed  acquisition. 


Exhibit  8  ^  , 

August  14, 1968. 

D  C  Bevan  •  What  is  your  schedule  for  submitting  the  Kayser-Roth  proxy  material 
to  the  SEC  and  filing  the  ICC  application?  It  would  be  helpful  to  be  in  a  position  to  include 
the  income  in  our  consolidated  third-quarter  earnings.  ^  ^  Saundees. 


Exhibit  9  ^„ 

Mat  28.  1968. 

Mr  Saundebs:  You  will  recall  that  we  obtained  clearance  from  members  of  the 
Finance  Committee  to  discuss  with  Kayser  Roth  possible  acquisition  terms  to  determine 
whether  a  transaction  could  be  recommended.  Since  then.  I  understand  from  you  some 
Board  members  have  expressed  doubt  as  to  the  advisability  of  such  transaction.  Yesterday 
afternoon  I  indicated  that  the  discussions  with  their  chief  executive  would  be  completed 
very  shortly  and  this  occurred  last  evening.  In  my  judgment,  if  both  Boards  approve,  we 
could  reach  an  understanding  that  would  be  extremely  attractive,  and  would  add  sub- 
stantially to  our  earnings,  and  would  continue  to  do  so  in  the  future,  and  should  thus 
have  a  favorable  effect  on  the  market  value  of  our  stock. 

I  would  like  to  sit  down  and  review  the  situation  with  you  in  detail  as  quickly  as 
possible  so  you  can  determine  whether  the  terms  discussed  should  be  recommended  to  the 
Committee  and  the  Board  or  whether  the  matter  should  be  dropped.  Obviously,  the  time 
factor  is  very  important  and  the  decision  will  be  equally  important. 

David  C.  Bevan. 


Exhibit  10 

(Tabular  information  and  attachments  submitted  by  railroad  pursuant  to  request  of  Committee's 

special  staff] 

Selected  Subsidiaries— Analysis  of  Pttrchase  of  Investments— Period  1964-69 

PURCHASE  OF  INVESTMENTS,  1964-69 
[In  thousands) 


Owning  company  Investment-nonrailroad  Cash         Noncash  Tota 


Pennsylvania  Co                                  Buckeye  Pipe  Line,  100  percent   $30,  381         $69,912  $100,293 

Do  Arvida  Corp.,  58  percent   04b   

Do     Great  Southwest  Corp.!   51.826     51,826 

Oo_...    Macco  Corp.i.  -    39.451    

77   TZ   91. 277  0  91. 277 

„    .  .  ,  143  704            69,912  21,361 

Pennsy  vania  Co.  total  .          -  -  .   Vi  ya                             24  437 

PCI   Stnck  Corp..  100  percent   .  24,437     ^J. 

American  "ConYract(P.C.T.)   Executive  Jet  Aviation-nonvot.ng  in^^  20,497    ^U,«/ 

p  Qj    Madison  Square  Garden,  23  percent   o.bs/   till— 

_____  195, 335            90,912  286,247 


GSC  and  Macco  total. 


Total,  nonrailroad  investment. 


'  82  percent  combined. 
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PENNSYLVANIA  CO-INVESTMENT  IN  BUCKEYE  PIPE  LINE  CO. 
[Dollars  in  thousands] 


Purchases 


Shares      Cut  (thousands) 


1963: 

1st  quarter..  

2d  quarter.  

3d  quarter  

4th  quarter  

Year  1963  total  

1964:   

1st  quarter..  

3d  quarter  

Total  holdings  

1964:  July  merger  plan— shares  exchanged  (100  percent')'. 


171,200 
28, 100 
4, 000 
633, 260 


836, 560 

54, 054 
1,815, 905 


2,  706,  519 
14,  000 


J5,  029 
891 
117 

22, 132 


28, 169 

1,859 
70, 265 


100, 293 
100, 293 


PENNSYLVANIA  CO.-INVESTMENT  IN  ARVIDA  CORP. 


Purchases 


1965:  3d  quarter  

1966: 

1st  quarter  

2d  quarter  

3d  quarter  

4th  quarter  

Year  1966  total. 


Total  (58  percent)     3  529  277 


Shares 

Cost  (thousands) 

3, 055, 877 

$18, 335 

128,  600 

1,  044 

225,  600 

1.  920 

91,700 

579 

27,  500 

168 

473,  400 

3,711 

22,  046 


A  cash  oavmpn  n  ss  ?  ^nnn       Jh»  ""^^  (as  shown  above-3d  quarter  1965  from  the  estate  of  A.  V.  Davis 

L  rfni?,7Th»  Mh;  e  in  ^as  made  and  a  note  given  for  the  balance  which  has  since  been  redeemed  from  funds  obtained  out  of  work- 
ing capital.  The  other  smaller  purchases  of  stock  were  made  in  the  market  for  cash  from  working  capital  sources. 

Pennsylvania  Co.  investment  in  Great  Southwest  Corp 
Purchases :  coMt 

Preferred  stock  $6,880,000 

(.ommon  stock   04 1  nn<t 

Convertible  bonds  "-II— I-'IIIILIIIIIIIIir  S' 000 

Total  investments   91  277  000 


PENNSYLVANIA  CO.  INVESTMENT  IN  GREAT  SOUTHWEST  CORP.  (INCLUDES  MACCO  CORP. 


Purchases  „,  Cost 

Shares  (thousands) 


Series  A  6  percent  cumulative  preferred  stock: 

1966  4th  quarter  (conversion  of  debt)   ,cn  nnn 

1969  2d  quarter  (10-for-i  split)......   --;;----;-;;-;;:!!:;.";.'.'.'.'.'.'::.':::':         a  150000 


$3, 500 


3,  500, 000  3, 500 

Series  A  6}^  percent  senior  cumulative  preferred  stock-  =======^= 

1967  4th  quarter....   „ 

1969  2d  quarter (10-for-i  split)  ^^^^^^^^'-^^^"---.^".".■.':.'.'."::.':.'::.'.'.':::;.':::::::::: —  45o'ooo 

iVJr.  r  7  i"^"^^"'  preferred  stock:  1969  2d  quarter  (Macco  merger  and  10-for-l  sp lit)  3  650  000  s?? 

Series  C  7.6  percent  cumulative  preferred  stock:  1969  2d  quarter  (Macco  merger  and  10-for-l  split)'.::."."    16  410  980  2, 367 

Total   = 


6, 880 
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PENNSYLVANIA  CO.  INVESTMENT  IN  GREAT  SOUTHWEST  CORP.  (INCLUDES  MACCO  CORP.) 


Purchases 


Cost 

Shares  (thousands) 


Common  stock: 

1963:  .  1,200  22 

1st  quarter     -  -   4  goo  66 

3d  quarter    ---  -  -  -  -   "  2,500  46 

4th  quarter   -  -  -       .  

„     ,o„    7,700  134 

Year  1963  --  -    ==^===== 

1964:  300  5 

1st  quarter  -  -    -  2,000  39 

2d  quarter        -  574,367  13,071 

3d  quarter  -  -    92  500  1,762 

4th  quarter        !  

„     ....    669,217  14,877 

Year  1964  ---  --  -  -  

1965:  53,455  1,082 

1st  quarter    V////////^^//S''.         32,640  681 

3d  quarter  (incVudes"2ld,2lVwa>}antsVt  a  Msf^^^   -—         25,450  3,153 

4th  quarter  -  -  -   " "  !  '-  

„     ....    145,345  6,123 

Year  1965  -    -  

1966;  6,731  278 

1st  quarter       13  ggg  579 

2d  quarter    -  -   j  200  41 

3d  quarter   ----  --  -  -   - 2' 800  83 

4th  quarter  -      -   

„   24,591  981 

Year  1966   -     ^==L==== 

1968:  3,100  149 

1st  quarter       - g  473  297 

4th  quarter           !  

12  573  446 

Year  1968      ' 

1969: 

1st  quarter:  577  303  15,268 

Macco  merger   --      - 8,060,950  21,304 

Do   -  --  --- 12  930  561 

2d  quarter (10-for-l  split)         l'400'610  25,211 

4th  quarter         '  

„     ,.-„   22,969,424  61,783 

Year  1969     -   -   =4==^==^= 

,  .  ,    23, 828, 850  '  84, 344 

Total  -  -    -     

'  82  percent.  ^^^^5 

The  initial  acquisition  of  3,500,000  shares  of  6  percent  cumulative  preferred  stock  was  the  result  of 't^^ 'i^S^o^^^i,"^^  ^^l^^^^  '^^ries^B 
anrt  ,  n  fnr  1  <:tnrk  <!nlit  In  connection  with  the  merger  of  Macco  into  Great  Southwest  in  March  1969,  3,btiU,uuu  snares  ot  iis  ^e'lei  p, 
"pt'ceMc°um^ll?ivVp''refe!red"stS^^^^^ 
percent  nonvoting,  A,  preferred  stock  was  purchased  from  working  capital  funds  in  December  19b/  and  suosequemiy  dujubicu 

controlling  interest  ,n  Great  Southwest  stock  was  made  in  the  3d  quarter  1964  by  the  Pif  ^-^"J, r;„'lVLamrfd'bv  tl,e%'n"a  0I 
market  for  cash  of  $13,071  with  funds  obtained  from  working  capital.  The  60-percent  interest  f,"^™"^'"';'!^^^"'^^^^^^ 
iqfi4  incrpased  to  75  percent  by  the  end  of  1966.  These  additional  purchases  of  stock  were  made  in  the  market  '0/  "sn  rrom  wof«"^ 
Japital  sources  In  DeceX  1968, 6  percent  subordinated  convertible  notes  of  $297  were  converted  into  common  stock  (as  shown  above- 

Tn'K  l'9l9"in'conntt[o^^  with  the  merger  of  Macco  into  Great  Southvvest,  577  303  shares  o|  co^^^^^^^^^  issued  to  tje 

Pennsylvania  Co.  In  April  1969,  Pennsylvania  Co.  converted  G^e^t  Southwest  series  D  41/2^^^^^  U^e "umber  of  common 

rtrSL^erb°yT2X,Ursh«a^  .fnVSf^^ 

Se^:ti^o?^:o^8^^s.^a^^ 

working  capital. 

PENNSYLVANIA  CO.— INVESTMENT  IN  MACCO  REALTY  CO. 


Shares      Cost  (thousands) 

Ptrchases   


Common  stock: 

1965:  8,000  $8 

3d  quarter  -    72  000  72 

4th  quarter    -  -    .  

.  ,  80,000  80 

Total        

Class  B,  6  percent  cumulative  preferred:  2  812  193  39,371 

1965:  4th  quarter   --        '   ^  

39,  541 

Total             

company  of  $40,000,000  of  bonds  of  the  transportation  company. 
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Perm  Central  Transportation  Co.  investment  in  Strick  Companies 

Purchases : 

Common  stock : 

1966  4th  quarter  (note — paid  in  cash  in  1967)   _    _    $4  200  000 

XT  .  ^^^Lo^^'^u^'"*''''   loisoolooo 

Note :  1968  4th  quarter   9  4;^7 

Total    24,437,000 

AMERICAN  CONTRACT-INVESTMENT  IN  EXECUTIVE  JET  AIRWAYS,  INC. 


Purchases 


Shares      Cost  (thousands) 


Common  stock: 
1965: 

K:^^;:::::::::::::;:::::::::::;::::::::::::::;::::::::::::::::::::::::  ^IZl,  ^-s^ 

Year  1965  total  _                                                                                w  <Uin  oti 

1966: 1st  quarter  (legal  fees)    I 

1967:  ======== 

2d  quarter  _    _                                                                ,  -.5  , 

4th  quarter.....  ._   iio;ooo  4 

'967  total                                                                                                 113,445  68 

-   -                                                     659.  405  345" 

Note:  The  acquisitions  of  common  stock  from  1965  through  1967  were  made  with  working  capital  funds. 

Advances:  1968-69   „ 

Notes:  1967...  _..    ==Tr 

Tntal     - -      Ij,  003 

    -    -      20:497 


PENN  CENTRAL  TRANSPORTATION  CO.-INVESTMENT  IN  MADISON  SQUARE  GARDEN  CORP. 


Purchases  ou        /<  1  ^.l 

Shares  Cost  (thousands) 


Common  stock: 

1968:  4th  quarter  _     2  315  55^  ^25,697 

1969: 

1st  quarter...  

2d  quarter    "  " " 

3d  quarter   -I.II""!"!!]'  

Year  1969   

Total  


85,756 

950 

18, 054 

200 

76, 728 

850 

180,  538 

2, 000 

2,  500, 202 

27, 697 

.,rh,„„r„f  V  """.<". '"-5"i=>'"0''  <"  maoison  bauare  Uarden  Corp,  was  made  in  December  1968  (as  shown  above  4th  Quarter  19681  with  thp 
PENN  CENTRAL  CO.,  INVESTMENT  IN  SOUTHWESTERN  OIL  &  REFINING  CO.,  AND  ROYAL  PETROLEUM  CORP 


Purchases 

Shares 

Cost 
(thousands) 

Percent 

Common  stock  (1970  1st  quarter)- 
Southwestern  Oil  &  Refining  Co 

$21, 083 

Total., 

5,114  ... 

26, 198 

100 

^nn  n^A  \1  '  f^enn  uenirai  00.  purchased 

ot  400,000  shares  of  its  $3  cumulative  preference  slock. 


GREAT  SOUTHWEST  CORP.-COMMON  STOCK 
PENNSYLVANIA  CO. 


Date    Purchased  from- 


Shares  Cost 


1964 

July    2  Hemphill,  Noyes  &  Co 

15   Rockefeller  Center  Inc'    2,500  $53,750 

15   First  National  Bank  of  D'alla's"    "   170,851  3,844,148 

15   Glore  Forgan,Wm.  R.  Staats  fnc    -  --  347,516  7,819,110 

22  do      -.  259,183 

Aug.  14  do     - -    2,000  41,500 

25  do..                                                           -   34,500  721,482 

 -  _.  2  nnn  in  nnn 
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GREAT  SOUTHWEST  CORP.-COMMON  STOCK-Continued 
PENNSYLVANIA  CO.-Continued 


Date    Purchased  from- 


Shares 


Cost 


Sept. 


Oct. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


.do. 


Nov.  17  do. 

18 

30 

Dec.  4 
1965 
Jan.  21 


Republic  National  Bank  of  Dallas. 
First  National  Bank  of  Dallas  


Feb. 
Mar. 


Apr. 


May 


June 


July 


Aug. 


14 
20 
20 
30 
3 
4 
10 
12 
19 
1 
9 

11  . 
21 
21 
23 
23 
6 
9 
13 
20 
3 
4 
4 
5 

12 
11 
25 
1 
1 

13 
16 
21 
23 
23 
4 

18 
19 
26 
3 
6 
13 
28 
28 
31 
1966 
Jan.  13 
Feb. 
Mar. 


Sept. 


Oct. 


Dec. 


Glore  Forgan,  Wm.  R.  Staats  Inc  

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc... 
Carrington,  Johnson  &  Stephens— Legal  fee.. 
Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc.. 

Glore  Forgan,  Wm.  R.  Staats  Inc   

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc... 

Glore  Forgan,  Wm.  R.  Staats  Inc  

 do     

 do    -  -. 

 do   -  

Silberberg  &  Co   

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc.. 

 do    

First  National  Bank  of  Dallas  

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc.. 

Glore  Forgan,  Wm.  R.  Staats  Inc   

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 

Glore  Forgan,  Wm.  R.  Staats  Inc  

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 
Carrington,  Johnson  &  Stephens— Expenses. 

Bruce  Benjamin.   

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 

Glore  Forgan,  Wm.  R.  Staats  Inc   

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc.. 

Eppler,  Guerin  &  Turner,  Inc   

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 

 do    

Glore  Forgan,  Wm.  R.  Staats  Inc  

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc.. 

Eppler,  Guerin  &  Turner,  Inc  

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc.. 

Glore  Forgan,  Wm.  R.  Staats  Inc  

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 

Eppler,  Guerin  &  Turner,  Inc  

 do     

Glore  Forgan,  Wm.  R.  Staats  Inc  

 do    

Eppler,  Guerin  &  Turner,  Inc   

 do    

Merrfll  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 

 do   -  

 do     

Eppler,  Guerin  &  Turner,  Inc   

Glore  Forgan,  Wm.  R.  Staats  Inc   

Eppler,  Guerin  &  Turner,  Inc  

Dewar,  Robertson  &  Pancoast   

Eppler,  Guerin  &  Turner,  Inc  

Glore  Forgan,  Wm.  R.  Staats  Inc  

 do      -- 

...do   

Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 

Glore  Forgan,  Wm.  R.  Staats  Inc  

 do   

...do    --   

 do    

 do    

 do  

Eppler,  Guerin  &  Turner,  Inc..  

Glore  Forgan,  Wm.  R.  Staats  Inc  


.do. 
-do. 
.do. 


9 
3 

11  Angus  G.  Wynne,  Jr    

24  Glore  Forgan,  Wm.  R.  Staats  Inc   

30  do...   

31  Pennsylvania  RR   

Apr.  11  Eppler,  Guerin  &  Turner,  Inc  

18  Glore  Forgan,  Wm.  R.  Staats  Inc  

21  Eppler,  Guerin  &  Turner,  Inc  

22   do    

May   3  do    

5  do    -  

9  Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc 

10  Eppler,  Guerin  &  Turner,  Inc  

12  Merrill  Lynch,  Pierce,  Fenner  &  Smith,  Inc. 

16  Eppler,  Guerin  &  Turner,  Inc  .- 

17  BIyth  &Co.,lnc  

18  do     

23  Glore  Forgan,  Wm.  R.  Staats  Inc  

June  20  Republic  National  Bank  of  Dallas.  

29   Eppler,  Guerin  &  Turner.  Inc  


2,000 
2,000 
4,000 
2,000 
2,000 
3,000 
2,  500 
2,000 
4,000 
2,500 
71,350 
10, 200 

24, 000 
9,555 


3,100 
1,500 
2,075 
2,000 
3,000 
3,000 
2,000 
1,000 
1,725 

240 
8,600 

200 
2,500 

500 
4,500 

200 


4,000 
600 
5,000 
200 
500 
700 
1,800 
1,500 
200 
500 
900 
4, 000 
900 
500 
600 
2,000 
5,500 
2,000 
3,000 
100 
350 
400 
1,500 
1,000 
1,000 
1,000 
500 
1,100 


5,000 
9,  500 
1,000 
1,000 
2,000 
1,000 
10, 100 
3,  000 
700 
500 

1,000 

1, 000 
31 

2,000 
700 

2, 000 

5,500 
430 

2, 500 
200 
590 
200 
100 
500 

1,300 
100 

1,200 
200 
40 
500 

5,000 

1,000 


39,  750 
39, 500 
77,500 
38, 750 
38, 500 
58, 125 
49, 062 
38, 750 
77,000 
48, 125 
1,355,650 
193, 800 

462,  000 
181,618 
3,794 
58,923 
32,813 
47,300 
45,500 
68,625 
67,125 
44, 000 
21,500 
37,147 
5,140 
163,400 
4,307 
54,062 
10,766 
96, 896 
4,j07 
965 
85,000 
12, 844 
106,875 
4,231 
10, 625 
15,161 
38, 986 
32,250 
4,281 
10,812 
19,607 
80, 000 
19,266 
10,688 
12,900 
47,000 
129,938 
46,750 
70, 500 
2,456 
8,554 
10,327 
40,500 
25,375 
27,312 
27,625 
13,875 
29,  975 
2,550,000 
158, 609 
326, 421 

34,  250 

35,  500 
78,  000 
39,  000 

385, 618 
107, 500 
24,  850 
17, 375 

38,  500 
41,000 

1,193 
84, 901 
29,  400 
83, 500 
231,  000 
18,  006 
104,  688 

8,  279 
24, 780 

9,275 

4,642 
23,210 
61,100 

4, 391 
50,650 

8,480 

1,700 
20,752 
200, 000 
39,000 
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GREAT  SOUTHWEST  CORP.-COMMON  STOCK-Continued 
PENNSYLVANIA  CO.-Contlnued 


Date     Purchased  from- 


Shares 


July    5  Glore  Forgan,  Wm.  R.  Staats  Inc   500 

25   Eppler,  Guerin  &  Turner,  Inc     jnn 

Sept  19  Glore  Forgan,  Wm.  R.  Staats  Inc   inn 

Oct.    3   Yarnall,Biddle&Co      200 

3  Glare  Forgan,  Wm.  R.  Staats  Inc     1  OOO 

1°   "ill!"!:::"::::::::::  uoo 

mf  -    600 

Dec.   9  Conventional  6  percent  notes   g  473 

1969  ' 

Mar.  21   Received  in  exchange  for  Macco  securities  at  time  of  merger  info  GSC   1,383,398 

"■■o'^l      2, 234, 724 

Apr.  21    10  for  1  stock  split  __   22  347  240 

Dec.  31   Exchange  of  debt  held  by  Pennsylvania  Co.,  for  stock!::::::::::::::::::::::::!"^^""'.'.",".'  i,'40o[  610 

'■'o'^'     -  -  -   23,717,850 


Cost 


19, 500 
10,275 
11,900 
6,000 
29, 750 
29,275 
17,700 

357,101 

36, 570,801 

59, 085, 458 


25,210, 980 


84,296, 438 


PENNSYLVANIA  RR.  CO. 


Date 


Purchased  from— 


Feb.  26,1962 
July  25,1963 
Dec.  20, 1963 
Dec.  23,1963 
Dec.  27,1963 

 do  

Jan.  3,1964 
June  19, 1964 
June  25, 1964 
IVlar.  8,1965 
Jan.  18,1968 
Jan.  31,1968 
Mar.  29, 1968 
 do  


Glore  Forgan,  Wm.  R.  Staats  Inc  

 do  

Yarnall,Biddle&Co   

Hemphill,  Noyes  &  Co   

Glore  Forgan,  Wm.  R.  Staats  Inc  

Brooke,  Sheridan,  Bogan  &  Co.,  Inc 

Fulton,  Reid  &  Co..  Inc   

VIore  Forgan,  Wm.  R.  Staats  Inc 

 do.  

 do...  

..-.do..  

....do   

....do..   

Eppler,  Guerin  &  Turner,  Inc  


Total, 


Mar.  31, 1966  Sold  to:  Pennsylvania  Co. (Proceeds— $23i:do6)V 


Apr.  21,1969 


10  for  1  stock  split. 


Shares 


1,200 
4,000 
500 
500 
1,000 
500 
300 
1,500 
500 
500 
1,000 
1,000 
500 
600 


Cost 


$21, 900 

66, 000 
9,250 
9,250 
18, 500 
9,250 
5,550 
28.975 
9,812 
11,250 
43, 500 
43,000 
28,  500 
33,  800 


13,600 

338,  537 

5,  500 

100, 387 

8, 100 

238, 150 

72,900  .. 

81,000 

238, 150 

GREAT  SOUTHWEST  CORP. 

Date:  Purchased  from— 


Shares  Cost 


SERIES  A  SENIOR  6}^  PERCENT  PREFERRED  STOCK 
Penn  Central  Transportation  Co.: 

October  3, 1967:  Great  Southwest  Corp    cn  nnn         «nn  nnn 

April  25. 1969: 10  for  1  split   :.::!!::!!:!::::::  ■  mooo 


450,000 

Total     


  _       500,000  500,000 

,  .  SERIES  A  6  PERCENT  PREFERRED  STOCK  ^^^^^^^^"^^^^^ 
Pennyslvania  Co.: 

July  15,  1966:  Great  Southwrest  Corp   nnn         i  cnn  nnn 

April 25. 1969: 10  for  1  split   i!!!!!!::;::!:::!:::!!":" " ^  ?^n'nSS  3.500,000 


3,150, 000 

Total    — 


         3,  500, 000         3, 500, 000 

Pennsylvania  Co.:  ''''''  '  '  '''''''  ^'^'^^  — __ 

March  21, 1969:  See  note......       ,  5,2.859 

SERIES  C  7.6  PERCENT  PREFERRED  STOCK 
Pennsylvania  Co.:  March  21. 1969:  See  note     Ig  ^jo  ggo  2,367.042 

Note:  Received  in  exchange  for  Macco  securities  at  time  of  merger  into  Great  Southwest  and  adjusted  for  10  for  1  split. 
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ARVIDA  CORP.-PENNSYLVANIA  CO.  PURCHASES 


Qgte  Shares  Cost 


Purchased  from:  ,  „„„  <,aa 

Aug.  19,1965        R.S.  Hudson  &  Co.,  Inc  --  -    ,  „.?'5?2  ,„???■  52? 

Sept.30,1965        Pennsylvania  RR....  -  -    ^''JH'nnn 

Jan.    7,1966        Glore  Forgan,  Wm.  R.  Staats  Inc    -   H.OOO  133,000 

Feb.  28,1966  .....do       8,000  62,000 

Mar.  31,1966        Andresen  &  Co    85,500  ^JJ'SS" 

Do      ...       Glore  Forgan,  Wm.  R.  Staats  Inc   -   6,000  ,fS'500 

Do.:.....       Silberberg&Co...  -  --  -  15,100  18,913 

Apr.  13,1966        Glore  Forgan,  Wm.  R.  Staats  Inc    2,000  6,500 

Apr.  20,1966        Carl  M.  Loeb  Rhoades  &  Co       -■-  1°S'222  on'S?2 

June  7,1966  .....do  .-    -  -   2,500  20,059 

June  9,1966         Dooly,  Gerrish  &  Co.  Inc....      15.600  124,800 

June  10,1966        State  Street  Investment  Corp   -  -   99,000  '?f°ij" 

Do                Silberberg&Co..     MOO  1,375 

June  14,1966         Dominick  &  Dominick    -    2.500  l3,Ub3 

June  21, 1966        Silberberg&Co..    -     2,600  20,150 

July    5,1966        Glore  Forgan,  Wm.  R.  Staats  Inc        f.500  19.UW 

i.^,°k\^v:::t::::::::::::::::::^^^^^^^     2,000  1000 

July  25,1966  .....do   -.-  ---  —  -    \.^°  ''O™ 

July  27,1966        BIyth  &  Co.  Inc       --  5,000  35.000 

Aug  24  1966        do                             .                          -     -  ■-    ---  J,  buu  <:j,  le/ 

Sept.  U966        Glore  ForganVwmrRVstaats  Inc    71. 700  *«'7ci 

Sept.  2,1966         BIyth  &  Co.  Inc..        -    4.000  26,250 

Oct.  27,1966        Cyrus  J.  Laurence  &  Sons...    -  -  ----  20,000  122,600 

Dec.  15,1966   do   -    5,000  30,650 

Dec.  28,1966        Silberberg&Co...    ---    2,500  IVDOO 

Total       3,529,277  $22,046,893 

PENNSYLVANIA  RR.  CO.  PURCHASES 


July  26,1965   Purchased  from:  Estate  of  A.  V.  Davis  -    3, 274, 428  $19, 646, 568 

July  26,1965        Stockton,  Whatley,  Davin  &  Co  '   -    -  -  ^?2,351  '•^3*.106 

Sept.30,1965        Pennsylvania  Co     3,052,077  18,312,462 

Totgl    __     3,274,428  $19,646,568 


MACCO  REALTY  CO.,  COMMON  STOCK-MACCO  DEVELOPMENT  CORP  (A  SUBSIDIARY  OF  PENNSYLVANIA  CO.) 


1,930, 665 

$27,  484,  548 

500 

7,  000 

700 

9, 948 

50 

712 

211 

2, 998 

80 

1,136 

745 

10,586 

200 

2,842 

25 

354 

40 

568 

135 

1,918 

6 

85 

28 

396 

30 

426 

805 

11,439 

50 

711 

57 

810 

50 

707 

100,  765 

Purchased  from: 

Oct.  15,1965         Tender  offer   -  -   

Oct   25,1965         Kidder  Peabody  &  Co..    

Nov.   1,1965        Glore  Forgan,  Wm.  R.  Staats  Inc     

Nov.   5, 1965   do   

Nov.   9. 1965  do  

Nov.  16. 1965   do    --     

Nov.  17, 1965   do      

Nov.  18.1965   do     

Nov.  24,1965   do     

Nov.  26,1965   do      

Nov.  30, 1965  ...do          

Dec.  2,1965   do   -  ---     

Dec.   3,1965   do   -  ---   

Dec.   7,1965   do    

Dec.   9,1965   do       -- 

Dec.  14.1965   do       

Dec.  17,1965   do      

Dec.  20,1965   do   -■-  - 

Dec.  23, 1965        Kindel  &  Anderson— legal  fees     

Dec.  15,1965   Cost  of  warrants  purchased  and  canceled: 

Mitchum,  Jones  &  Templeton    m'i'qs 

Kidder,  Peabody  &  Co       ill 

Jan    4,1966        Glore  Forgan,  Wm.  R.  Staats  Inc     "  -°° 

Jan.    6,1966   .do.    --   

Jan.  12,1966   do    

Jan.  14,1966  ...do      ,  ,.q  oi  oca 

Jan.  24,1966   do.....    -    2,243  Ji,338 

Jan.  25,1966   do    -    ,nn  ,  i,! 

Feb.    4.1966   do  ..-       -  }V"  J' g^o 

Feb.    9.1966   do   :.--:-y-.i   5217 

Feb    4, 1966        Printing  and  other  expenses  related  to  tender  offer   -- -  •'■ '  „ 

Feb.  28, 1966        Glore  Forgan,  Wm.  R.  Staats  Inc   " 

Mar.   4,1966   do     -    147 

Mar.  25,1966  do        1^  355 

29.1966   do   -    l^b 

Apr.    1,1966   do...  -  -    426 

AP/-  28,1966   do.  -.-    H5  1,634 

July  11,1966   do       129  227 

July  22,1966        Great  Southwest  acquisition  costs       


21  298 
342  4, 860 

150  2, 132 


Converted  into 


Great  Southwest  stock     1.937.800  27,883,229 
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SIX-PERCENT  CONVERTIBLE  SUBORDINATED  DEBENTURES  DUE  APR.  1,  1977-MACCO  DEVELOPMENT  CORP. 
(A  SUBSIDIARY  OF  PENNSYLVANIA  CO.) 


Date 


Par  value  Cost 


Purchased  from: 


Oct.  15,1965 

Tender  offer  

Oct.  18,1965 

Glore  Forgan,  Wm.  R.  Staats  Inc  

Oct.  21,1965 

 do.    

Oct.  22.1965 

 do    

Nov.  10, 1965 

 do  

Nov.  12, 1965 

 do    

Dec.    3, 1965 

 do    

Dec.    8, 1965 

 do    

Dec.    9, 1965 

 do.    

Dec.  30,1965 

 do    

Apr.  18,1966 

 do     

Apr.  26, 1966 

 do    

Converted  info  Great  Southwest  stock. 

$3,117,000 

J3, 796, 506 

4,000 

4,882 

11,000 

13,425 

7,000 

8,  544 

1,000 

1,221 

6.000 

7,323 

1.000 

1,220 

2,000 

2.436 

2,000 

2.441 

6, 000 

7.323 

1,000 

1.221 

10. 000 

12,205 

3. 168, 000 

3. 858. 747 

SIX-PERCENT  CONVERTIBLE  SUBORDINATED  DEBENTURES  DUE  DEC.  1  1978 


Purchased  from; 

Oct.  15,1965        Tender  offer   7  qm  nnn       ^  iic?  ci? 

Oct.  18,1965        Glore  Forgan,  Wm.R.  Staats  Inc.. " 4  000  7  962 

Oct.  22,1965        .  ...do..    j'oqo  6,'032 

Adjustment  for  interest   /«n\ 

Nov.  10,1965        Glore  Forgan,  Wm.  R.  Staats  Inc   5"o6o"  10  052 

SeciHgfis       t ■  -    -   loiooo  2o;io5 

June  ?'  9fifi               Ji--- - -  3,000  5,972 

June  2,1966   do      5  Ooo  9,952 


SIX-PERCENT  CONVERTIBLESUBORDINATED  DEBENTURES  DUE  DEC.  1, 1979 


BUCKEYE  PIPE  LINE  CO.-PENNSYLVANIA  CO. 


Date 


Converted  into  Great  Southwest  stock   2,980,000       5  924  318 


Purchased  from: 

Oct.  15,1965         Tender  offer..   qq'l  nnn       1  oia  ave 

Feb.  4,1966    Glore  Forgan,  Wm.R.  Staats  incv;:::::::::::;::::::::::::::::::::;::;:;:::::;      i;ooo  1.935 


Converted  into  Great  Southwest  stock     994,000       1,920  411 


Shares  Cost 


Purchased  from: 

Nov.  29. 1963        Delbay  Corp....    2m  <inn  K  n^7 

Ko:-l4'}963    «"'t^*sherrerd   '"S  ^■'11:111 

uZ.WMll    ::::do:::::::::;:::     I'Z  2\\il\ 

Nov,  20,1963        Glore  Forgan,  Wm.R.  Staats  Inc...  iVlnn  9887197 

Do.               Butcher  SSherrerd....                 """"   '"'SSS  '  dn 

Nov.  21,1963         Glore  Forgan,  Wm.R.  Staats  Inc.:                     " "   s7  R1K  9njdfifiR 

Do                 Butcher  &  Sherrerd                                                            " ^HiS  '  Tnne? 

Do                Provident  Mutual  Life  Ins.  Co     sf'Snn  1  sqn'nnn 

Nov.  22,1963        Butcher  &  Sherrerd....  " " q'c?? 

Nov.  25,1963         ....do...   "    P  9,5  6 

Nov.  26,1963         ....do      ^'^O"  69,9  4 

Nov.  27,1963         ....do                                       "     ,  9,517 

Nov  29  1963              do   " '  47,633 

Dec.    4.1963         Brown  Brothers  Harriman  &  Co    IflfiRan  5  74?'o« 

Do   Goldman,  Sachs*  Co...  " filln 

Dp                 Glore  Forgan,  Wm.  R.  Staats  Inc..;:;    ai'oSa  \m<  At 

Dec.  23,1963         Fiduciary  Trust  Co                                                                        - ?HSJ  '!ll'^nn 

Dec.  27,1963         The  First  Boston  Corp...                        " "   f??' 5°° 

Dec.  31,1963        Supplemental  Pension  Plan  (P.R.R.)::     onn  }  Ui  itn 

Do                 The  First  Boston  Corp...   " S?'?SS  ^■]A'iln 

Jan.    7, 1964         Massachusetts  Mutual  Life  Insurance  Co MOSi  1  8?8  719 

July  24,1964         Issuance  by  Pennsylvania  Co.  of  Its  4^^  percent  cumuiativ"e"pfefVrred'sYock"6t"$iOO"  '  .ojo. 'i^ 

par  value  per  share  to  various  holders  of  Buckeye  common   1, 815, 905  70  250  348 

  -  --  -   2,706,519   

July  25,1964        14,000  shares  of  New  Buckeye  issued  in  exchange  for  2,706,519  shares  of  Old  Buckeye  14  000 

Cost  of  surveys  and  documentary  stamps,  etc    '  li'esi 

Total   TTTZi   ~ 
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BUCKEYE  PIPE  LINE  CO.-DELBAY  CORPORATION  PURCHASES' 


Date 


Shares  Cost 


Jan  7   '"WurTses  were  made  from  Glore  Forgan.  Wm.  R.  Staats  Inc   |00        ^  $2S,  286 

Jan.  8   do  -  -   57  600  3,381,022 

Jan.  9   <10   800  47,284 

Feb.  14   do   lOC  5,920 

Feb.  15   do   900  53,266 

Mar.  8   do     lOO  5,895 

Mar.  U   <lo  --- -- 1,900  112,002 

Mar.  13   do    " 300  17,760 

Mar.  15   do   --   2  700  160,337 

Mar.  19   do   -  -   100  5,920 

Mar.  20   do                                              -   1  100  65,644 

Mar.  26   do       500  31,476 

Apr.          5   do._                    --       - 100  6,345 

Apr.  17   do    -    200  12.691 

Apr.  18   do.       100  6.345 

Apr.  19   do   -  - SCO  6,345 

Apr.  22   do        100  53,816 

Apr.  24   do    -    - 500  32,778 

Apr.  25   do  _  ----    ---   300  19,336 

Apr.  26   do   -     ICC  6,420 

Apr.  29   do.  -  -  - 100  6,445 

May          2   do.  -- eOO  38,672 

May          8   do.  -  - 900  315,825 

May  10   do  ----  - '  2OO  12,791 

May  20   do    - - goo  50,913 

May  23   do    --  - 700  22,067 

May  28   do      300  9,404 

May  31   do   -    94  900  _  

May  23  2  for  1  split  -   900  27,984 

June  10   do.     lOO  3,109 

June  11   do  -  -  -    1,000  30,842 

June        12   do                                                       - 200  6,118 

June        14   do.      ' 700  21,138 

June        17   do      ' 30O  9,027 

June        18   do  -  -  -    5,100  154,709 

June         19   do  -       200  6,018 

June         20   do  --    500  14,919 

Do         .   do       1  800  52,652 

July          3   do   -   - 1,700  50,083 

July         26   do   -   


Nov.        29  Sold  to  Pennsylvania  Co. 


203,300  6,037,221 


PENN  TOWERS,  INC.-PENNSYLVANIA  CO. 


Dec.  31,1963   Purchased  from:  P^nn  Towers,  Inc.  shareholders   :^\[\\\\\\VW\V.  3',600 


13, 200 

Dec  Jl  lyoa    ruitiidicu  num.  1  cm'  —   . 

Dec'  31  1964  Sold  to:  Penn  Central  Transportation  Co.  (proceeds,  Jl). 

9,  600 

Total...       


PENN  CENTRAL  TRANSPORTATION  CO. 


Purchased  from: 
Apr  27  1961        Penn  Towers,  Inc. 
Dec.  31, 1964        Pennsylvania  Co. 


Dec.  28,1965  Sold  to:  Tracco— Gateway,  Inc.  (proceeds,  $1) 


EVERGLADES  PIPE  LINE  CO.-BUCKEYE  PIPE  LINE  CO.  PURCHASES 


 77     ,  .  1,640  $164,000 

July  22,1957'  Purchased  from:  Original  issue  of  Everglades     


1  An  indirect  subsidiary  of  Penn  Central  Transportation  Co. 
>  Incorporated. 


6,000  »l 
3,600   


9, 600  1 
9, 600  1 


Exhibit  11 
News  Feom  the  Pennsylvania  Railroad 
For  Release  Friday,  July  24,  1964 

dent  of  the  pipe  line  company  announced. 
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Under  terms  authorized  by  the  shareholders  of  Buckeye,  each  share  of  Buckeye 

common  stock  has  been  converted  into  0.385  of  a  share  of  a  new  issue  of  4%  per  cent 
cumulative  preferred  stock  of  Pennsylvania  Company,  $100  par  value.  Pennsylvania 
Company  has  issued  699,123  shares  of  the  new  preferred  stock  for  the  1,805,905  shares 
of  Buckeye  stock  in  the  hands  of  holders  other  tlian  the  Pennsylvania. 

The  new  Pennsylvania  Company  preferred  issue  will  be  traded  on  the  New  York  Stock 
Exchange  beginning  Monday,  July  27,  and  trading  in  Buckeye  stock  will  be  discontinued 
then. 

Buckeye  shareholders  are  being  notified  in  a  letter  from  Mr.  Patterson  that  they  should 
send  their  Buckeye  certificates  for  exchange  to  Chemical  Bank  New  York  Trust  Company 
in  New  York,  which  has  been  designated  the  exchange  agent. 

Acquisition  of  Buckeye  was  described  by  Mr.  Saunders  as  "an  imiwrtant  step  in  a 
long-range  program  of  diversification"  for  the  railroad.  The  7,500-mile  pipeline  network 
distributes  crude  oil  and  petroleum  products  in  New  York,  New  Jersey,  Pennsylvania  Ohio 
Michigan,  Indiana  and  Illinois.  ' 

The  Pennsylvania  reported  last  November  that  it  had  purchased  about  30  per  cent  of 
Buckeye  shares,  and  terms  for  acquisition  of  the  remaining  shares  outstanding  were 
announced  February  6.  The  terms  were  accepted  at  the  Buckeye  annual  meeting  May  6 
by  93  per  cent  of  the  stock  voted.  The  transaction  was  approved  by  the  Interstate  Com- 
merce Commission  on  July  16. 

At  a  meeting  today  to  consummate  the  acquisition,  David  C.  Bevan,  chairman  of  the 
Finance  Committee  of  the  Pennsylvania,  reaflJrmed  that  Buckeye  will  continue  to  be  oper- 
ated as  a  separate  company  with  the  present  management.  He  and  Mr.  Saunders  recently 
were  elected  to  Buckeye's  eight-member  board  of  directors. 

Buckeye  reported  earnings  of  $2,346,163  or  870  a  share  on  revenues  of  $14  405  848 
for  the  first  six  months  of  1964.  The  company  has  declared  500  per  share  in  regular  divi- 
dends this  year  plus  a  final  dividend  of  16«f  per  share  payable  August  12  bo  shareholders 
of  record  July  23. 

Buckeye  has  announced  plans  to  spend  approximately  $10.5  million  to  expand  exist- 
ing pipeline  facilities  in  Pennsylvania. 

0.O-.  Buckeye  had  total  assets  of  $86.4  million,  long-term  debt  of 

$31.3  million  and  reported  1963  earnings  of  $4.7  million  or  $1.76  per  share  after  adjustment 
for  a  2  for  1  stock  split  in  May,  1963. 


Exhibit  12 
From  the  Pennsylvania  Railroad 
For  Immediate  Release,  Wednesday,  June  24,  1964 

Purchase  by  the  Pennsylvania  Company,  a  subsidiary  of  the  Pennsylvania  Railroad, 
Of  more  than  500,000  shares  of  stock  for  controlling  interest  in  the  Great  Southwest 
Corporation  of  Arlington,  Texas,  was  announced  today  by  Stuart  T.  Saunders,  chairman 
of  the  board  of  the  Pennsylvania,  and  Toddie  L.  Wynne,  chairman  of  the  Texas-based 
diversified  real  estate  development  firm. 

Great  Southwest  has  1,078,501  shares  outstanding  and  reported  earnings  of  $1  552  445 
or  $L44  a  share,  on  revenues  of  $13,307,085  for  the  fiscal  year  ending  last  Septembe^  30.' 
-the  Pennsylvania  s  purchase  represents  about  50  percent  of  the  stock 

The  principal  property  of  Great  Southwest  is  a  6,500-acre  industrial  park  midwav 
between  Dallas  and  Ft.  Worth.  The  company  also  operates  warehousing  facilities,  a  luxury 
motor  hotel  and  a  115-acre  family  recreation  area  featuring  ''Six  Flogs  Over  Texas  "  a 
Disneyland-type  amusement  park. 

The  chief  element  in  the  real  estate  complex  is  the  Great  Southwest  Industrial  Dis- 
.on^'^f  ^J"^""  ^^"^^  developed,  with  another  371  acres  partially  developed. 
liZl  rK  .^'^<?!J^tries,  many  of  them  operating  nationally,  have  plants,  offices  and 
other  facilities  in  the  district.  i  , 

Plans  are  well  advanced  for  development  of  240  acres  as  a  commercial  area  for  retail 
Shops,  including  a  100-acre  regional  shopping  center  with  approximately  one  million  square 
SanneV?o;%rpLt?onrS.''^  air-conditioned  mall.  The  first  stage  in  this  project  is 

«,«oS't.?!l°f,f'"'^  !fi^^  ^r^'^J'^  ^'""f  purchase  is  being  made  from  a  group  of  stockholders 
Rnliff.    n'^^J"*^^'^.^-  I"  addition  to  the  Wynne  interests,  one  of  the  group  is 

Rockefeller  Center,  of  New  York,  holder  of  170,851  shares  «  g  uup  la 

nro™  Saunders  called  the  investment  "a  major  step  in  the  Pennsylvania's  long-range 

?f  the  ^onfpany"'  ^  expressed  confidence  in  the  -'exceptional  growth  potential" 

"We  regard  the  management  of  Great  Southwest  as  excellent.  The  leaders  have  done 
an  outstanding  job  in  building  up  the  company,  and  we  are  glad  that  thev  will  continue 
to  be  associated  with  this  enterprise.  It  will  be  operated  as  a  separate  enTitv  We  do  no? 
contemplate  making  changes  in  the  operating  management,  although  we  wi U  have  repre! 
sentation  on  the  Board  of  Directors,"  Mr.  Saunders  said. 
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Exhibit  13 

Globe,  Foboan  &  Co.,  Jnteb-Office  Memobandum 

Febbuaby  18,  1964. 

To:  CJH 

Re :  Great  Southwest  Corp.  ^    #  i„*.*or 

T^^o..  \rr  HnrUrp-  Fnclosed  is  a  copy  of  the  draft  of  the  second  part  of  the  letter 
to  the  PR?  If  thtf  have  iot  already  Reived  a  copy,  it  might  be  worth  while  enclosing 
a  ionv  of  the  aerial  photograph  of  the  Dallas-Fort  Worth  area  which  I  have  also 
enclosLl  The  MSann  for  Prospective  Underwriters  which  we  used  in  connection  with 
the  la'^t  public  offering  might  also  be  helpful.  There  are  copies  in  your  files. 

Some  aspects  of  the  situation  which  might  be  included  in  your  section  of  the  letter 
could  be  the  experienci  of  the  railroad  in  industrial  property  management  through 
its  Indiistrial  DeveSnent  Department)  :  the  knowledge  of  the  Pennsy  of  distribution 
and  ?raSortanrn  methods  which  are  such  an  important  element  of  the  operations  of 
Great  Southwest  the  ability  of  the  PRR  to  use  its  contacts  to  accelerate  the  growth  of 
GSC  the  strong  cash  flow  plsitiou  of  GSC  so  that  it  would  not  be  a  drain  on  the  fanances 
of  PRR  the  stability  and  growth  of  GSC  operations  which  could  help  overcome  the 
Sclicaf  character  of 'the  railroad  business;  and  the  opportunity  to  participate  in  the 
gSwth  of  an  area  which  is  expanding  at  a  much  faster  rate  than  the  operating  territory 
of  PRR.  WDS. 

We  believe  that  an  appropriate  vehicle  for  your  initial  venture  in  real  estate  invest- 
ment would  be  the  common  stock  of  Great  Southwest  Corporation  (GSC).  This  company 
S  deN^ping  approximately  5.700  acres  of  land  located  midway  between  Dallas  and 
Fort  WoTth.^exas,  about  16  miles  from  the  business  center  of  each  city_ 
deal  of  background  information  on  GSC  is  already  available  to  you  in  the  1963  annual 
report  and  prospectus,  we  will  summarize  here  only  the  principal  elements  of  the  situation 
which  make  it  appear  particularly  attractive. 

BASIC  POLICY 

As  you  know,  the  prime  objective  of  the  company  is  appreciation  in  the  value  of  its 
land  and  buildings  and  realization  of  a  higher  rate  of  return  on  its  investment  as  a  result 
of  this  appreciation.  All  elements  of  the  development  program  are  designed  to  promote 
these  values  while  retaining  ownership  of  the  increasingly  valuable  real  estate.  By  means 
of  its  development  program  and  through  emphasis  of  lease  rather  than  sale  transactions 
Great  Southwest  anticipates  developing  a  substantial  cash  flow  without  resorting  to 
liquidation  of  its  properties. 

LOCATION 

The  Company's  properties  are  well  situated  to  take  advantage  of  recent  growth  in 
the  Dallas-Fort  Worth  area.  During  the  decade  from  1950  to  1960  the  population  of  Dallas 
County  increased  54.8%  and  Tarrant  County  (Fort  Worth)  49.1%  while  for  the  Lmted 
States  the  increase  was  only  18.5%.  During  this  period  Dallas  had  the  fourth  fastest 
and  Fort  Worth  the  ninth  fastest  growth  rates  among  the  40  largest  cities  in  the  «>unty- 
The  population  of  the  two  towns  in  which  the  company's  properties  are  located  Arlington 
and  Grand  Prairie,  increased  482.1%  (to  44.775  persons)  and  108.2%  (to  30.386  persons), 
respectively,  during  the  1950's.  It  appears  that  this  growth  is  continuing  at  a  rapid  rate. 

The  properties  are  strategically  located  with  regard  to  transportation  facilities.  The 
principal  highways  connecting  Dallas  and  Fort  Worth  serve  the  District  The  Chicago, 
Rock  Island  &  Paciflc  Railroad  and  the  Texas  &  Pacific  Railway  are  connected  through  the 
propertv  bv  the  Great  Southwest  Railroad.  Greater  Southwest  International  Airport  (for- 
merly Amon  Carter  Field)  and  Love  Field,  the  principal  airports  for  Fort  Worth  and 
Dallas,  are  located  approximately  five  and  15  miles,  respectively,  from  the  center  of  the 
company's  development. 

INDUSTRIAL  DEVELOPMENT 

The  company  has  made  excellent  progress  in  its  industrial  development  program.  In- 
dustrial lease  income  has  increased  from  .$152,000  in  fi.«cal  1960  (year  ended  September  30) 
to  $249  000  in  fiscal  1961,  $396,000  in  fiscal  1962  and  $639,000  in  fiscal  1963.  Among  the  more 
than  100  present  occupants  of  the  industrial  district  are  such  well  known  companies  as 
Armour  Bell  Aerospace,  Borg-Warner,  Container  Corporation,  Fieldcrest  Mills,  General 
Aniline  &  Film.  General  Foods,  Ling-Temco-Yought.  National  Cash  Register,  Sperry  Rand, 
Sun  Chemical,  U.S.  Steel,  Westinghouse  Electric  and  Xerox. 

eecbeation  pabk 

The  park  has  been  extremely  successful  in  accomplishing  the  objectives  for  which  it 
was  designed :  namelv,  providing  a  cash  flow  to  permit  accelerated  industrial  development 
and  creating  a  large  "flow  of  traffic  to  the  property  with  the  attendant  advertising  value.  It 
is  anticipated  that  this  project  will  hasten  development  of  the  commercial  aspects  of  the 
property. 
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MANAGEMENT 


The  management  has  the  broad  experience  essential  to  the  orderly  development  of  an 
operation  which  has  become  as  diverse  as  that  of  GSC.  Each  activity  is  directed  by  men  of 
extensive  experience  who  appear  to  possess  the  ability  to  capitalize  on  the  potentials  in- 
herent in  these  well-located  projjerties.  The  nianajrement  jrroup  combines  both  youth  and 
experience.  None  of  the  principal  officers  of  the  company  are  over  SO  years  of  ajie 


FINANCIAL 


GSC  has  made  substantial  progress  in  its  development  program.  Revenues  and  earnings 
In  all  segments  of  the  Company's  oiwration  improved  during  fiscal  19G3.  Net  income  in- 
creased from  p6;124(;  ($.53  per  share)  in  fiscal  1962  to  $l,r,62,4r,5  (.$1.44  per  share)  in 
fl.scal  1963.  Federal  income  taxes  were  not  payable  in  either  year  as  a  result  of  prior  years' 
i^^f/-.  ^^^"f^l  Operating  cash  flow  (net  income  plus  depreciation)  increased  from 

I?l,23fe897  ($1 15  per  share)  in  fiscal  1962  to  $2,401,503  ($2.23  i)er  share)  in  fiscal  1963 

At  the  end  of  fiscal  1963  the  working  capital  of  the  company  was  $3,465,000  compared 
with  a  working  capital  deficit  of  $22,000  at  the  end  of  fiscal  1962.  Because  of  the  strong 
financial  position  and  cash  fiow  of  GSC,  the  company  does  not  anticipate  additional  external 
financing  in  the  foreseeable  future  except  for  mortgages  on  newly  improved  properties 
Such  improvement  mortgages  generally  are  self-sustaining  in  that  lease  rentals  are  more 
than  sufficient  to  cover  the  debt  service  requirements. 

CURRENT  EVALUATION 

""T^-^^  "'"'''^^  ^«  ^^'out  $2,000  per  acre.  Most  of  this  land 

was  purchased  in  19o6  and  is  carried  on  the  balance  sheet  of  the  company  on  the  basis  of 
by  ckr7nr\T-  '"^"^  ^f"^  ^^'''^  ^  ^'^^^     approximately  $20  million  had  been  spen' 

other  facnitles%hereon'!'"'''         ^P'-o^ement  of  land  and  the  construction  of  buildings  and 

showed'^  hnnt"vo,°"^'""'  properties,  the  September  30,  1963  balance  .sheet 

buildii;  fhP  rJl?K        '^"^  "^'^^^^  all  under  leased 

nn  In  f  ■  !l^^/^"f«ti"n  park,  warehouse  facilities,  the  Inn  and  other  completed  projects 
ilO^        r  '""f  '»a^'^-.Ba^^d  shares  outstanding  at  the  end  of  fiscal  1963,  each 

cb.T  nf  ilT  f  appreciation  in  land  values  which  has  occured  since  the  original  pur- 
aDDroxrmafp?^«4  r.n"  average  cost  of  $2,000  per  acre  would  result  in  an  addition  of 
an  Tnnrr/ntfn^  underlying  equity  of  the  stockholders.  This  attributes 

Jesu^fo^  ^ptt^^r  }  and  assumes  no  increase  in  the  value  of  building  equities  as  a 
result  of  debt  retirements  or  other  means 

of  the  wooertv'oJ'rsr  •  P^^^P^^^^  Counselors,  Inc.  of  Dallas,  Texas  conducted  appraisals 
of  thP  nrrifnf Of  GSC.  The  conclusions  which  they  reached  were  that  "the  aggregate 
^a?fn  excls,  n7«--  '  "f/'^^^nnted  use  values,  i.e.,  market  value"  as  of  August^!,  1959 
owned  f^tZr  ^  an  average  of  more  than  $7,000  per  acre  for  the  land  then 

owned  by  the  Company.  This  appraisal  developed  certain  of  the  "market  values"  based 
upon  assumed  land  uses  which  may  or  may  not  be  dilTerent  from  those  ult  n L^te Iv  decS 

ioT  and'o"ne'harf  1?'  ^'"^^^''V.'?^  ^"'^"'"^'^  -^^th  $7,0^0  per  ac'e  nov^^ 

lour  and  one-half  years  later,  this  would  mean  that  the  underlying  value  ner  share  of 

fai?es)Tr  $32.43^'-''  ^'"^  ^'"•'^  ^''^''''^^  ^'-^  assumed  appreciatTo;  t  land 
as  a'^^eMllTofThf  1^-^  imdoubtedly  has  increased  substantially  in  value  since  1959 

SL?ise  Ta  UP  for  thrrY"  .*!r^l"P"^^"t  Although  it  is  difficult  to  determine  a 

precise  value  for  the  land  without  a  complete  apprai.sal,  current  sales  activity  of  the 

nTstri';i'nro7ert         tt*         ""'"''f  ''''  """^'^"'^  at  which  non'frontaS 

Prnm  .A;  P'^^'P*^'^*-^  ^n  the  primary  development  area  is  being  sold  is  $17,400  per  acre 

indiStrTanrnd  wnT.lsX'"'"™'  the  end  of  fiscal  1963  The  average  sales  pr^ce  for 
DeffcrP  fir  thp  iQ  !  F-^""  ^""^  '^'^^^  ^^^^  the  average  sales  price  was  .$21,674 

$85(^  npr  ncrp  1^,/^ansac  lons  that  year.  Prices  have  ranged  from  $7,000  per  acre  to 
fSp^r.^         ^  7  """"^^  ^ales  made  at  less  than  $16,000  per  acre  At  the  present 

Xred  forTle  .  y  ZTl  ^^^^^  Southwest  Industrial  D^lrlct  is  beLg 

nm-p   T»pn  ,   •   i'?'"  J**  P""^^^  ranging  from  about  $20,000  per  acre  to  $.35  000  per 

acre.  Recent  sales  of  land  in  the  immecliate  vicinity  of  the  Company's  propS  ies  hive 
been  made  at  prices  sub.stantially  above  the  minimum  selling  price  of  GS™nd 
i=  oJn-  ^  foregoing,  we  believe  that  the  common  stock  of  Great  Southwest 

IS  selling  at  a  substantial  discount  from  the  value  of  the  underlying  properties 

FUTURE  POTENTIALS 

fi,p  J*  appears  likely  that  industrial  growth  of  the  Dallas-Fort  Worth  area  will  continue  in 
^r  J.l  fl'      f ''"^      l^'  Tl^^  economics  of  regional  distrtMiti^n  centers  m  " 

Jud.1no*^'™r  f '"""^       ^^"'^  l«^ations  should  become  even  mSre  Ses^ing 

Judging  from  the  experience  of  other  industrial  districts  in  Dallas  and  Fort  Worth  fhirim' 
proving  demand  will  permit  higher  prices  for  land  to  be  sold.  Si^ce  La^e  incomfSf  gIc^^^ 
based  primarily  upon  a  predetermined  rate  of  return  on  the  retail  t4l up  nfTLf  «nv  if 
SmSny.         ^'^"'^  ^^'^^^^^^      '""^  ^^^"^  on^^'and^eUgotiated  t  ses^"J  the 
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As  mortgages  are  paid  off  the  company's  equity  in  improvements  will  be  increased  After 
amortization  of  a  mortgage  is  completed  the  company  will  own  outright  a  building  in 
wmoh  U  has  invested  no  capital  and  whose  value  may  be  at  or  near  the  original  cost  of  the 
building  At  this  point  GSC  may  find  it  advisable  to  refinance  the  mortgage  in  connection 
wUh  a  new  or  extended  lease.  Great  fiexibility  exists  in  the  actions  which  might  be  taken 
in  view  of  the  circumstances  at  a  particular  time. 

Fiscal  1964  pre-tax  earnings  for  GSC  are  expected  to  exceed  those  of  fiscal  1963  sub- 
stantially. While  it  is  unlikely  that  this  performance  can  be  continued  indefinitely  it  does 
appear  that  both  net  income  and  operating  cash  flow  should  progress  in  an  entirely  satis- 
factory mannen^  we  believe  that  the  properties  of  Great  Southwest  are  well  located  and 
well  managed  and  that  the  current  market  evaluation  of  the  company  s  common  stock  does 
not  take  into  consideration  either  current  values  or  the  substantial  potentials  which  are 
inherent  in  this  situation. 

Very  truly  yours,  ^ 

PROFIT  AND  LOSS  PROJECTIONS 
[In  thousands  of  dollars] 


1962 


1963 


1964 


1965 


1966 


1967 


Salefr.'////;;/////////////.'-'--"-----  ^835  300  250  250  250  250 

T„*,i  2I45        2;^8i        xm        U35  4^218 

Gsccolgl'::::::::::::::::::::::::::      uqs      1:873      tm      2,m      2,771  3,166 

Pre-tax  net   540  708  1,117  1,237  1,447  1^ 

250  724  805 

^""Netprom:::;:::::::::::::::::: mo m 1:117"       987       723  sos 

I  Includesleasei  ncome  from  GSW  to  IIP.  Inc.,  as  follows:  $152,000  In  1962  and  $190,000  from  1963  through  1967;  also  includes  GSC 
nfficB  rental  to  IIP  Inc  as  follows:  $23,000  in  1962  and  $37,500, 1963-67.  ,      »->  tc  «        fj  i;n  «  "in 

cent  of  1965;  1967  =  102  percent  of  1966. 

!  Pxcludl?  ren^aTpa^d  to  '^^I'f^^l^fUo.e^  and  assumes  gross  revenues  of  $3,000,000  in  1964  and  1965.  $3,500,000  In  1966. 
and  1967  plus  a  5  percent  pre-tax  profit  margin  in  1964  and  TO  percent  196b-6/. 

!  ?^7^rlrpVenf  o^KsVoO^S^g^^^^  No.  1  above)  and  assumes  a  per  annum  amount  to  cover  .ddi- 

tional  «  depreciation,  fosu^anc^:  tlxel'ala^fJs'rd  wages,  eTc,  equal  to  76  percent  of  the  annual  lease  income  increase. 
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LIPASE  RrilNTAL  INCOME  AT  FISCAL  YKAR-ENO 


1959  '60 


'61      '62      '63      '64      '65      '66  '67 
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EXPLANATION  OF  CHART 


Curve  "a"  plots  actual  lease  income  as  of  September  30th  of  each  year.  1958  through 
1962  and  estimate<l  amounts  1963  through  1967.  This  curve  does  7wt  include  intercompany 
transactions,  such  as  rent  from  GSW  and  GSC  to  IIP,  Inc.  Of  ^IT.l.OOO  in  1962  and  $227,500 
1963-67.  Curve  "a"  indicates  the  following  (in  $000"s). 

1958—  40 

1959 —  84  an  increase  of  110% 

1960—  152  an  increase  of  81% 

1961—  248  an  increase  of  63% 

1962 —  400  an  increase  of  61% 

1963 —  568  an  increase  of  42% 

1964 —  820  an  increase  of  44% 

1965 —  1,120  an  increase  of  37% 

1966—  1,480  an  increa.se  of  32% 

1967 —  ^2,000  an  increase  of  35% 

Curve  "b"  plots  the  addition  of  intercompany  rents  from  1962-67.  For  instance,  1962 — 
575  ;  1963—796  ;  1964—1,048,  etc. 

GREAT  SOUTHWEST  CORP.,  ANALYSIS  OF  DISCOUNTED  PRESENT  VALUES,  AS  OF  SEPT.  30, 1962 


Market  Discount 
value  Market  value 


Land  acquired  prior  to:  Acres  acre  value         Discount  acre  Total 


North  property: 

^"VrZlT'^'                      -  "-6  530.000  $1,488,000                H  KO.  000  $?■  920, 000 

Nonfrontage:;::::::;::. m.s  u.m  3,229,440        h  12.000  2,227,200 

Not  fully  developed,  but  in  present 

^'FrXf'™'  114. 6  27,500  3,151,500                ^  13,750  1.575,750 

Nonfrontage:;::::;;::::::::::  508.4  14:900  7,575,160         h  7,450  3,787.58o 

Not  fully  developed  and  in  future 

'^'prXf'''''^'''"'  82.1  15,000  1,231.500                %  7,500  615.750 

Nonfrontage;;:;;;;;:::::;:;;;  1,190:75  12,000  14.289. 000   6,000  7,144.500 

Total   ----   2,131.06    30,964,600  ..   16,342,780 


Less  applicable  purchase  money  -j.^  .g, 

mortgage  -   -  ----  ^'^^^ -  --  

T„t,i                                       2  131  06  30, 682. 407    16. 060. 587 

6flaL°lnd' " 05:   20:o6o'  2  100  000                 H           10,000  1,050.000 

'"lUrlments  aYsb  percVnV/.::.-..^   ,  4.  000  000     3,    0  0 

Value  of  leaseholds                               298.61            1,000  298,610  .   298,610 

•    Total  north  property   -   37.081,017     20.609.197 

South  property                                        ^956:65            TsOO  6:673:275  H  2^3^ 

Less  applicable  purchase  money  222  869 

mortgages..          [  

Total  south  property                        1.906.65                           6,673,275      4,227,252 

Value  of  Equities: 

""'percent'"".     2,600,000    1.300,000 

'^"dSe'''"''''''""''''.    46,354,292      26,136,449 


GREAT  SOUTHWEST  CORP.,  ANALYSIS  OF  DISCOUNTED  PRESENT  VALUES,  AS  OF  SEPT.  30.  1962 


Market  Market  Discount 

Land  acquired  subsequent  to                        Acres       value  acre  value         Discount       value  acre  Total 

''"'^NoUu'ny  developed.                               106.92           $8,000  $855  360     - 

Partiallvsubiect  to  overflow...                 436.94             1,500  655,410  }^  ---   


Partially  subject  to  overflow. 

Total  

Less  applicable  purchase.  Money 
mortgages  


Total. 


South  property: 

Not  fully  developed  

Less  applicable  purchase.  Money 
mortgages...   


Total   

Total  valuation  land  acquired  sub- 
sequent to   


543.86  .... 

74.6 

7,500 

559, 500 

74.6  ... 

618.46  ... 
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Exhibit  14  . 

[Minutes — N.T.C.  Board  of  Directors  meeting,  May  4,  1966] 

Board  of  Directors,  Wednesday,  May  4,  l!)(iG;  the  ("hairinaii  presented  the  follo\vin>; 
Cash  statement  as  of  April  30,  1966  ; 

Final  operating  results  for  the  Quarter  ended  March  .31,  11)66,  compared  with  the 
same  period  of  last  year ; 

Income  statement  for  the  three  months  ended  March  31,  1!)66,  compared  with  tlie 
same  period  of  last  year ; 

General  balance  sheet  as  of  March  31,  liHiG ; 

Freight  traffic  situation  for  New  York  Central  Railroad  Company  and  Leased  Lines 
for  the  week  ended  April  30,  li)66  ; 

Freight  traffic  situation  for  Pittsburgh  and  Lake  Erie  Railroad  Company  for  the 
week  ended  April  30,  1966 ;  and 

Memorandum  of  Cars  Loaded  and  Receivetl  during  April  1966,  compared  with 
April,  1965 ; 
which  statements  were  placed  on  file. 

A  general  discussion  of  the  affairs  of  the  Company  ensued. 

The  President  asked  Mr.  Isaac  Grainger  to  report  for  the  Committee  apjwinted  at  the 
meeting  on  March  10,  1966  to  investigate  the  request  by  The  Penn.sylvania  Railroad  Com- 
pany that  this  Board  consent  to  an  anticipated  increase  in  the  aggregate  debt  of  the  Pennsyl- 
vania Group  of  companies.  Mr.  (irainger  read  the  report  of  the  Committee,  consisting  of 
Messrs.  Grainger,  Graham  and  Odell.  A  copy  of  the  report  was  submitted  for,  and  is  filed  as 
part  of,  the  minutes  of  this  meeting. 

Under  the  terms  of  the  merger  agreement  between  Pennsylvania  Railroad  and  New 
York  Central,  neither  company  could  increase  its  group  indebtedness  more  than  .$100,000,000 
above  the  December  31,  1961  ba.se  without  approval  of  the  directors  of  the  other  railroad. 
On  March  2,  1966,  Pennsylvania  advised  that  tlieir  new  indebtedness  was  not  in  excess  of 
$100,000,000  but  that  their  group  requirements  would  cause  an  increase  of  approximately 
.'?100,000,000  above  the  allowance  and  requested  the  Xew  York  Central  board  to  approve  this 
increase  (now  revised  to  $9.5,000,000).  Such  recpiest  was  submitted  to  the  Xew  York  Central 
board  on  March  10,  1966,  and  a  Committee  conipo.sed  of  directors  Graham,  Odell,  and 
Grainger  was  appointed  to  consider  the  appropriateness  of  the  proposal  and  recommend  to 
the  board  a  course  of  action. 

There  were  only  three  areas  for  the  Committee's  consideration : 

I.  Composition  of  the  group  indebtedness  above  the  merger  limitations.  Schedule 
attached. 

II.  The  major  causes  of  such  increase. 
III.  The  effects  of  this  excess  debt  incurrence  upon  the  merged  system. 
The  Committee  has  had  a  meeting  with  Chairman  Saunders  and  Finance  Committee 
Chairman  Bevan  of  the  Pennsylvania  Railroad  and  has  discussed  the  findings  with  General 
Counsel  Gray  and  Vice  President-Finance  Grant.  Since  such  meeting,  the  Conmiittee  Chair- 
man has  conferred  a  number  of  times  with  both  Pennsylvania  Railroad  representatives  to 
gain  additional  facts  as  well  as  to  clarify  those  given  at  the  conference.  Investigations 
have  been  made  to  learn  more  about  the  new  acquisitions  by  Pennsylvania  Company 
(holding  company  through  which  all  subsidiaries  are  held  for  the  Penn,sylvania  Railroad). 
Independent  opinions  were  exceedingly  favorable  for  the  Buckeye  property  and  for  the 
most  part  favorable  for  the  real  estate  acquisitions.  However,  questions  were  raised  over 
short-term  prospects  for  the  Arvida  properties,  and  there  were  negative  views  expressed 
in  connection  with  the  California  properties.  Therefore,  the  Committee  cannot  give  a  defini- 
tive appraisal  of  the  over-all  diversification  program  of  the  Pennsylvania  Company.  While 
there  is  a  feeling  that  real  estate  investment  at  this  time  would  not  be  the  Committee's 
choice,  nevertheless,  it  has  confidence  in  the  judgment  of  its  partners  in  the  merger. 

It  is  the  Committee's  view  that  while  the  unexpected  $65,000,000  cash  from  the  sale  of 
the  Long  Island  Railroad  may  have  been  put  to  different  use  by  the  Xew  York  Central 
directors,  the  contemplated  borrowings  in  excess  of  the  merger  limitations  are  not  suffi- 
ciently significant  or  adverse  to  the  interests  of  the  merged  systems  to  cause  the  directors 
of  New  York  Central  to  decline  the  Pennsylvania  Railroad's  request.  To  do  so  would  cause 
a  default  in  tlie  merger  agreement  witli  a  resulting  collapse  of  the  merger  on  the  eve 
of  its  consummation.  The  benefits  of  consummation  far  outweigh  anv  possible  adverse 
results  from  investments  made  by  the  Pennsylvania  Railroad  especiallv  when  neither  the 
Railroad  nor  its  wholly-o«-ned  subsidiary  is  responsible  for  anv  of  the  debts  incurred 
through  investment  acquisitions. 

We  therefore  recommend  that  the  request  of  the  Pennsylvania  Railroad  be  granted. 

R.  Walter  Graham,  Jr. 

Robert  S.  Odell, 

Isaac  B.  Grainger,  Chairman. 


74-924  O  -  73  -  35 
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Whereupon,  after  full  discussion,  upon  motion  duly  made  and  seconded,  the  following 
resolution  was  unanimously  adopted : 

Rebolution 

Whereas,  the  merger  agreement  dated  January  12,  1962  between  this  Company  and  The 
I»ennsylvania  Railroad  Company  (Pennsylvania)  provides  that  neither  party,  without  the 
consent  of  the  Board  of  Directors  of  the  others,  will  permit  an  increase  after  December  31, 
1961  of  more  than  $100,000,000  in  the  debt,  as  defined  therein,  of  the  party  and  its  majority- 
owned  subsidiaries  (excluding  The  Long  Island  R.R.  Co.,  Wabash  R.  Co.,  Lehigh  Valley  R. 
Co.  and  I'itt.shurgh  and  Lake  Erie  R.  Co.)  detinetl  as  a  Group ;  and 

Whereas,  Pennsylvania,  since  December  31,  1963,  has  acquired  a  majority  interest  in 
Arvida  Con>oration.  Buckeye  Pipeline  Con>oration,  Great  Southwest  Con)<>ration  and 
Macco  Realty  Company  which,  on  the  date  of  the  acquisition  of  said  majority  interest, 
those  subsidiaries  and  their  majority-owned  subsidiaries,  had  debt  outstanding  as  follows 
and  it  is  estimated  by  the  Pennsylvania  that  the  debt  of  each  will  be  increased  since 
acquisition  as  follows : 


Anticipated 
net  increase 
Debt  on      in  debt  after 

Company  acquisition  acquisition 

Arvida     ---  $36,514,000  i  $514,000 

Buckev'ePiDeUne    -  -----  35,741,000  21,259,000 

Great  SouthwesC^^^^^^^  "     23,045,000  16,955,000 

Macco     -  -  -  -  39, 358, 000  4, 642, 000 

-,-^{31   _._    134,658,000  42,342,000 


■  Decrease. 


Whereas,  it  is  estimated  that  the  Pennsylvania  Group  (other  than  subsidiaries  acquired 
after  December  31.  1961)  will  increase  its  debt  as  defined  in  the  agreement  after  Decem- 
ber 31,  1961  in  the  amount  of  $152,735,000  and  substantially  all  of  such  increase  will  be  the 
result  of  expenditures  for  equipment  and  other  transportation  purposes ;  and 

Whereas  the  anticipated  increase  in  debt  of  the  Pennsylvania  Group  other  than  sub- 
sidiaries acquired  since  December  31.  1961.  when  considered  with  the  debt  owed  by  such 
subsidiaries  at  the  time  of  acquisition  and  the  increase  in  the  subsidiaries'  debt  anticipated 
thereafter,  will  exceed  the  $100,000,000  limitation  provided  by  said  merger  agreement; 

^""^  Whereas,  Pennsvlvania  has  requested  the  Board  of  Directors  of  this  Company  to  con- 
sent, as  provided  in  Article  X  of  the  merger  agreement,  to  an  increase  of  debt  of  the  Penn- 

"^^^^  Now  therefore,  it  is  hereby  resolved  that,  in  accordance  with  Article  X  of  the  merger 
Agreement,  dated  .January  12.  1962,  between  this  Company  and  The  Pennsylvam 
Comnanv  this  Comnanv  hereby  consents  to  an  increase  in  the  debt  of  the  PennsyUania 
GrZp  as  definerin  s^id  Article  X,  in  the  amount  of  $195,077,000  in  exce.^  of  the  ag- 
S  'e  debt  of  such  Group  outstanding  on  December  31.  1961  and  outstanding  in  each 
fSdfarv  heretofore  acquired  since  December  31.  1961  on  the  date  of  such  acquisition. 

"^tit^ZlLTu^^^^^^^  cluly  made  and  seconded,  the  following 

'''''^S'^'Ztl^S^eof  $195,847  of  which  $119,223  is  chargeal.e  to  Capital 
AccouS  for  the  replacement  of  cross  ties  on  the  Canada  Division  durmg  the  year  1965, 

^MterTaJ^mS^^  the  following  resolution  was,  on  motion  duly  made 
and  seconded,  unanimously  adopted :   

Exhibit  15  on  -iock 

Makch  29,  1965. 

Mr.  Alan  T.  Brown, 
Sales  Administrator, 

'"'tTul  r:»"  ~f  r„  .vo,.  ...r  re.ar..„.  Mr.  a„a  Mrs.  Da.M  C.  Be™. 
•  "VSSe  SV„"  ,T;''"'„V  mS"S  "ir^ears.  I  a„  acquainted  w.th  ,he,r  ,v™ 

9i;-a^-f^^^^ 

—  SaT^ietJlSraS^^^^^^^^^ 

ness  community.  , 

Very  sincerely  yours,  Chables  J.  Hodge, 

Chairman,  Executive  Committee. 
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Abvida  Realty  Sales,  Inc., 

Miami,  Fla..  March  25, 1965. 

[Attachment  to  above  letter] 

Mr.  Charles  J.  Hodge, 
Glorc,  Forgan  d  Co., 
New  York;  N.Y. 

Dear  Mr.  Hodge:  Mr.  and  Mrs.  David  C.  Bevan  have  made  application  to  purcha.se  an 
apartment  in  Sabal  Point  Apartments,  a  condominium  located  in  Boca  Raton,  Florida. 
Arvida  Corporation  of  Miami,  Florida,  a  publicly  held  corporation,  is  the  sponsor  and 
Arvida  Realty  Sales,  Inc.,  a  wholly  owned  subsidiary,  the  the  exclusive  sales  agent. 

Mr.  &  Mrs.  Bevan  have  given  your  name  as  a  business  reference.  We  would  like 
you  to  give  us,  in  confidence,  specific  information  relative  to  character,  personal  habits, 
and  abilities  in  regard  to  compatibility  with  their  social  and/or  business  associates. 

We  apprwiate  the  information  which  you  may  care  to  furnish  concerning  Mr.  &  Mrs. 
Bevan.  We  feel  sure  also  that  they  will  appreciate  your  assistance  in  this  regard.  A  self- 
addressed,  stamped  envelope  is  enclosed  for  your  use. 
Sincerely  yours, 

Alan  T.  Brown, 
Sales  Administrator. 


Exhibit  16 
[Attachment  to  letter  below] 
Letter  from  Martha  Fonner  to  C.  J.  Hodge,  Sept.  29, 1965  and  attachments 

September  29,  1965. 

Mr.  Hodge:  Mr.  E.  K.  Taylor,  Six  Penn  Center  Plaza,  Room  1138,  Philadelphia,  Pa., 
called  re :  title  policy  on  Sabal  Point  Apartment.  The  Commonwealth  Title  is  the  parent 
CO.  of  Louisville  Title  Insurance  Co.  He  suggested  getting  standard  type  of  title  policy.  He 
is  doing  this  for  Dave  Bevan.  He  aslced  that  we  send  in  your  policy  to  him. 

M.F. 


rr,  October  5,  1965. 

Mr.  E.  K.  Taylor, 

Legal  Division,  The  Pennsylvania  Railroad  Co., 
Philadelphia,  Pa. 

Dear  Mr.  Taylor  :  Sorry  I  didn't  take  care  of  this  sooner,  but  Mr.  Hodge  has  been 
up  to  his  neck  and  I  just  got  around  to  telling  him  how  nice  vou  were  to  suggest  that  you 
would  take  care  of  getting  him  the  standard  type  of  title  policy,  which  vou  are  doing  "for 
Mr.  Bevan. 

Mr.  Hodge  wishes  me  to  convey  his  sincere  thanks  for  your  efforts  on  his  behalf 
Kind  regards. 
Sincerely, 

Martha  Fonner, 

Secretary  to  Charles  J.  Hodge, 

TPr^™.    T,-  m  Chairman,  Executive  Committee. 

iiiDwiN  K.  Taylor,  Esq., 

Attomey-at-Law, 

Philadelphia,  Pa. 

Dear  Mr.  Taylor:  Your  letter  of  October  14th  together  with  Mr.  Charles  J.  Hodge's 
of  «i  -Q^^o"n  P        covering  his  Sabal  Point  Condominium  apartment  in  the  amount 

or  ^4h,  (95.00  was  received  this  morning  in  his  absence. 

i.-cv,^,y  i?°^?,®T'^  ^^^^  grateful  for  your  kind  cooperation  and  efforts  expended  bv  you  in 
his  behalf,  and  I  wish  to  express  his  thanks.  ' 
Kind  regards. 
Sincerely  yours, 

Martha  Fonner, 
Secretary  to  Charles  J.  Hodge, 
Chairman,  Executive  Committee. 

Mr.  Charles  J.  Hodge,  Philadelphia,  Pa.,  October  14,  1965. 

Chairman,  Executive  Committee, 

Glare,  Forgan,  Wm.  R.  Staats,  Inc.,  New  York  N  Y 

Sincerely  yours, 

Edwin  K.  Taylor. 
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Exhibit  17 

[From  files  of  C.  J.  Hodge — "Pinnacle  Farm  Dlnner-Cafe-Boat,"  August  26.  1965] 

Glore,  F'organ,  Wm.  R.  Staats,  Inc., 

New  York,  N.Y.,  July  28,  1965. 
Messrs:  Bevan ;  Bevan ;  Bodman ;  Cannon;  Gerstnecker;  Hendrickson ;  Kling;  Sawin ; 
Seward  ;  Stevens  ;  Tiernan. 
The  26th  of  August  is  the  date  of  the  dinner  for  the  Pinnacle  Farm  and  their  guests. 
My  turn  has  finally  caught  up,  and  I  can  find  no  valid  way  of  getting  out  of  giving  the 
dinner  so  that  I  am  inviting  each  of  you  and  one  guest  to  a  dinner  at  Pinnacle  Farm  on 
the  26th  of  August. 

The  bar  opens  at  4  :00  P.M.  in  the  afternoon. 
Inspection  tour  4  :00  P.M.  to  6 :00  P.M. 
Cocktails  6 :00  P.M.  to  7  :00  P.M. 
Dinner  7  :00  P.M.  to  9 :00  P.M. 
Will  you  please  advise  me  at  my  oflBce  of  your  acceptance,  and  whether  or  not  you  will 
have  a  guest.  .    ,         ^         i.  • 

I  might  add  that  I  have  arranged  with  Oscar  who  owns  Delmonico  s  Restaurant  in 
New  York  to  put  on  a  superb  dinner. 

I  certainly  hope  that  all  of  you  can  attend. 

Charlie. 

[Attachment  to  above  correspondence] 

SiLVERFISH 

Bevan  D  C.  (Dave),  Room  1846,  6  Penn  Center  Plaza.  Philadelphia,  Pa. 
Bevan,  T.  R.  (Tom),  Duane,  Morris  &  Heckscher,  Land  Title  Bldg.,  Broad  &  Chesnut,  Phila., 
Pa  19110 

Bodman  W   (Warren),  Yarnell,  Biddle  &  Co.,  1528  Walnut  St.,  Philadelphia,  Pa. 
Cannon, 'f.  A.  (Bill),  1st  Boston  Corp.,  20  Exchange  Place,  New  York  5,  N.  Y. 
Gerstnecker  W  R.  (Bill),  Room  1334,  6  Penn  Center  Plaza,  Philadelphia,  Pa. 
Hendrickson.  W.  (Bill),  Welding  Engineers,  Box  391,  Norristown  Pa. 
Hodge,  C.  J.  (Charlie),  Glore,  Forgan-Wm.  R.  Staats,  45  Wall  St.,  New  York,  N.\. 
Kling  V  G   (Vince).  917  Corinthian  Ave.,  Phila.,  Pa.  19130. 

Sawin  B  F  (Ben).  Provident  National  Bank,  Broad  and  Chesnut  St.,  Plula.,  Pa. 

Seward  C  (Carroll),  Yarnall,  Biddle  &  Co.,  1528  Walnut  St.  Philadelphia,  Pa 

Strvens,  L.  M    (Larry),  Ho^blower  &  Weeks-Hemphill,,  Noyes,  1401  Walnut  Street, 

Philadelphia,  Pa.  ,     ^        ^  . 

Tiernan,  W.  F.,  Jr.  (Bill),  Franklin  Printing  Co.,  Bunting  Lane,  Primos,  Pa. 


Exhibit  18 

Hotel  Excelsior, 

Rome,  Italy,  Octoter  16,  1961. 

Mr.  David  Bevan, 
Financial  Vice  President, 
Pennsylvania  Railroad,  Phildelphia,  Pa. 

Dear  Dave  :  I  hope  that  you  received  my  cable.  thom  T  P<?tq  Wished 

T  met  with  the  Union  Bank  in  Zurich  and  I  was  quite  firm  with  them.  I  establisnea 
that  between  themselves  and  the  other  two  banks  they  control  one  million  tHree  hundred 
thousand  shares.  ^nanagement  of  the  Pennsylvania  was  the  best  in  the 

East  Slhat  the  solution  to  the  railroad  picture  in  the  East  was  one  of  mergers  and 
not  the  sel  ing  off  of  assets  further  related  to  them.  While  the  New  lork  Central  might 
have  sufficient  real  estate  holdings  the  Pennsylvania  had  done  all  they  could  with  their 
Jeal  eSate  holdings  and  that  their  Crown  .Jewel  was  the  North  Western  which  was  valued 

'  I°^*enf  JliTsome  of  the  possibilities  of  merger  on  a  confidential  basis  explaining  to 
them  tMt  mv  firm  was  in  the  middle  of  most  of  them.  I  then  told  to  Saacher  that  whoever 
had  been  pufnS  hhn  full  of  mis-information  obviously  could  not  ^'^.^f 
resDonsibi  itv  and  that  in  fact.  I  could  see  that  this  person  had  no  idea  of  ^^^t  ^e  ^as 
tXn-  about'  I  further  said  to  him  that  I  would  be  pleased  to  have  Saacher  a""te  me  to 
h  s  Snkown  verv  emphatically,  and  that  I  really  thought  that  the  Union  Bank  and  the 
others  were  handling  themselves  in  a  manner  which  gave  no  evidence  of  fundamental 

'-'''^lS^'^Z^''£l!~y  wei.  very  red-faced,  and  asked  me  to  assure  the 
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further  stated  that  the  Chairman  of  the  Board  and  the  Financial  Vice  President  would 
be  happy  to  come  to  Zurich  if  the  Bank  wante<l  them  to  do  so. 

Saacher  answered  me  by  saying  they  would  do  nothing  and  that  they  were  happy 
I  had  come  to  see  them  and  to  assure  you  again  that  no  steps  would  be  taken.  lie  further 
stated  that  he  with  one  of  his  a.ssociates  was  coming  to  New  York  in  tlie  early  i)art  of 
November,  and  would  at  that  time  like  to  meet  with  the  Penn.sylvania  management.  I 
said  that  I  would  provide  a  dinner  or  luncheon  wherein  this  m«x;ting  could  take  jilace. 

To  wrap  this  up  it  would  have  been  al)solutely  unnecessary  for  you  and  for  Jim  to 
have  come  to  Switzerland  after  my  conversation  with  them.  You  realize  I  am  sure  that 
with  the  usual  speed  we  have  served  your  railroad. 

In  the  meantime  I  am  having  a  very  good  time  excei>t  getting  a  little  fat. 

With  best  regards  to  all. 

Chabue. 


Exhibit  19 

SCHWEIZEBISCHE  BaNKOESELLBCHAFT, 

November  15, 1961. 

Mr.  Francis  N.  Rosenbaum, 

c/o  Messrs.  Ooodwin,  Rosenbaum,  Meacham  d  White, 
Counsellors  at  Law, 
Washington,  B.C. 

Dear  Frank  :  I  refer  to  your  letter  concerning  the  visit  of  General  Hodge  with  our 
Mr.  Saager.  Mr.  Saager  wants  me  to  tell  you,  that  the  meeting  with  General  Hodge  was 
very  short  and  that  it  should  not  be  too  largely  interpreted.  Mr.  Saager  assured  General 
Hodge,  that  our  bank  will  not  participate  in  a  Proxy  Fight. 

On  the  other  hand  we  had  of  course  some  interest  to  learn  General  Hodge's  points  of 
view.  It  is  important  to  know,  that  Mr.  Saager  gave  no  assurances  as  to  the  assisting  of 
the  present  Management  of  Pennsylvania  Railroad,  although  General  Hodge  offered  the 
bank  a  seat  in  Penna's'  Board  of  Directors. 

Mr.  Saager  has  not  yet  made  any  plans  as  to  his  next  visit  to  the  United  States. 
Sincerely  yours 

[Signature  illegible] 


Exhibit  20 

[From  files  of  C.  J.  Hodge,  Chairman  of  the  Executive  Committee,  Glore,  Forgan,  Wm.  R.  Staats  &  Co.] 

Dinner  Given  by  J.  Russell  Forgan  and  Charles  J.  Hqdge,  The  Links  Club- 
October  30,  1963 

Stuart  T.  Saunders,  Chairman,  Pa.  RR 

David  C.  Bevan,  Chairman,  Finance  Comm.,  Pa.  RR 

Herman  H.  Pevler,  President,  Norfolk  &  Western  Ry  JRF,  JFF,  CJH 

Thomas  S.  Gates,  Morgan  Guaranty  Trust,  23  Wall  Street,  N.Y. 

Henry  C.  Alexander,  Morgan  Guaranty  Trust,  23  Wall  Street,  N.Y. 

Wm.  H.  Moore,  Chairman  of  Board,  Bankers  Trust  Co.,  280  Park  Ave  N  Y 

Wm.  S.  Renchard,  Pres.,  Chemical  Bank  New  York  Trust,  20  Pine  St  ' 

Harold  H.  Helm,  Chairman  of  the  Board,  Chemical  Bank  N.Y.  Trust,  20  Pine  St 

wIshSgS'^D  C^^N  wT''''"^"''"^^  ^^''^  ^""^  &  Finance,  1818  H.  Street, 

L.  B.  Worthington,  Pres.,  U.S.  Steel,  71  Broadway  N  Y 
Robert  C  Tyson,  Chairman,  Finance  Comm.,  U.S.  Steel,  71  Broadway 
Wm.  H.  Lang,  U.S.  Steel,  71  Broadway,  N.Y 

?nhn  standard  Oil  Company  (N.J. )  30  RockefeUer  Plaza 

John  A.  Mayer  Pres.,  Mellon  Bank,  Mellon  Square,  Pittsburgh,  Pa. 
Orville  E.  Beal,  Pres.,  Prudential  Insurance  Company,  Newark 
Dudley  Dowell.  Pres.,  N.Y.  Life,  51  Madison  Avenue 
Cecil  J.  North,  Pres.,  Metropolitan  Life,  1  Madison  Ave  N  Y 
George  P.  Jenkins,  Fin.  V.P.,  Metropolitan  Life  Ins.  Co.,"  1  Madson  Ave 
w  ^'-P-  ^  Treas.,  Metropolitan  Lif4  Ins.  Co 

W.  Paul  StUlman,  Chairman  &  Pres.,  National  State  Bk,  Newark 
Robert  A.  Love,  Brown  Brothers  Harriman,  59  Wall  Street  N  Y 
^\  a  ter  E  Dennis,  Exec.  V.P..  Chase  Manhattan  Bk.,  1  Chase  Manhattan  Plaza 
'^^^'■S'^'^  St^^ley  &  Co.,  2  Wall  Street,  ^^^^za 
John  M.  Schiff.  Kuhn  Loeb  &  Co.,  30  Wall  Street  N  Y 
Albert  H.  Gordon,  Chairman,  Kidder  Peabody  &'co'..  17  Wall  St  N  V 

Harold  J.  Berry,  Harriman,  Ripley  &  Co.,  Inc.,  63  Wall  St.',  N.Y. 
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M.  J.  Warnock,  Pres.,  Armstrong  Cork,  Liberty  &  Charlotte  Sts.,  Lancaster,  Pa. 

Hobart  C.  Ramsey,  5  Delbarton  Drive,  Short  Hills,  N.J. 

George  J.  Leness,  Pres.,  Merrill  Lynch,  etc.,  TO  Pine  St.,  N.Y. 

George  Leib,  Chairman,  Blyth  &  Co.  Inc.,  14  Wall  St.,  N.Y. 

Charles  B.  Harding,  Smith  Barney  &  Co.  Inc.,  20  Broad  St.,  N.Y.  5 

Joseph  II.  King,  Eastman  Dillon,  Union  Securities  &  Co.,  15  Broad  St.,  N.Y. 

Frederic  H.  Brandi,  Pres.  &  Dir.,  Dillon  Read  &  Co.  Inc.,  46  William  St. 

Sidney  J.  Weinberg,  Goldman,  Sachs  &  Co.,  20  Broad  St.,  N.Y.  5 

Robert  Lehman,  Lehman  Brothers,  1  William  St.,  N.Y. 

Edward  K.  Van  Home,  Pres.,  Stone  &  Webster  Securities  Corp.,  90  Broad  St. 
Frederic  G.  Donner,  Chairman,  General  Motors  Corp.,  1775  Broadway,  N.Y. 
John  E.  Bierwirth,  National  Distillers 

Joseph  F.  Cullman,  III,  Pres.,  Philip  Morris,  100  Park  Ave.,  N.\. 

Lewis  A.  Lapham,  Chairman,  Bankers  Trust  Company 

George  A  Murphy,  Chairman,  Irving  Trust  Co.,  1  Wall  St.,  N.Y.  5 

R  E  McNeill,  Jr.,  President,  Manufacturers  Hanover  Bank,  40  Wall  St. 

Benjamin  J.  Sawin,  Provident  &  Trust  Savings  Bank,  Phila.,  Pa. 

Richard  K.  Paynter,  Jr.,  Chairman,  N.Y.  Life,  51  Madison  Ave.,  N.Y. 

DlNNEB  AT  THE  LlNKS  ClUB— OCTOBEE  30,  1963,  MESSRS.   SAUNDEBS,  BeVAN,  PEVLEB 

Acceptances : 

Orville  E  Beal,  President.  Prudential  Insurance  Company,  Newark 

Hn-old  J  Berry,  Exec.  V.P.,  Harriman,  Ripley  &  Co.,  Inc.,  63  Wall  Street 

Frederic  H.  Brandi,  Pres.  &  Dir.,  Dillon  Read  &  Co.  Inc.,  46  William  St 

Walter  E  Dennis,  Exec.  V.P.,  Chase  Manhattan  Bank,  1  Chase  Manhattan  PI. 

Charles  D  Dickey,  Chairman,  Comm.  on  Trust  Matters,  Morgan  Guaranty  Irust 

Dudley  Dowell,  President,  New  York  Life  Insurance  Co.,  51  Madison  Ave. 

Charles  C  Glavin,  V.P.,  First  Boston  Corporation,  15  Broad  St.,  N.Y. 

Charles  B  Harding,  Partner.  Smith  Barney  &  Co.,  20  Broad  St.,  N.Y. 

Stewart  S.  Hawes,  President,  Blyth  &  Co.,  14  Wall  Street,  N.Y. 

George  P  Jenkins,  Fin.  V.P.,  Metropolitan  Life  Insurance  Co. 

Everett  G.  Judson,  V.P.,  First  National  City  Bank,  New  York 

Grant  Keehn,  Exec.  V.P.,  Equitable  Life  Assurance  Co.,  1285  Ave.  of  Amer^ 

Joseph  H.  King,  Partner,  Eastman  Dillon,  Union  Securities  &  Co.,  15  Broad 

Lewis  A.  Lapham,  Chairman,  Bankers  Trust  Company 

William  H.  Lang,  Adm.  V.P.  &  Treas.,  U.S.  Steel 

R  E  McNeill  Jr  ,  President,  Manufacturers  Hanover  Bank,  40  \\  all  street 
William  H.  Moore,  Chairman  of  the  Board,  Bankers  Trust  Co.,  280  Park  Ave. 
George  A  Murphv,  Chairman,  Irving  Trust  Co.,  1  Wall  Street,  New  York  5 
Richard  K.  Paynter,  Jr..  Chairman.  New  York  Insurance  Co.        ,      T>-r,.  <5f  ^  v 
William  S.  Renchard,  President,  Chemical  Bank  New  York  Trust,  20  Pine  St.,  N  Y 
.Tames  S.  Rockefeller,  399  Park  Avenue,  New  York,  Chairman  of  the  Board,  First  National 

BSjaiSn  R  Sawin,  Vice  Chairman,  Tradesmens  Bank  &  Trust  Co.,  Phila.,  Pa. 
Arthur  D.  Schulte,  Partner,  Lehman  Brothers,  1  William  St.,  N.Y. 
John  M  Schiff,  Partner,  Kuhn  Loeb  &  Co.,  30  Wall  Street,  N.Y. 
Eugene  A.  Schmidt,  Jr.,  V.  P.  &  Treas.,  Metropolitan  Life  In^rance  Co 
Dale  E  Sharp,  Vice  Chairman,  Morgan  Guaranty  Trust,  23  Wall  Street 
W  Paul  Stillman,  Chairman  &  Pres.,  National  State  Bank,  Newark 
Robert  C.  Tvson.  Chairman,  Finance  Comm.,  U.S.  Steel,  71  Broadway 
Edward  K.  Van  Home,  Pres.,  Stone  &  Webster  Securities  Corp  90  Broad  St. 
Sidnev  J.  Weinberg,  Partner.  Goldman,  Sachs  &  Co.,  20  Broad  Street,  NA 
Walter  W  Wilson,  Partner.  Morgan  Stanley  &  Co.,  2  Wall  Street,  New  York 
L.  B.  Worthington,  President,  U.S.  Steel,  71  Broadway,  New  York 
Not  heard  f  rom-Wm.  Boyer,  Fin.  V.P.  &  Treas.,  Republic  Steel,  Cleveland 


Exhibit  21 

[Letter  from  flies  of  C.  J.  Hodge,  Chairman  of  the  Executive  Committee.  Glore.  Forgan,  Wm.  R. 

^^''^'^  *  ^"-^  APRIL  6,  1965. 

Mr.  David  C.  Bevan, 

Chairman  of  the  Finance  Committee, 

The  Pennsylvania  Railroad  Co.,  Philadelphia.  Pa. 

Dear  Dave  •  As  vou  know,  Stuart  Saunders  is  going  to  be  in  Europe,  including  Spain 
(lurin-  part  of  Mav,  and  has  kindly  called  to  advise  me  of  this. 

Manero  and  I  are  very  anxious  to  have  him  meet  some  of  our  fnends  in 
Europe,  and Taracu^^^^^^  in  Spain.  We  understand  that  Stuart  will  have 

Mrs.  Saunders  with  him,  and  perhaps,  another  couple. 
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Alfonso  has  just  returned  from  Spain  and  we  find  it  necessary  that  Alfonso  and  I  go 
to  Spain  again  on  approximately  the  18th  of  April,  and  will  remain  there  for  ai)out  a  week. 
During  Alfonso's  recent  trip  to  Spain,  our  friends,  who  are  of  the  highest  order,  indicated 
that  they  wish  to  consult  with  us  on  various  matters.  One  of  the  prime  matters  they  wisli 
to  speak  of  is  to  expand  a  manufacturing  facility  for  freight  cars  in  Madrid  which  is  owned 
by  a  company  called  Euskalduna.  This  company  owns  one  of  tlie  largest  shiphuilding  phints 
in  Bilbao,  in  addition  to  the  freight  car  facilities  in  Madrid.  The  Spani.sh  people  have 
asked  us  to  recommend  to  them  a  company  or  companies  in  the  United  States  who  can 
advise  them  as  to  the  expansion  of  the  manufacturing  facilities  for  freight  cars.  Koth 
Alfonso  and  I  feel  that  a  conversation  between  Stuart  and  the  group  in  Si)aiii  (to  include 
Carlos  Mendoza,  the  head  of  RENFE,  which  is  the  government  controlled  railroad  monojjoly 
in  Spain)  would  be  a  proper  platform  for  the  building  up  of  simpatico  between  Stuart, 
the  Pennsylvania  and  the  Spanish.  We,  therefore,  of  course,  will  refrain  from  sjieaking 
to  anyone  else  until  you  can  advise  me  as  to  whether  Stuart  and  yourself  feel  that  this 
would  be  a  desirable  move. 

There  is  no  question  here  of  requesting  financing.  Any  money  required  will  be  avail- 
able in  Spain  from  the  Spanish.  This  is  merely  an  effort  to  bring  the  Spanish  clo.ser  to  the 
Pennsylvania  Railroad. 

I  wish  you  would  ask  Stuart  about  this  and  advise  me  at  your  earliest  opportunity. 

Best  regards. 
Sincerely, 

The  Pennstlvaxia  Railroad  Co.. 

Philadelphia,  Pa.,  April  30. 1965. 

Mr.  Charlie  J.  Hodge, 

Chairman  of  Executive  Committee, 

Glore,  Forgan,  William  R.  Staats,  Inc.,  New  York,  N.Y. 

Dear  Charlie:  I  now  find  that  by  reason  of  .some  very  urgent  developments  in  our 
Pennsylvania-New  York  Central  merger  that  I  have  to  postpone  my  trip  to  Europe  for 
several  months.  My  present  plans  are  to  go  to  Europe  this  Fall. 

When  our  plans  crystallize,  I  will  let  you  know,  with  the  hope  that  we  can  get 
together  with  some  of  your  friends  in  Spain.  Won't  you  plea.^e  let  your  friends  in  Spain 
know  of  this  change. 
Sincerely, 

Stuart  T.  Saunders. 

[Telegram  ] 

To :  Fieldglow  NYK 
COR  82.5 

Bruxelles  28  31  1356 
Lt  Glostaats  New  York 

Charles  Hodge  dinner  November  17th,  Saunddrsxx  Saunders.  Please  advise  Verhaegen 
Belgebank  if  8:1,'5  possible  instead  of  9:00.  Stop  Belgian  personalities  used  to  earlier 
dinner-time  regards. 

RiK. 

[Telegram] 

Glore,  Forgan,  Wm.  R.  Staats,  Inc., 

rr  ,         ^  ,    .  November  3,  1965. 

To  :  \  erhagen  Belgebank  Brussels 

Re  dinner  November  seventeenth  Brussels  Saunders  stop  Thev  will  try  to  make  it  as 
Close  to  eight  thirty  as  possible.  Attending  cocktail  party  in  their  honor.  Please  call  them 
at  Hotel  am  on  seventeenth. 

Fonner  Glostaats. 

[Telegram] 

October  19,  1965. 

RiK  Verhagen  :  Pursuant  to  our  conversation  of  this  morning  with  regard  to  making 
the  necessary  arrangements  for  Mr.  and  Mrs.  Stuart  T.  Saunders  and  Mr.  and  Mrs  A 
1  aul  Funkhauser  I  wish  to  give  you  the  following  dates  for  dinner,  around  nine  o'clock  in 
the  evening  as  they  will  be  attending  cocktail  parties  before  having  dinner 

Monday  November  1.5th.  Hamburg,  Hotel  Vier  .Tahrezeiten.  9-14  Neuer  .Jungfernstieg 

Wednesday,  November  17th.  Brussels,  Hotel  Westbury,  6  Rue  Cardinal  MSsier  ^' 

lhank  you  very  much  for  your  cooperation. 

Martha  Fonner. 
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HOTEL  ACCOMMODATIONS— NOVEMBER,  1965 
lArrival  and  departure  times  are  approximate,  subject  to  adjustment  due  to  local  traffic  conditions) 


Number  of 

nights  Date  of  week 


Date  Arrive 


City 


Hotel,  telephone  number,  and  address  Depart 


Tuesday  

Wednesday. - 

Thursday  

Friday  

Friday  

Saturday  

Sunday  

Monday  

Tuesday  

Tuesday  

Wednesday.- 
Wednesday.. 
Thursday... 
Thursday... 

Friday  

Friday  

Saturday  

Sunday  

Sunday  

Monday  

Tuesday  

Tuesday  

Wednesday.. 
Thursday.... 
Thursday... 

Friday  

Friday  

Saturday  

Sunday  

Sunday  

Monday  
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8:30  a. m  London  Claridge's,  Brook  St.,  London  W.  1.,  7:45  a.m. 

England  (Mayfair  8860). 

12:00  noon         Paris  Plaza  Athenee,  25  Avenue  Montaigne,  8:15  a.m. 

Paris  8,  France  (ELY  85-23). 


11:30  a. m  Luxembourg  Kons  Hotel,  Avenue  D'Alsace,  Luxem-  8:15  a.m. 

bourg,  Luxembourg  (40461). 
6  00  pm  Zurich   Baur  Au  Lac,  1  Talstrasse,  Zurich,  3:00  p.m. 

Swiitzerland  (23-57-33). 
5-00  p. m  Venice  Danieli  Royal  Excelsior,  Riva   deg    2:00  p.m. 

Schiavoni,  Venice,  Italy  (26-480). 

5-00  pm           Florence  .   ...  Excelsior  Italie  Hotel,  3  Piazza  Ognis-  12:00  noon. 
  santi,  Florence,  Italy  (29-43-01). 

3:30  p. m   Hamburg  Vier  Jahrezeiten,9-14  Neuer  Jungfern-  8:30  a.m. 

stieg,  Hamburg,  Germany  (34-10-14). 

8-47  D  m  Brussels.  .       Westbury,  6  Rue  Cardinal  Mersier,  8:30  a.m. 

■  Brussels,  Belgium,  (02/136480). 

12-30  p  m  Milan  .  Continentale,  7  Via  Manzoni,  Milan,  8:00  a.m. 

Italy  (807-641). 

5  00  pm  Cannes  .  Majestid,  Boulevard  de  la  Croisette,  12:00  p.m. 

Cannes,  France  (39-17-92). 

4-00  pm  Rome  Hassler  Villa  Medici  Hotel,  6  Piazza  8:30  a.m. 

Trinita  dei  Monti,  Rome,  Italy  (67- 
26-51). 

2-30  om  Madrid  Ritz,  Plaza  de  Lealtad,  Madrid  5,  Spain  4:45  p.m. 

■  (221-28-57). 

7-00  D  m  Lisbon  .  Ritz,  Rua  Rodrigo  da  Fonesca,  Lisbon,   12:00  noon. 

^'  ■  Portugal (68-41-31). 


15th  Hamburg  dinner. 
17th  Brussels  dinner. 

Mr.  and  Mrs.  Stuart  T.  Saunders,  Chairman  of  Board. 

Mr.  and  Mrs.  A.  Paul  Funkhauser,  Vice  Pres.  Coal  &  Ore  Traffic. 

Mr.  Geoss, 
Seoy.  to  Mr.  Saunders. 

The  Pennsylvania  Railroad  Co., 
Philadelphia,  Pa.,  Deoeml)er  15, 1965. 

Mr.  Chari.es  J.  Hodge. 

Glore,  Forgan,  Wm.  R.  Staats,  Inc., 

Xeiv  York,  N.T. 

Deab  General  Hodge  :  This  is  just  a  note  to  tell  you  how  much  Rodie  and  I  appreciated 
the  arrangements  you  made  for  the  Saunders  and  us  on  our  recent  European  trip.  We  had 
delightful  evenings  with  Dr.  Brinckmann  and  Dr.  Wuttke  in  Hamburg  and  with  the  Verha- 
gens  in  Brussels.  ,  . 

Incidentally,  my  wife  is  the  daughter  of  Ed  Gamble  who  tells  me  he  is  an  old  friend 
of  yours.  I  am  under  the  impression  you  served  together  in  the  OSS  during  the  war. 

'  Next  time  I  am  in  New  York  I  would  like  to  come  by  and  meet  you  and  thank  you  per- 
sonally for  your  kindnesses. 

Sincerely,  „ 

A.  Paul  Funkhauser. 

Stuart  T.  Saunders. 
Ardmore,  Pa.,  December  6,  1965. 

Mr.  Charles  J.  Hodoe, 

Ol&re,  Forgan,  Wm.  R.  Staats,  Inc., 

New  York,  N.Y. 

Dear  Charlie  :  I  thought  that  you  were  almost  with  us  on  our  European  trip,  as  you 
were  so  thoughtful  in  sending  us  flowers  and  arranging  for  us  to  have  dinner  with  some  of 
your  lovely  friends.  You  certainly  added  a  great  deal  of  pleasure  to  our  trip,  and  we  are 
most  grateful. 

I  hope  that  some  day  Dorothy  and  I  will  have  an  opportunity  to  reciprocate  m  some 
measure. 

My  kindest  regards. 
Sincerely, 

Stuart  T.  Saunders. 
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Exhibit  22 

Persozial  and  Confidential  '^-''^"^^  3' 

Mr.  David  C.  Bevan, 

Chairman,  Finance  Committee, 

The  Pennsylvania  Railroad  Co.,  Philadelphia,  Pa. 

Dear  Dave  :  Under  separate  cover  I  have  submitted  a  bill  for  our  work  on  The  Buc  keye 
TequesT  ^"""'P^"^"  ^^'^  ^'^^      ^''^  """"""I  of  .$200,000,  and  is  submitted  at  your 

HHnl'\hf'H^'/'"/"  to  '^•"te  you  a  personal  and  confidential  memorandum 

ITJI^  .f^'^^  concerned  with  this  deal.  I  have  attempted  to  set  down  what  I  believe  to 
have  been  the  main  work  formed  by  Glore,  Forgan  &  Co.  in  the  last  eighteen  months  to  two 


fnr  fLto^  7""  "'^  ^^^^  working  on  pipe  line  considerations  for  vour  Company 

for  the  last  seven  years,  which  we  have  been  glad  to  do 

no,pJ  HHc'l.l'^''  -I'  I  it  was  Glore,  Forgan  &  Co.  and  myself  who  pro- 

posed  this  acquisition  to  you. 

from^'the^beghinhi-       ^^^^  performed  an  excellent  job  in  acquiring  the  stock  of  Buckeye 

4.  You  2yill  remember  that  we  arranged  the  sale  of  53,000  shares  of  Buckeye  from  the 
Massachusetts  Mutual  to  yourselves.  Due  to  existing  conditions,  it  was  considered  unwTse  o 
cross  It  on  the  New  York  Stock  Exchange  and,  therefore,  we  put  you  in  direct  contact  with 
s  on  a^'fnf/ool  /'"'^  -l^"  transaction  was  arranged  at  a  price  of  35  less  commis 
sion,  as  your  cost.  At  that  time  it  was  said  that  we  would  be  reimbursed  for  the  double  com- 
mission. You  and  I  realize  that  to  date  it  has  been  difficult  to  do  this,  so  that  it  hL  not  come 

5.  I  had  mentioned  to  you  earlier  a  fee  of  $200,000.  and  this,  of  course,  was  excluding 

iot  i^rthe  m  oS'n''  H  \^r''"  ""V^  P'-^*^'  ^"'l      I'"i"ted  out'above,  we  were 

not  paid  the  ^38,000.  on  the  Massachusetts  Mutual  business 

6  We  continued  our  effort  of  advising  you  and  working  for  vou  to  include  carrvine  out 
Stnf  of  """^t"  ^  '^^""^  ^"  ^^^^If  -ith,  in  some  cases  the  mSn- 
£r?e%t?rwJrk  do"e.'""  ^"^""^  ^^^^^  ^"'"^  ^^^^ 

^il""L*^^  ^^^"^^  presents,  in  short  form,  a  rather  concise  history  of  this  niece  of  busi- 
Thfs  .^SonS'T'-  ^"^l"des  the  $38,000.  involved  in  the  Massachusett^s  MSlTransaeS. 
«idir«  1  /  7tl  thinking  IS  a  most  reasonable  amount  of  monev  when  one  con- 
as  coLmred'wi^b  otf  ''"^^  'r^'''^-  ' P^^««"^"y.  that  it  is  on  the  minimum  side 
as  compared  with  other  transactions  of  this  nature. 

I  hope  that  you  are  in  accord  with  this,  and  look  forward  to  seeing  you  soon 
oincerely  yours, 

P.S.  Enclosed  is  the  schedule  of  fees  of  the  deals.  Charles  J.  Hodge. 

ri™  4.  J          ^  August  3,  1964. 

inirst  draft  notes  attached  to  above  letter] 

1.  Have  been  working  on  the  pipe  line  situation  since  1950 

2.  Totally  and  personally  responsible  for  the  suggestions  of  Buckeve 

d.  We  think  we  did  an  excellent  job  of  buying  the  stock  in  the  first  instance 

cor^aftZt  -r.^n^"^  53-000  shares  of  stock  from  Massachusetts  Mutual.  Due  to 

Srss^chu^tts  Atn/l^'V """'"^      t\       ''f'^'  purchased  by  you  directly  from  the 

Massachusetts  Mutual.  A^  e  arranged  this  and  you  paid  35  less  36.50  per  100  shares  as  vou 

^p/n  *°/'".^"'t'  ^'''^        •?38.160.00  covering  the  two  comn^ssion.s.  Th^has  no 

Sfffin  ^.''.T'-,  ^  V"'^^  ^        '"'■^        *"tent  was  to  reimburse  us  in  some  wav.  it  has  bin 
diflicult  to  do  so.  You  realize  that  we  actually  paid  the  salesmen  involved 
o^.i  I  Jiafi  mentioned  that  a  $200,000.  fee  was  what  I  considered  appropriate  for  the  job 
excluding  the  commissions  that  had  been  paid  or  were  to  be  paid  ^ 
The  effort  that  we  have  put  out  in  attempting  to  secure  stockholders'  annroval  in 

nhf.'"^^^'''^  '^''"Z  ''''^'^  are  aware  c^  wL  Kn  iib 

charged  Buckeye  for  practically  a  week's  work 

rpl«w"i!f  ^rought  you  this  deal  and  continued  to  advise  vou  in  all  factors 

thP  finn^nl^K  k''^'''"  ''"'^  '^'^  Succeeded  in  getting  a  block  of  stock  and  we  entered  iSto 
the  fiji^l  negotiations  as  your  adviser,  this  over  a  period  of  almost  two  years. 

reaso^SSlVfo^tt^tSrplKhir-'^  ^'^^^^        ^  ^«  ^ 

[Attachment]  Charles  J.  Hodge. 

Pennsylvania  Co.,  August  3,  1964. 

Wilmington,  Del. 

For  financial  advice  and  other  services  rendered  in  connection  with  the  acauisi- 

tion  of  the  Buckeye  Pipe  Line  Co  Uh  the  acquisi^  $200,000.00 
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August  21,  19&4. 

Mr.  David  C.  Bevan, 

Chairman  of  the  Finance  Committee, 
The  Pennsylvania  Railroad  Co., 
Philadelphia,  Pa. 

Dear  Da\-e  :  I  am  submitting  the  list  of  merger  fees,  as  requested  by  you.  I  have  in- 
cluded the  Pennsylvania-Buckeye  as  suggested. 

I  am  also  submitting  a  new  bill,  breaking  the  .$200,000  into  its  proper  factors. 
I  look  fon\-ard  to  the  Florida  trip  with  you.  See  you  soon. 

Sincerely,  ^  ^  ^ 

Charles  J.  Hodge. 
August  3,  1964. 

Pennsti-vania  Co. 
Wilmington,  Del. 

For  financial  advice  and  other  services  rendered  in  connection  with  the 

acquisition  of  the  Buckeye  Pipe  Line  Co  $162.  000.  00 

Commissions  due  in  connection  with  purchase  of  53,000  shares  of  the  Buckeye 

Pipe  Line  Co.  common  stock  from  Massachusetts  Mutual  Life  Insurance  Co__     38,  000.  00 

Total   200,000.00 

MERGER  FEES 


Company 


Banker  Amount  Fees  Percent 


Crown  Zellerbach.Gaylord  Container                      Blyth  &  Co     *'|«^'n°?n°' mn°  ?7Sn'Z  56 

Continental  Can  Co.,  Hazel  Atlas  Glass  Co..              Goldman,  Sachs  &  Co.  Jn'nnn  nSn  ?nn  nnn  '  75 

Whirlpool,  Delaware  Appliance                             Goldman  Sachs  &  Co.,  Fulton,  Reid....  «  00°  OOq  qO.  000  .25 

Pabco,  Fiberboard  Products                                  Blyth  &  Co...   v.-r"-  ??nnnnnn  ^(n  nnn  inn 

Cerro  de  Pasco  Consolidated  Copper  Mines  Smith,  Barney  &  Co.,  Morgan  Stanley  35,000,000  350,000  1.00 

&  Co 

Diamond  Match  (Diamond  National),  General  Pack-   Morgan  Stanely  &  Co    30,000,000  200,000  .  667 

FliSe,  Calaveros  Cement                                Glore.  Forgan  &  Co   30,  000  000  450.  000  l-  5 

^l^rl^^:?:;^S3iri:^^^"^::::::::::  ^9^«h-.co:::::::::  i     :  : 


Average. 


.718 


Pennsylvama  Co.,  Buckeye  Pipe  Line  Glore,  Forgan  &  Co.    70,000,000         162,000  .231 


'  Plus  $29,000  financing  fee. 


Exhibit  23 

Septembeb  28,  1964. 

[Memorandum  from  D.  C.  Bevan,  Chairman  of  the  Finance  Committee,  P.R.R.  to  S.  T.  Saunders, 

Chairman  of  the  Board,  P.R.R. ] 

Personal  and  Confidential 
Re:  Buckeye 

At  the  present  time,  we  have  2  investment  bankers  on  the  board  of  Buckeye  Bob 
Brown,  semi-retired  partner  of  Kuhn,  Loeb  and  Bob  Gardner,  partner  of  Reynolds  &  Co 
Bob  Brown,  at  this  point,  does  not  add  much  either  to  the  prestige  or  the  vvorking  knowledge 
of  the  board,  but  in  view  of  his  previous  importance  at  Kuhn,  Loeb  fnd  the  fact  that  he 
is  an  extremelv  high  type  person,  I  would  hesitate  to  remove  him  at  this  time.  I  would 
guess  that  in  2  or  3  years  he  would  quit  of  his  own  accord.  ^  „^^c  r,««-v,ino- 

Bob  Gardner  is  a  personal  friend  of  George  Patterson  and  to  my  mind  adds  nothing 
to  the  board  from  the  standpoint  of  knowledge  or  prestige.  There  were  also  a  number  of 
unconflrmed  rumors  around  that  he  profited  very  heavily  on  buying  buckeye  stock  pno^  to 
our  acquisition.  I  would  strongly  recommend  that  we  replace  him  with  Charles  Hodge 
who  brought  us  the  Buckeye  business,  who  has  a  very  substantial  ^l^^e  The  fining 
knows  the  business  well  and  should  be  placed  in  a  position  to  handle  the  financing  or 
Sr  island  PiS  Line  next  vear.  Evervone  in  the  financial  world  knows  that  he  brought  us 
?£sVus^net  rd  the  more  Ve  show  that  we  stick  with  the  people  who  bring  us  business 
the  more  favorable  deals  we  are  likely  to  have  brought  our  way.  ..^^ 

If  you  approve,  I  will  be  glad  to  work  this  out  with  George  Patterson. 

July  19,  196.5. 

Personal  and  Confidential 

Subject:  Arvida  Corporation.  ,j  ...i.  ,  K«„„„ca 

Arvida  Corporation  will  have  a  meeting  on  July  26th.  They  before  bec^^^^^^^ 

to  accomplish  some  of  the  things  need  ten  out  of  twelve  members^  Ttir  hat  ttme 

al!  members  of  the  Executive  Committee  to  be  e^t^^^^f^y  "^^^foff^^^  reduce 

Their  by-laws  call  for  fifteen  directors,  they  have  t^^lj^.  They  have  ^f^fj  ^J^"^^^ 

the  number  to  ten  to  allow  us  to  put  five  on  if  this  is  satisfactory  to  you.  I  think  it  would 

be  a  good  first  step. 
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r  T  nominees  would  be  as  follows :  S.  T.  Saunders  ;  D.  C.  Bevan  • 

J.  Hodge ;  u .  R.  Gerstnecker  ;  and  Angus  Wynne 
abou^  Th^'l^ut^,l''^nff      a  member  of  (he  board.  He  brought  us  the  deal,  knows  a  lot 

H,.  <^e'"St'?eoker  should  be  included  to  provide  the  necessary  continuity  in 

^v^SS^Sll^lS^nitSSei^liav:;"^  "'^  r^onsibiull'^ 

valu^^J^'L'StLH^^foJXl'lirldrrSn""^"^  ^^^^^  ^^^'^^  ^« 

withVour'"  '^'"'^      '''''''^  J"'^  26th  meeting.  Is  this  satisfactory 


D.  C.  B. 
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AViLLiAM  R.  Staats  &  Co.,  Inc., 
To :  Charles  J.  Hodge  Angeles,  August  I  1965. 

R.ihJ.!rif'r!         Mann-s  memo  of  July  25  advising  us  of  the  purcha.se  by  Pennsylvania 
Raihoad  of  ;,1  per  cent  of  the  interest  in  Arvida.  I  was  talking  with  Alaurv  Sundav  •  nd  hP 
mentioned  just  what  this  meant  to  the  firm  in  dollars  and  cents  ' 
Congratulations,  Charlie,  on  the  fine  piece  of  business  you  were  responsible  for 
however  T  iS^ifT"^  Director's  meeting  since  I  will  be  with  my'lamily  in  Hawaii 

however,  I  look  forward  to  talking  with  you  when  I  am  in  New  York  sometime  in  (S^r 

/gv  R.  W.  G. 

cc :  MHS,  PSN 

Glore,  Forgan,  Wm.  R.  Staats,  Inc., 
Mr.  Charles  Hodge,  Angeles,  July  30,  1965. 

New  York  Office 

«f  n  ^f,t^  Charlie  :  Again  I  want  to  congratulate  you  on  the  Arvida  deal  It  certainlv  comes 
Sincerely, 

Donald  Royce,  Sr. 

Exhibit  25 

[Letter,  from  files  of  C.  J.  Hodge,  Ch^^i^an  of  rte^Executive  Committee,  Glore.  Forgan, 

Mr.  Stuart  Saunders,  August  19,  1964. 
Chairman  of  the  Board, 
The  Pennsylvania  R.R.  Co., 
Philadelphia,  Pa. 

evenS'stTghl^  '  "^''^  '"'"''^  '^"^  thanks  for  a  very  pleasant 
f»«J  think  the  turn-out  was  remarkable  and  certainly  everything  was  done  to  the  Queen's 

Jo  be  pr'esen7         "'^'^  ^^"'^  '^"^  ''"^  your  sm^n'  petatfJn! 

Best  wis"hes.^  ^''''^  *°  ""^'^^  ^  ^^'^  ^'>^' 


Exhibit  26 
Partners  Memorandum 
Memorandum  to  Partners  Attgust  22,  1958. 

with^he'^JllwiS  prl'os'aT-  '''''  ^^^^^  ^^^-^'•'  J.R.F. 

the  T'ur?ptkfb:tet"r;^*or?hTnX»xr"°^  ^^"^  ^^^^^  ''^  - 

otheS'"  ^''^^  Southwest  is  owned  by  the  Wynne,  Rockefeller  Brothers  and  certain 
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2  Wynne  have  decided  to  extract  approximately  150  acres  from  the  property  owned 
by  Great  Southwest  and  to  construct  on  this  acreage  a  typical  amusement  type  area 
which  will  correspond  in  many  ways  to  Disneyland.   

3  Approximltely  150  acres  will  come  in  title  free  as  an  asset.  The  Wynne  will  put 

IhTS  to  'borrow  for  approximately  thirty  months,  $2,750,000.  HerfC  made  the  deal 
with  them  that  f  he  succeeded  in  getting  the  $2,750,000,  the  new  subsidiary  or  amusement 
cori^mtSn  NSuld  pay  J^^^^  a  bonus  for  that  $2,750,000  in  approximately 

n'lur^sTifthat  this  had  to  be  decided  quickly  and  Herff  said  to  me  that  he  was  going 
to  take  the  deal  himse  f  imless  he  could  close  it  by  this  morning,  the  22nd  of  August. 

We  imvffina  V  Sreed  Zilkha  will  lend  the  money  receiving  45%  of  t^^^  bonus  as  com- 
nensatfon  Herff  il  receive  45%  and  Glore,  Forgan  will  receive  10%.  All  this  is  to  be 
work-  out  on  a  capital  gains  basis.  Each  has  given  his  word  to  the  other  subject  only  to 

thP  provisions  and  investigation  of  the  collateral  involved.   

theprovismns  an  ^  ^.^j-k  of  six  or  seven  days,  was  very  fortu- 

nate to  come  ou  with  this  amount  of  money  as  a  profit.  It  would  have  been  ^^f^':^}^^^'^ 
any  more  unless  we,  ourselves,  were  willing  to  commit  for  a  portion  of  .?2,750,000 

You  mav  consider  this  a  profit  which  will  come  in  to  Glore,  Forgan  &  Co.  after  the 
$2,750,000  is  paid  off,  and  this  profit  will  be  on  a  capital  gains  basis.  ^  ^  ^ 

[Attachment  to  above  memorandum] 

Great  Southwest  Cobpobation 

w?r?hyThat  thes'e  two  do!ninant  groups  of  stockholders  paid  a^  a j|rage  of^a^^^^^^^^ 
share  for  their  holdings  which  comprise  about  80%  of  the  1,03<,M)2  parj  common 
outstanding  management  is  to  lease  the  properties  to  be  devoted 

ready  for  development,  sales  of  these  parcels  will  be  made  also. 

BV'Srce^  Borg-Warner  subsidiary  which  services  oil  wells^  paid  abo"t  ^J^'^ 
a  fivpVprP  tract  where  a  regional  laboratory  and  oflSce  covering  lo.OOO 
Siarr?ee?L4  S^S'SmpS.  T^e^n^w  st'Vucture  houses  general  offices,  sales  traming 

and  credit  operations  previously  ^^'^".i^'l f"^^^,"^^"  ^;;2f^^^e'for  a  ^5-acre  parcel :  plans 

The  Frito  Company  paid  approximatelj  ^10-000  per  acre  tj  a  ^  y 
call  for  eventual  construction  of  a  processing  facility  and  distribution  center 

the  market  in  the  southwest.  coonno  ner  acre  an  eight-acre  site 

National  Cash  Register  has  bought  for  about  $22,000  per  acre  an  eiguL  ai. 

30.000  „Ti«»  o,f„s  i,ro,«rt,-  in  ,he  District  which  the  Com,«n.v  sajs  is 

an  ideal  location  for  its  opera  turns.  ■„„i„/i^  ttt,u«i  states  Steel  Con- 

Earlier  purchasers  mentioned  in  a  previous  circular  include  United  States  bteei,  i.o 

lease,  eh.ere.l  Into  InCule  an  «>^000  snnare        .'[j^^t  f",^J™*<  S "Sne^tSS 

;r/;"yrer™«„s,"V;;".!.r^ 

^^X^^S^S^^r^^^^  -  -e  District 

^  wSne'cS  flow  will  increase  over  the  years  from  various  ^he  most^mmed^ate 

source  of  such  funds  is  expected  to  come  f-^.t^^-^-^^^^^rtTme  "  beneS  frl^^ 
Texas"  scheduled  for  operation  in  August  of  this  year,  just  in  time  to  oeneni 
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to  the  September  Texas  State  Fair  the  grounds  of  which  are  in  the  vicinity.  This  center 
is  planned  as  a  high  caliber  family  show  and,  according  to  Mr.  Wynne,  will  in-  comparable 
to  no  other  existing  entertainment  and  will  feature  special  attractions  including  music, 
good  food,  and  continual  activity. 

According  to  an  article  in  The  Dallas  Times  Herald,  Sunday  Magazine  section  of 
February  12,  1S)G1,  the  principal  exhibits  will  depict  the  periods  of  developiiient  of  the 
State  of  Texas  under  the  flags  of  France,  Mexico,  Si)ain,  the  Confederacy,  the  Kepublic 
of  Texas  and  the  United  States.  Development  of  the  lOH-acre  tract  is  expected  to  cost 
somewhat  less  than  .?4  million  excluding  the  value  of  the  land  wliich  is  being  accpiired 
by  the  amusement  company  at  cost.  The  Corporation  will  hold  all  the  stock  of  the  amuse- 
ment company.  Admission  charges  will  be  .$2.50  for  adults  and  $2  for  children  ;  these 
entitle  the  customer  to  use  all  the  facilities  except  food  for  as  many  times  in  one  day 
as  the  patron  desires.  In  view  of  the  low  construction  cost  of  the  exhibits  and  the  attrac- 
tive price,  very  substantial  patronage  is  expected.  These  rates  compare  with  Freedomland 
where  a  separate  charge  is  made  for  each  exhibit  and  each  ride  and  where  it  is  reported 
one  may  readily  spend  $40  or  $50  on  only  one  visit.  While  Di.siievland  al.so  charges  for  each 
ride  separately  we  understand  that  the  rates  are  lower  than  at  Freedomland 

Capitalization  consists  of  $9,<)()0,000  of  long  term  debt,  and  common  stock  and  surplus 
of  about  $8,500,000  as  of  8/31/60.  The  apparent  book  value  of  around  .$8.20  per  share  on 
the  1,03 (,662  common  shares  ($1  par)  outstanding  8/31/(50  is  not  indicative  of  the  ba.sic 
realizable  value  in  the  tract,  in  our  opinion.  Taking  current  sales  prices  of  around  .$20  000 
per  acre  and  assuming  availability  of  3.000  acres  for  ultimate  sale,  a  gross  of  about  S60 
million  could  conceivably  be  realized,  equivalent,  after  deducting  long  term  debt,  to  approx- 
imately ,$48  per  share  current  liquidating  value. 

Specific  data  concerning  prospective  cash  flow  from  real  estate  operations  and  the 
amusement  center  are  expected  to  be  made  available  soon.  When  we  have  the  information 
we  shall  pass  it  along  to  the  registered  representatives. 

We  understand  that  thhe  supply  of  stock  "around  the  street"  is  drying  up  as  the 
shares  are  being  placed  in  strong  hands.  .si 

For  investor.?  interested  solely  in  long  term  gains  without  likelihood  of  current  return 

r.Ufl  J^'^'^^^^d  payments,  the  shares  appear  to  offer  considerable  attraction  at 

present  price  levels. 

HORNBLOWER  &  WEEKS, 

Underwriting  Department. 


Exhibit  27 

ivr    12-  February  18,  1969. 

ran.fo^;  Kaier:  Wont  you  please  arrange  for  the  preparation  of  a  list  of  rea.sons  whv 
railroad  diversification  into  other  forms  of  transportation  should  benefit  the  nubfic  as 
February  m  ^^^^  «^        ^^«er  to  Mr   Saunde'rs  dated 

Basil  Cole. 

Office  of  Vice  Pbesibent,  Operation  Diversification, 
To  all  department  heads  :  ^''''''^ 

of  D^Sors'hSTske/ Vr^^^  ^f^""^;  P""'"^"*  ''^'^  assignment  from  the  AAR  Board 
rn^^J         '        5  3  Saunders  for  reasons  why  railroad  diversification  into  other 

modes  of  transportation  would  benefit  the  public  cismcduon  into  otner 

readlf  af/t/',.t  suggested  by  the  Legal  Department.  Won't  vou  please 

aTq^uickJy  as  possMe.''  "^^^^''^ 

Basil  Cole. 

Reasons  Why  Transportation  Diversification  Should  Benefit  the  Public 

l^l^l^lt  ^']^  ^^^^  available  a  transportation  department  store  where  thev  can 
Companies  t^-^nsportation  needs  instead  of  dealing  with  a  large  number  of  smaUer 

models.  ^^^"'P^^^'^ti^'^  «^««ts  should  be  reduced  by  simplifying  interchange  between  the 

I  Tariff  ^""^'^^^  ^'•^^"•'^  expedited  and  facilitated 

made  easier    '''^^''^'^'''^^  '^<^-^^  »>e  possible  and  the  quotation  of  transportation  prices 

and  more^effiS.^      shipments  requiring  transportation  by  several  modes  will  be  easier 

because^S  Ser'unTvLsLTl'fTn  tn"i^.  'Tr'''  r^'"'""  economically  sound 

and  better  utilifation  of  equipmeS.  '  ^"  ^'""^^^  transportation  efficiency 

cominTes  Jh°^S?brgr1a«v'5educed''w^^^^  ^'^'1^  ^'^''^  P'"^^"*  transportation 
and  lower  transportJtfSn  costs  '"'""'"^  improvement  in  equipment  utilization 

transit  sh'oSSTeiu'ced.'''""''  '^"'"'^        simplifying  interchange  of  traffic,  time  in 
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9.  By  funnelin?  traffic  to  the  most  efficient  means  of  transportation,  much  wasteful  and 
excessively  expensive  use  of  transportation  facilities  should  be  eleminated. 

10  The  cost  of  generating  traffic,  including  advertising  expenses,  should  be  reduced 
since  sales  personnel  will  be  in  a  position  to  offer  comprehensive  transportation  service 

11.  Some  cost  savings  should  be  accomplished  by  reducing  executive,  legal  and  overhead 

12  Transportation  research  should  be  more  extensive  and  more  productive  since  the 
emphasis  would  l)e  upon  the  best  solution  to  transportation  problems  in  contrast  to  the 
present  research  which  is  largely  channeled  along  single  mode  lines.  ,^  ^ 

13  Since  the  remaining  companies  offering  comprehensive  services  would  have  lower 
costs  and  greater  efficiencv.  funds  would  be  generated  for  capital  expenditures,  thus  pro- 
ducing further  efficiencies  and  more  effective  use  of  transportation  resourc-esv 

14  Tlie  international  movement  of  freight  would  be  expedited  and  simplified.  I  oreign 
Shipping  agencies  would  have  all  the  benefits  the  domestic  shippers  would  enjoy. 

15  Government  regulation  of  transportation  would  be  greatly  simplified  and  expedited 
since  manv  of  the  verv  difficult  and  complex  intermodal  problems  would  be  eliminated. 

16  Taxation  of  the  diversified  companies  should  be  somewhat  easier  because  the  dith- 
m\t  problem';  of  maintaining  competitive  balance  by  tax  adjustments  would  be  eliminated. 
For  example,  many  user  taxes  are  not  imposed  because  of  the  intermodal  comijetitive  prob- 
lems thev  would  create.  .    .      ,  u 

17  Much  discriminatorv  legislation  which  results  in  higher  transportation  charges  could 
be  eliminated  For  example," there  is  a  great  deal  of  legi.«lation  applicable  solely  to  one  mode 
which  results  in  costs  being  higher  than  those  of  industry  generally.  A  typical  example  is 
the  Federal  Employers  Liability  Act  and  the  Railroad  Retirement  Legislation  which  do  not 
applv  to  all  transportation  activities  but  principally  to  those  of  one  mode. 

is.  Many  duplicate  facilities  could  be  eliminated:  freeing  land  for  housing,  parks, 
recreational  use.  etc.  .  , ,  ^     i.-     ^  a 

19  The  development  of  entirely  new  means  of  transportation  would  be  stimulated,  a  or 
example,  under  the  present  system  "which  tends  to  restrict  each  mode  to  its  own  field,  there 
is  little  incentive  to  develop  entirely  new  transiiortation  methods  and  techniques.  A  railroad 
has  little  de.sire  to  develop  vehicles  that  will  be  capable  both  of  operating  on  the  rails  and 
on  the  highways  when  it  is  precluded  from  operating  such  vehicles  on  the  highways. 

20  Bv  combining  companies  operating  in  different  fields,  opportunities  will  be  afforded 
management  and  technical  personnel  to  function  in  larger  univer.ses  with  a  resulting  better 
U'^e  of  the  relatively  limited  pool  of  skilled  people  that  presently  exists.  For  example,  the 
manager  of  a  small  trucking  company  has  a  small  field  in  which  to  function  and  produce. 
In  the  larger  diversified  company,  his  horizons  would  be  broader  and  his  potential  produc- 
tivity increased.  ,         t,    i  -^v. 

21  The  diversified  company  with  its  larger  resources  could  work  much  closer  witn 
shippers  in  solving  production"  problems  which  are  transportation  oriented.  Too  often, 
under  the  present  system,  the  individual  company's  stake  in  a  particular  shipper  is  not 
large  enough  to  justify  an  allocation  of  resources  to  solve  the  shipper's  production  prob- 
lem. By  bringing  transportation  closer  to  the  production  of  goods,  the  public  will  receive 
its  products  faster  and  cheaper. 

22.  The  movement  of  agricultural  products  should  be  greatly  improved  with  resulting 
benefits  to  the  farm  community  and  the  consuming  public. 

2.S.  The  financing  of  transportation  activities  should  be  improved.  T'nder  the  present 
system,  many  transportation  activities  present  very  difficult  financing  problems  because 
the  individual  companies  are  ton  small  and  too  closely  held. 

24.  Transportation  to  the  smaller  communities  should  be  improved.  Under  today  s 
system  with  its  large  number  of  smaller  transportation  units,  the  tendency  is  to  concen- 
trate efforts  in  the  larger  metropolitan  markets  to  the  exclusion  of  the  smaller  communities. 

Makch  2.0.  1969. 

Basti,  Coi-e:  This  refers  to  your  memorandum  of  Mnroh  10.  1969.  requesting  comments 
on  the  list  of  reasons  why  rnilroad  diversification  into  other  modes  of  transportation  would 
benefit  the  public.  We  offer  the  followins  comment : 

First  by  way  of  omi.ssion.  it  is  noted  there  is  no  reference  or  inference  to  modes  of 
transportation  other  than  rail.  Also,  no  mention  is  made  of  fulfillins:  passenger  transporta- 
tion needs  A  completely  coordinated  transportation  company  should  encompass  these. 

Second,  the  followins:  might  be  noteworthy  in  connection  with  each  of  the  items  listed 

by  the  Lesal  Department :  - •  i/i  „„c,»5ki,t 

■     Item  .^with  an  efficient  transportation  system,  the  necessity  of  tracing  would  possibly 

be  eliminate'! 

Items  6.  7  and  9— relate  to  improved  efficiency.  This  should  produce  improved  service 
and  this  point  should  be  stressed.  T-v,i=  i«  not 

Item  10— assumes  that  advertising  and  sales  expenses  would  be  reduced.  This  is  not 
necessarily  true  since  stronger  companies  and  increased  competition  might  well  increase 
expenses  par^icnhady^  "cost  savings"  to  public  benefits  through  more  coor- 

dinated  and^ffecti^^^^^  cover  public  and  employee  safety  research  in  all  modes 

of  transportation  to  develop  the  best  possible  approach:  grade  closing  problems  being  one 
example. 
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contract  or  policy  which  J.roviciid     ^li  Ses^ll^  .^^  ^"  ""^  l<-«i.slation. 

Item  2(^api,ear.s  an  attempt  to  L  .  wercr  i  i' m     .  I"" 
would  -Vswallow  up"  the  smaller  indeuom  enU^^^^^     hat  larger  transportation  companies 
develop  statistics  to  show  t  at  vvi  1  „ ^^^^^^^^  ^  if  i«  «  fact, 

is  heing  handled  hv  u  smal  nun  ber  "f  vei^  Z^^n  '"'"^ 
of  integration  of  diilerent  mXs  of  tLZL^l^  c'onipanies.  This  would  empliasize  the  goal 
to  the  shipping  pubSc  transportation  to  give  better  and  more  complete  sen'ice 

in-ob"n"  "/r^n  ^SC'::i.Sern;SS:-r"^  ''''  "I'-luction" 

pany  can  direct  its  all^nco  pas' i^  ^  Uiversilied  com- 

closer  with  the  shipper  in  SnThiy  H    .i  n^  "lark.'t.ng  resources  to  work  much 

normally  recognized  their  owrse  Lh  in  er^  predecessor  companies 

distribution  systeni  for  the  ^IpS'S               '  "''^  necessarily  result  in  the  best 

excluS  of'^^r'otllenf ''''  advisability  of  highlighting  one  group  of  commodities  to  the 
was  too  sn.all  to  generate  profit^ui:  operaS  ^-"nnunities  in  which  the  market 

use  Tf     ^^;3^sj:^'s.::i*;?^;;;^?rs^^Z5:tr  r-^^  ^^^-^  ^-j 

transportation  systems  for  urban  areas  ^  economic  development  of 


R.  G.  Flannery. 
March  20,  1969. 


store  for  ,,11  transi.ortnto  needs  '  "  '"""■'iwtaflou  department 

That  St'shouW^be  sS'ed^  ^'"^'^""^  '''^"^'^  I-o^-^  i-Proved  service, 

valid^  Wirh'3nSr'?rl:SS;\r^^^  TT"^'^  ''^''"-^  be 

more^coirdinXdl\;d%ffSivemI^^^^  "^"•^^  through 

in  an  m'Vefof  \rantoSfion'L  ^^"K^^  ^"^^  -^^t-V  — 

lems  being  one  example  ^  ^'""''^'^  approach;  grade  closing  prob- 

is  being  handled  bv  Tsma  1  mu  ibe^^  of  ^ev  f  transportation  the  bulk  of  the  business 
goal  of  integratioiro?d'SerenT  m^^^^  companies.  This  would  emphasize  the 

service  to  the  shipping  pubHc  ^  transportation  to  give  better  and  more  complete 

duct^S'-^Sms:  ^^;;;^'5^x^v,^si^i^r"n*^;'r^^?p  "p- 

fied  company  can  direpf  iVrnii  to  shippers  'distribution"  problems.  A  diversi- 

work  much  clase    vi^h  th  %;  p7eTrSK^"/h'^^  ''^-"'•-^ 
companies  normallv  recog^^^ze  t^i  o  vn  Sfis\  i^.^'   r^"^;?'^^;-^^'^^™-'-  '^'^^  Predecessor 
in  the  best  distribution  f  of  the  IhiDperr  '"'^'"^        "''^  necessarily  result 

the  exchlJfon^of '^11  otbjf ^2  of  highlighting  one  group  of  commodities  to 

roadf aid  'tlf^nfrtines'^Se  "he'mS^ke  '^^^  ^he  rail- 

market  was  too  sman"o'S;^tIfe%"S^^^^^^^  ^"^^^'^^^      communities  in  which  the 

use  of"     'S'::ii^z:i'r:^T''"''  T'^r'  ^^^^^^^  '-^^"^  -  ^ffi<^i-t 

transportation  systemrforurban?^^^^^^^^       '"''"^  development  of 


R.  D.  Ttmpany. 
March  19,  1969. 


railrSd  dive  siSfion  into  Xr  modeTn^?"'''  for  comments  on  the  list  of  reasons  why 
b.v  Mr.  Jervis  Langdo    ( reVrence  vo.^  M^^^^^^  the  public,  made 

Cole,  dated  March  10, 1969 ) ,  we  S^ve  the  f ^^^1:0  Ser  '      n^emoranduni  by  Ba.sil 
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The  basic  proposition  involved  is^that^^^^^^^^^^ 
fication  in  that  coordinated  transportation    e^^^^^^^^  ^^^^  ^^^^.^^  ^^^^  3„it,^ 

become  available.  In  general  t^is  ^^o^ld  facilitete  pro^^^  ^^^^  ^^^^^^  ^^^^^^ 

t  ZJ^'S^^in'^XSrS'^.ns.r  transportation  needs  and  to 

S:;Vrrr\l^rSnt  rd:^r?rhUi:?SsSer3sportation  needs.  A  con.- 

plete^v  coordinated  transportation  company  should  encompass  these. 

Suggestions  of  more  minor  nature  are^  company  would  permit  the  shipper 

„,  ,?e,.r.o"Xe\rrm"Srrr«es^^       I.ga,  Department,  sug- 

problems  of  space,  air  pollution  and  noise  harassment.  ^  schofield. 


Penn  Central, 

March  19, 1969. 


R  G  Flanxert:  You  requested  comments  on  reasons  why  railroad  diversification  into 

cover  all  facets  of  the  subject.  We  have  nothing  to  add.  ^  ^  Vaughn. 

March  18,  1969. 

"'^W^'Sl^SrTS^'^^l^'i  l»-  our  Legal  Department  and  nave  n«nin.  addi- 
tional  to  suggest.  B_  Clatpole. 

[From  files  of  A.  E.  Perlman.  President,  P.C.T.C.] 

Farslghted  railroading  and  fledgling  aviation  combined  at  tins  station  40  rears  ago 
todav  to  ifegln  America  sflrst  f^-'X^^^^^SSS^'^iS:,^.:,  Amelia  Earhart, 

^'"??Jm  this  beginning,  a  ne«  era  of  travel  was  opened.  Within  fonr  decades,  all  corners 

»•  "Ytit  ir:cS%haT  o;:^Tpvr  )^",^xpoj 

Srer  ?h'at  ?ar:rco^m^^n 'rshW:- The"rnnS5m^?r  coXtet^.'  fnllv  Integrated 

transportation  service.  ^  ,  ,  .  .v,,.  ,-nTi<n,nrri  of  railroad';  that  formed  the  Railway 
^riX/S  Sr,ST,l„'n%''«:s;?rrn5ari,,rtre°n?ompass  an  modes  of  trans- 

"""ThrPennsvlvania  and  the  Ne.-  Tork  Central  also  l.la.ved  significant  roles  in  the 

„,  „„„,MP  operations  both  In 

'SrS.rn?^vTvl"ni?'™7e"e;,'''.be  petroleum  pipeline  transportation  field  in  the  mid- 
1960's  with  its  acquisition  of  Buckeye  Pipe  Line  Company.  ,„estment  in  Executive 

to  r^X'^^tZ.'^-^IS^rl^'^^"^'^^^  in  an  Integrated  tr.ns- 
the  ventures  entered  into  over  the  years. 
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changes.  And  ine.nwS    he  U,^    e^^^  to  the  need  for  progressive 

fullyintegratea  transportatio,/,";;^iS;;^;^;:;.Se";^  exist"  ""^  "^''''^  ^^^^'^ 
sighS  S  np;;S"'Toda:  "IZ"^  It  ^«"'^"-^^ff-ts  40  years  ago  of  two  far- 

Ship  and  the\nU>i;rwhicM^!",e;;eft  ri^h^^^^  advantages  of  comnaon  owner- 

neJo^^^l^llt'SZ  ^n^^iiririJrS^  Sid  -«5-nt  transiK>rtation 

national  economy,  to  A  ne  iS  Si/nners  3  V.-  ''t"f*^*      '^"'-'^  '"^  ^« 

of  a  high  national  priorily  ^  ^  *°  "'^  ^'"''^'^      ^'^''^^  objective  worthy 


W.A.L.— 


Exhibit  28 

[Attachment  to  B.  Cole  Memorandum  dated  3/10/69  supra  (Exhibit  27)] 


[William  Cunltz,  Public  Relations  Department,  P.R.R,]  ^^^^  ^• 


Exhibit  29 

[From  files  of  S.  T.  Saunders.  Chairman  of  the  Board,  P.R.R. ] 

The  Pennsylvania  Railroad  Co., 

Office  of  the  Chairman. 
Hon.  Alan  S   Boyd  Philadelphia,  Pa.,  January  23,  1967. 

WashSo:',  Department  of  Transportation, 

be  gtrto'"e?e1?e'Veactio';!;";o  Te  'noi-;;?"'  r''"'  ""i  ^^^^'"^  '^^^  -""'^ 

January  5.  reactions  to  the  points  discussed  at  your  Wa.shington  meeting  on 

I  offer  the  following  comments  : 

PASSENGER  TRAVEL 

in  my  judgment  AZ%^TfhTLlT  '^"""^^^e  past  several  decades  too  much  emphasis, 
and  foo  iS  emiSSffunon  th^f^^^^^^  '"""r'''  transportation  of 'people 

relativelv  short  iS^  ^""^  Particularly  in  urban  and 
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of  the  traffic  strangulation  in  many  of  our  cities. 

I,  of  course,  know  that  both  higliway  and  air  transiiortation  are  absolutely  indisiJensable 
in  meeting  our  transportation  needs,  but  T  do  feel  that  too  little  attention  has  been  given 
to  the  role  the  rails  can  play.  In  this  connection,  I  should  say  that  I  do  not  believe  there  is 
any  future  for  long-haul  rail  passenger  travel  in  competition  with  jet  aircraft  in  hlgh- 
voiunie  service  with  great  efficiency  and  economy. 

As  for  urban  and  short-liaul  rail  passenger  travel  in  congested  areas,  It  has  been  author- 
itatively stated  that  the  Government  can  buy  20  times  as  much  transportation  with  its  tax- 
dollars  by  upgrading  existing  rail  systems  as  contrasted  with  building  new  highways.  And 
this  does*  not  talie  into  account  such  matters  as  safety,  air  pollution,  tax  losses  on  property 
used  for  highways  and  airports,  loss  of  industrial  sites,  and  the  sheer  fact  that  we  are  run- 
ning out  of  space  that  can  be  utilized  for  these  purposes. 

I  am  firmly  convinced  that  contributions  on  the  part  of  the  Federal  Government  to  the 
development  of  rail  transportation  in  these  respects  is  a  vital  public  function,  one  that  can 
produce  great  economy  for  the  taxpayers  and  will  leave  more  money  to  be  H^ut  for  high- 
ways and  airports  in' areas  where  they  can  make  their  greatest  contribution  to  an  inte- 
grated national  transport  system. 

As  for  long-haul  rail  travel,  if  such  travel  is  deemed  necessary  in  the  public  interest 
in  the  future,  the  railroads  should  only  be  required  to  furnish  It  if  these  losses  are  absorbed 
through  government  support.  '  . 

In  considering  this  problem,  I  think  consideration  should  also  be  given  to  the  policies 
of  the  Post  Office  Department  in  the  handling  of  mail.  Many  of  that  Departmenfs  present 
practices  are  calculated  to  reduce  rail  passenger  service  or  downgrade  it. 
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I  believe  a  careful  study  should  be  made  to  determine  whether  adequate  progress  is 
being  made  in  this  field  and  if  not  what  is  deterring  the  neces.sary  progress.  If  such  study 
reveals  the  need  for  corrective  measures,  then  I  think  that  a  joint  committee  of  labor  and 
management  should  consider  the  problem  with  the  hope  that  recommendations  could  be 
made  as  to  what  should  be  done. 

Many  of  the  statistics  in  this  area  may  not  reflect  the  true  situation  and  they  must  l)e 
carefullv'examined,  particularly  as  to  the  causes  of  such  accidents. 

In  making  .such  a  studv,  consideration  should  be  given  to  make-work  regulations  which 
are  too  frequently  suggested  by  labor  unions  before  public  service  commissions  and  else- 
where which  are  not  calculated  to  produce  safety  but  merely  to  make  work. 

LABOR-MANAGEMENT  RELATIONS 

In  view  of  the  relativelv  ambiguous  language  in  the  statute  creating  the  Department 
and  the  nebulous  character  of  many  asi)ects  of  this  relationship,  I  do  not  look  upon  this  as  a 
matter  for  immediate  action  except  possibly  in  the  field  of  strikes  involving  public  service 
industries.  I  gather,  however,  that  your  Department  will  not  directly  concern  itself  with  tins 

matter  at  the  present  time.  „^i„c(.,v,o,ifc 
A  long-range  objective  of  your  Department  should  be  manpower  needs  and  adjustments 
in  connection  with  technological  advances. 

DIVERSIFICATION  AND  COORDINATION 

While  I  feel  there  will  be  several  years  before  any  great  progress  can  be  made  in  this 
regard  I  think  it  is  absolutely  vital  that  we  move  toward  integrated  transportation  in  this 
Countrv  as  soon  and  as  rapidly  as  possible.  To  my  mind,  this  holds  the  greatest  promise  ot 
developing  a  sound,  efficient,  and  economical  transportation  system  for  our  ^atlon. 

MERGER 

I  was  glad  to  hear  vou  sav  that  your  Department  will  take  an  active  hand  in  considering 
all  future  merger  cases."  I  would  hope  that  your  Department  could  become  the  spokesman  for 
the  Government  in  this  area.  It  would  certainly  produce  a  broader  and  sounder  consideration 
of  such  mergers  in  light  of  the  public  interest  and  the  Nation's  transportation  needs. 

TAXES 

I  think  that  vour  Department  should  give  early  consideration  to  tax  policies  on  both  the 
Federal  and  state  levels  which  thwart  or  slow  down  technological  progress  or  retard  the 
acquisition  of  the  equipment  which  our  transportation  indu.stry  needs.  I  have  especially  in 
mind  the  supsension  of  investment  credit  and  guide  lines  for  accelerated  depreciation. 

There  are  numerous  instances  of  discriminatory  state  and  local  taxation  against  rail- 
roads. In  the  development  of  a  sound  national  transportation  system,  serious  study  should 
be  given  to  this  problem.  , 

USER  CHARGES 

I  am  sure  that  your  Department  will  give  consideration  to  this  ^^ry  knotty  problem 
It  is  certainly  one  that  requires  a  high  priority.  I  recognize,  of  ^^^'""f-^^^^'^'l^^^^^^^ 
with  political  considerations,  but  that  should  not  deter  an  early  effort  to  find  some  satisfac- 
tory solution. 

RATE  MAKING 

While  I  do  not  believe  your  Department  should  concern  itself  with  ordinary  rate  prob- 
lems, I  think  it  should  give  prompt  attention  to  overall  rate-making  procedures,  particularly 
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to  the  end  that  adequate  revenues  are  produc-ed  to  enable  the  transiH>rtation  industry  to  earn 
a  reasonable  rate  on  its  investments  to  encouraee  research  and  technoloKical  im[)roVements. 

RESEARCH 

As  you  know,  the  Federal  Government  has  spent  practically  no  money  in  this  field  so 
far  as  the  railroad  industry  is  (H)ncerned.  The  only  major  projects  in  this  century  arc  those 
authorized  by  the  Mass  Transportation  Act  of  1!»(;4  and  the  Research  and  Development  in 
High-Speed  Ground  Transportation  Act  of  lf)(ir>,  and  only  a  snmll  portion  of  the  funds  arc 
earmarked  for  railroad  research  and  develoimient. 

The  Federal  Government  has,  of  course,  for  many  years  been  spending  vast  sums  for 
research  in  connection  with  highway,  air,  and  water  carriers.  The  time  is  overdue  in  my 
judgment,  for  the  Federal  Government  to  make  substantial  sums  available  for  research 
and  technology  advanc-^Muent  in  the  rail  industry.  Such  expenditures  will  pay  handsome 
returns  in  terms  of  cheaper  and  more  efficient  transportation. 

I  greatly  appreciate  this  opportunity  to  express  my  views  on  these  subjects  and  of 
cour.se,  stand  ready  to  assist  you  in  any  way  that  I  can  in  carrying  out  the  terrific' re- 
sponsibilities which  you  have  assumed. 

My  highest  regards,  and  best  wishes  for  success  in  vour  challenging  assignment 
Respectfully, 

Stuart  T.  Saunders. 

The  Under  Secretary  ob'  Commerce, 

FOR  Transportation, 

Mr.  Stuart  T.  Saunders,  Washington,  D.C.,  January  H,  1967. 

Chairman  of  the  Board,  Pennsylvania  Railroad  Co., 
Philadelphia,  Pa. 

Dear  Stuart  :  Your  attendance  at  our  Washington  meeting  was  a  great  help  and  your 
fine  contribution  is  deeply  appreciated.  I  hope  we  can  continue  to  co-operate  on  this  same 
basis  of  candor  and  openness. 

Your  suggestions  on  federal  aid  to  rail  transportation  in  congested  areas  will  receive 
full  consideration  here. 

I  would  be  delighted  to  receive  any  additional  reactions  to  the  points  di-scussed  in 
our  meeting  or  any  suggestions  you  may  have  come  up  with  since.  Our  minds  as  well  as 
our  doors  will  always  be  open  to  you. 
Sincerely, 

Alan  S.  Boyd. 

Exhibit  30 

New  York  Central  System, 

.  ,  X.  ^    ,  New  York,  November  23,  1966. 

Memorandum  for  Mr.  A.  E.  Perlman  : 

I  attach  a  letter  dated  November  11,  1966,  addres.«ed  to  Mr.  Grant  from  Mr.  Martin 

Sn^k'Tf  ^/innnnn'"!^''"^;^'"''*"'^'''  ""^^^"^  Company,  requesting  an  advance  to 

^>tnck  ot  ^1,100,000,  for  the  purpose  of  redeeming  Strick  preferred  stock  (called  for 
redemption  on  December  2.  1966)  and  to  repay  loans  as  listed  in  the  letter 

^l^-  ^^rant  asked  me  to  arrange  to  place  this  item  on  the  agenda  for  the  Central 
Board  meeting  on  Deceml)er  8th. 
May  I  have  your  approval? 

R.  N.  Carroll, 

Secretary. 

Mr.  Walter  R.  Grant,  December  1,  1966. 

Vice  President-Finance 

The  New  York  Central  Railroad  Co., 

Neic  York,  N.Y. 

Subject :  Requiset  for  Advance  to  Strick  Holding  Co 
Amount  of  request :  $1,897,000. 
Date  required :  December  30, 1966. 

Purpose  :  (Numbers  refer  to  items  on  list  of  Cash  Re(iuirements) . 

Nos.  2  and  3  :  Strick  Corp.— Increase  in  Receivables  and  Inventorv  n  000  000 

No.  5  :  Transport  Pool,  Inc.— Equipment  Financing  '  ^  nm 

No.  6 :  Company  owned  distributors  :  oou,  uuu 

Universal  Transportation   en  nnn 

Rojo  Trailer  Service   _  ronr^ 

oYaiicon  iii::::::":  .i'Z 

U.S.  Transportation  I-IIIIIIIIIIIII"::::::::        67'  000 

Total   337!  000 

Grand  total   1,897.000 
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Submitted  by :  Martin  Bachman. 

Approved  by :  W.  R.  Grant 

Fiinds  will  be  transmitted  on  December  30, 1966. 

January  4,  1967. 

Mr.  Walter  R.  Grant, 

Vice  President-Finance, 

The  New  York  Central  Railroad  Co., 

New  York,  N.Y. 

Subject :  Request  for  Advance  to  Strick  Holding  Co. 
Amount  of  request :  $2,000,000. 
Date  required  :  January  31, 1967. 

Purpose :  Item  No.  1 :  Strick  Finance  Co.,  subordinated  loan  $2, 000, 000 

Submitted  by  :  Martin  Bachman. 

Approved  by  W.  R.  Grant. 

Funds  will  be  transmitted  on  January  31, 1967. 

New  York,  N.T.,  March  8, 1967. 

Memorandum  for  Mr.  A.  E.  Perlman : 

I  attach  a  letter  dated  February  10,  1967  addressed  to  Mr.  Grant  from  Mr.  Bachman, 
Vice  President-Finance,  Strick  Holding  Company,  requesting  an  additional  advance  to 
Strick  of  $2,000,000. 

Mr.  Grant  has  asked  me  to  arrange  to  place  this  item  on  the  agenda  for  the  Central 
Board  Meeting  on  March  9th. 
May  I  have  your  approval? 

Secretary. 


The  New  York  Central  Railboad  Co.,  Board  of  Directors,  Thursday,  March  9,  1967 
[Suggested  insert  for  minutes  of  meeting  of  Board  of  Directors] 

After  statements  by  the  Chairman  and  the  Vice  President-Finance  and  upon  motion 
duly  made  and  seconded  and  after  discussion,  the  following  resolutions  were  unanimously 
adopted : 

Resolved :  That  the  proper  oflScers  of  this  Company  are  hereby  authorized,  in  the  name 
and  on  behalf  of  this  Company,  to  make  additional  advances  to  Strick  Holding  Company 
("Strick")  in  the  aggregate  amount  of  $4,000,000,  with  interest  at  the  rate  of  1%  over 
the  prime  rate  of  interest  in  effect  at  leading  commercial  banks  in  New  York  City  from  time 
to  time  during  the  period  the  advances  are  outstanding,  such  funds  to  be  used  for  the  cor- 
porate purposes  of  Strick  ;  and 

Further  resolved :  That  any  action  authorized  by  the  foregoing  re.«olution  which  shall 
heretofore  have  been  taken  is  hereby  in  all  respects  ratified,  confirmed  and  approved. 

The  New  York  Central  Railroad  Co.,  Board  of  Directors,  Thursday,  April  27,  1967 

After  statements  by  the  Chairman  and  the  Vice-President-rinance  and  upon  motion 
duly  made  and  seconded,  and  after  discussion,  the  following  resolutions  were  unanimously 

adopted :  ^  ^  ^.v. 

Resolved:  That  the  proper  officers  of  this  Company  are  hereby  authorized,  in  the 
name  and  on  behalf  of  this  Company,  to  make  additional  advances  to  Strick  Holding  Com- 
pany ("Strick")  in  the  aggregate  amount  of  $2,000,000,  with  interest  at  the  rate  of  one 
per  cent  over  the  prime  rate  of  interest  in  effect  at  leading  commercial  banks  in  New  York 
City  from  time  to  time  during  the  period  the  advances  are  outstanding,  such  funds  to  be 
used  for  the  corporate  purposes  of  Strick ;  and  ,  v,   v,  n 

Further  resolved :  That  any  action  authorized  by  the  foregoing  resolution  which  shall 
heretofore  have  been  taken  is  hereby  in  all  respects  ratified,  confirmed  and  approved. 

Secretary. 

President  Perlman 
Vice  President  Grant 
Vice  President  Minor 
Comptroller  Kappauf 
Treasurer  McCron 
Director  of  Taxes  McEvoy 


March  28,  1972. 


Mr.  Walter  Grant, 

Vice  President-Finance,  The  New  York  Central  Railroad  to.. 
New  York,  N.Y.  10011 

Subject :  Request  for  Advance  to  Strick  Holding  Co. 
Amount  of  request :  $2,000,000  .  , ,     ,  -  -, 

Date  Required  :  $1,000,000  April  1, 1967 ;  $1,000,000  May  lo,  1967. 
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?nh^miih"      V"  subordinated  loan. 

Submitted  by  :  Martin  Bachman 

Approved  by :  W.  R.  Grant. 
Funds  will  be  transmitted  as  follows : 
April  1,  1967  

June  1,  1967  _       _  $1. 000, 000 

1,  000,  000 

Mr.  Walter  R.  Grant  24,  1967. 

nIw  ilT^Y^'Zon  ''^'^  ^'^'^'"^'^ 

Subject :  Request  for  Advance  to  Strick  Holding  Co 
Amount  of  request :  .$440,000.  * 
Date  required  :  July  1, 1967 

Purpose  :  Item  No.  5  Transport  Pool  Inc.,  equipment  financing. 
Submitted  by :  Marten  Bachman.  ^ 
Approved  by :  W.  R.  Grant. 

Funds  will  be  transmitted  as  follows : 

July  1,  1967  

440,000 
New  York  Central  System, 

Memorandum  for  Mr.  A  E  Perlman  ■ 

Boarrof^St?rro?Stw'io'rf  S  '''^ the 

Strick  Holding  Company  for  $740:0^  Railroad  Company  authorizing  an  advance  to 

May  I  have  your  approval  ? 

R.  N.  Carroll, 

Seoretary. 

Strick  Corp., 

Ulrich  Schweitzer,  Esquire  Fairless  Hills,  Pa.,  May  31, 1967. 

nZ^yLTnT'^  A«omej,,>Ae  New  York  Central  Railroad  Co., 

tionS- Vo"i?i>eTiig  f^ST^g^v^iSS^^        Vr''''''  ^^^^"^^•^  ^^""-1 
that  both  Strick  Ho  drnrcv,nimnv  nnrf?i^^r     ^^^^''f f""-  ^ome  .$15,000,000,  has  insisted 
performance  of  the  contmcr  ThP  V^^^^^^^  ^^"'^  ^''"^"^^  Railroad  Co.  guarantee  the 

all  intangible  assets  iTSir  San  nS^^^^^^^  apparently  required  because  the  total  of 

out  Z'fhe'Go';ernmeiIt%;S  it  [ftSrZT^  Agreement  for  Corporate  Guarantor  is  filled 
therc^nainingcopier^^i^drilluou/S/fheS^^^  satisfactory  would  you  please  fil,  out 

Also  enclosed  is  a  draft  of  a  Board  Resolution  that  is  also  required 
receiprof'thL^paS  ^^^^^      ready  TbTn^de  immediately  upon 

unless  you  hTve^n^ob^Sns""'        '^^^  "  ^'""'^  -'-^^^        strick  Holding 

Sincerely, 

Martin  Bachman. 

Grant,  V.  Pres.  Finance  N.Y.C.  to  S.  Katz,  President,  Strick  Corp.] 

New  York  Central  System, 
Mr.  Sol  Katz,  ^ew  York,  N.Y.,  May  26, 1967. 

President,  Strick  Corp., 
Fairless  Bills,  Pa. 

Dear  Sol  :  This  is  in  reply  to  your  letter  of  May  25 

five  orT;;.:n  ir"ndTn  fimeVsucf  Sit  is'^ffi  ""l  ^/  ""^-^"^^^  ^^"'^^"-'^  the  past 
people.  However,  I  think  X  shouirk?ow%hnf  maintain  morale  and  motivate 

Central.  One  of  our  largest  w^^^^^^  ''^''^  ^^^/"^  the  same  problems  on 

coupled  with  a  sharp  dowi^lS 

projects  offering  a  good  rate  of  return  on  P^nVrn,™  1    •  ^  ^""^  turning  down  worthy 

this  critical  period.  At  thrsame  timr  a^n.?rrnnn  ^^'i  ^"terests  of  conserving  cash  durink 
pay  rolls.  ^         ^^'"^^t  2,000  people  have  been  released  from  Central's 

ployS'S  is^lu4*^^u^lv^lffficmt^vl^  ^'''r'''  ^^^^^^-^  -  our  em. 

not  currently  showinra  ratfS  return  i  e  ^LT.V'T^'  ^'""'^  f*""  P^J'^^t'^  that  are 
Pool.  I  have  no  doubt^that  ^^e^S^i^^^.^^^  £"0^^  a^TsK 


[Letter  from  W.  R. 
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tory  profit,  but  I  thiuk  you  can  see  the  position  I  am  in  in  attempting  to  explain  tliis  to 

Central  executives.  „    ,    .  ^      j.-      j    •     <.v,„  jj. 

Now,  witli  respect  to  the  latest  request  for  Transport  Pool.  At  no  time  during  the  dis- 
cussions I  had  with  vou  and  Marty  concerning  the  subordination  of  our  debt  in  Transport 
Pool  was  anv  indication  given  to  me  that  you  were  going  to  request  more  funds  than  were 
in  the  original  projection  given  to  the  New  York  Central  Board,  and  it  was  on  this  basis 
that  I  told  Martv  that  we  could  not  exceed  the  million  dollars  which  we  originally  agreed 
to  advance  for  Transport  Pool  operations.  I  just  have  no  logical  answer  to  give  Central 
executives  who  are  being  refused  funds  on  projects  that  could  be  immediately  profitable, 
while  advancing  funds  to  J^trick.  Our  cash  has  dropped  some  $15  million  in  the  past  few 
months  $9  million  of  which  is  in  advances  to  you.  I  think  you  must  agree  that  this  is  evi- 
dence of  our  support  during  a  period  when  we  could  ill  afford  to  reduce  our  cash  resources. 

As  I  wrote  vou  earlier  this  week,  if  the  large  Philadelphia  Parts  Warehouse  will  re- 
quire additional'advances  from  Central,  this  matter  should  be  reviewed  at  a  Strick  Board 
meeting  before  we  proceed.  We  agree  with  your  statement  that  these  business  turn-downs 
are  beyond  our  control.  We  are  currently  in  a  recession,  whether  the  Administration  thinks 
so  or  liot,  and  these  are  problems  which  we  will  have  to  face  together.  We  are  just  as  anxious 
as  your  management  team  is  to  see  Strick  prosper,  but  with  our  earnings  off  $10  million 
in  the  first  four  months  we  are  facing  a  storm  that  both  Central's  and  Strick's  management 
teams  are  going  to  have  to  weather,  even  if  it  means  the  deferment  of  many  cherished 
projects. 

Sincerely,   

Walter. 

[Letter  from  W.  R.  Grant.  V.  Pres.  Finance,  X.Y.C.  to  M.  Bachman,  V.  Pres.  Finance,  Strick  Corp.] 

New  York  Central  System, 
Netc  York,  N.Y.,  May  25, 1967. 

Mr.  Martin  Bachman, 
Strick  Corp., 
Fairless  Hills,  Pa. 

Dear  Marty  :  As  I  advised  you  by  phone  yesterday,  we  cannot  approve  your  request 
for  $1,000,000  for  further  investment  in  Transport  Pool,  Inc. 

Your  original  projection,  which  we  presented  to  our  Board,  called  for  a  total  of 
$1,000,000  to  be  advanced  by  Central  for  Transport  Pool,  of  which  $560,000  has  already 
been  advanced.  I  am  therefore  changing  this  request  to  $440,000. 

At  our  last  Board  meeting,  I  told  the  Directors  there  would  be  no  further  advances  to 
Strick  during  1067.  unless  there  was  a  large  surge  in  business  that  re(iuired  greater  in- 
vestment in  receivables  and  inventories.  The  whole  program  of  advances  as  presented  to 
our  Board  at  the  time  they  approved  the  acquisition  of  Strick  was  on  the  basis  that  such 
advances  would  be  made  to  assist  Strick  in  handling  its  increased  sales  volume.  With  sales 
volume  down.  I  cannot  justify  additional  advances. 

As  we  discussed  yesterday,  if  the  large  parts  and  service  center  proposed  in  Phila- 
delphia at  a  cost  of  $860,000  will  require  additional  advances  from  Central,  I  think  we 
should  defer  this  until  the  Strick  Board  can  review  the  matter. 
Sincerely  yours. 


Exhibit  31 

May  6,  1969. 

Mr.  Pebry  M.  Shoemaker, 
Transportation  Consultant, 
Tampa,  Fla. 

Dear  Perry  :  I  enjoyed  hearing  from  you  and  appreciated  your  comments  about  our 
operations.  We  have  things  turned  around  now.  and  we  look  for  continued  improvement. 

You  may  have  missed  it  in  the  papers,  but  the  end  of  last  year  we  disposed  of  our 
Interest  in  Strick.  The  trailers  we  acquire  are  being  obtained  through  financing  arrange- 
ments completed  by  Dave  Bevan.  I  am  told  we  do  not  have  to  put  any  money  down,  which 
helps  us  at  the  present  time,  and  they  are  paid  for  similar  to  equipment  trusts.  In  effect, 
they  are  ours,  and  I  am  advised  it  is  more  economical  to  acquire  them  in  this  fashion  than 
to  lease  this  type  of  equipment. 

Mrs.  Perlman  joins  me  in  sending  warm  regards  to  Mrs.  Shoemaker  and  you. 
Cordially, 

A.  E.  Peblmaw. 
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Exhibit  32 

[From  flies  of  S.  T.  Saunders,  Chairman  of  the  Board,  P.C.T.C.] 
BOARD  MEMORANDUM 
New  York  City,  Wednesday,  April  23,  1969 
first  quarter — 19  go 

basis  our  earnings  were  $2.:5  million  (33.5%)  below  iTst  year  ' 

p-^^^^tin^.  respite 

with  the  mergir.  As  you  k,^o^^t£  first  qnln^^^  '"''V^  connection 

in  this  section  of  the  countrv  =  i,  r  Vhi?!.ool    ^      historically  the  low  point  for  railroads 

more  comparable  than  these  net  figures  suggest '  "^'^^  operating  results  were  much 

tinnei: ,iZ'Fj:%7:^^^^^^^^  «-ly«ts  and  investors  con- 

assets  are  dfyoied  t<.  operj  ionr^^^^^^  l'^']'''^'^ .fTV^-^  "^^^  only  half  of  our 
ance  of  our  earnings  In  'nXrVtfoverc^^  activities  produce  the  preponder- 

Se^s;-s^~H^^ 

areas  of  activity-SnspSTion  ReaT  Estate  nnd  Tnf  *  •       '""^  '^''^  P"'^^'-^' 

functional  categories.    "P""*^"""'  ^^^^te  and  Financial— subdivided  into  the  major 

'  1st  quarter  results  (dollars  in  thousands): 


1969  1968  Variance 


Railroad  PC  

Railroad  NH    ^  ;,'o2n'  ''""^  (12,530). 


Percent 


Railroad  total, 
diaries  

Consolidated. 


(1,260)  (6,489)  51229 


80.6 


Subsidiaries  (7.321)  (134  5) 

17,365  12,362  5,003  ^40.5 


4,601  6,919  (2,318) 


(33.  5) 


operL^^leS^VrtC^^^^^^  a  combined  1st  quarter  net  railway 


   1st  quarter  Year 

1963    

}o«   ------i---.;;::;;::                                  ($10,049)  $39,843 

Jqk«   ■^'514  56,299 

io«7   79,843 

Jofifi                                                                                                                       -           13,076  100,615 

1968      (9,199)  (2,654) 

,  ,  ,  (9,784)  (51,208) 

6-year  total    —  ' 

6-year  average   (2,802)  222  733 

  (467)  37;  123 


1 1st  quarter  1968  railroad  results  Included 
Sale  of  Albany  passenger  station 


Sale  of  Mott  Haven  '      $3  480 

Tax  credit  adjustment  .1!!."!!]^    -  -  3' 326 


Total. 


2,400 
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One  advantage  of  this  new  format  is  that  it  permits  evaluation  of  each  type  of  activity 
in  the  context  of  the  entire  enterprise,  thus  eliminating  misinipressions  that  may  be  gained 
when  overall  results  are  ignored  and  undue  significance  is  attributed  to  individual  trans- 
actions. For  example,  the  gain  or  loss  resulting  from  a  multi-million  dollar  sale  of  property 
would  be  regarded  as  extraordinary  to  a  smaller  concern,  but  not  one  with  revenues  from 
real  estate  operations  of  $40-45  million  in  a  single  quarter. 

This  new  form  of  statement  is  entirely  consistent  with  the  concept  of  the  parent 
Holding  Company.  It  will  be  necessary  to  continue  reporting  to  the  I.C.C.  on  the  traditional 
basis  for  the  railroad  companies,  of  course,  but  absent  some  unforeseen  development,  we 
plan  to  switch  to  this  new  type  of  statement  for  the  information  to  be  made  available  to 
stockholders  and  the  newspapers. 

With  reference  to  the  Railroad  revenue  and  expense  data  shown  on  this  statement, 
the  figures  are  greatly  influenced  by  inclusion  of  the  New  Haven  in  1969  but  not  1968.  As  I 
previously  indicated,  the  New  Haven  lost  $6.5  million  in  the  first  quarter  of  last  year, 
which,  on  a  comparnhlc  basis,  brings  the  1968  net  income  down  to  $6.9  million. 

Start-up  Costs  and  Savings. — Merger  start-up  costs  and  losses  in  the  first  quarter, 
while  not  as  heavy  as  in  the  last  half  of  1968*  had  an  $8  to  $10  million  effect  on  the 
first  quarter  results.  On  the  other  hand,  merger  savings  were  approximately  $5.5  million^ 
and  these  will  be  recurring  year  after  year  whereas  the  costs  will  not.  The  greatest  impact 
has  been  from  loss  of  revenues,  which  we  estimate  at  $6.5  million  as  the  result  of  service 
problems. 

Service. — ^We  continue  to  receive  assurances  from  shippers  that  our  service  has  im- 
proved ma)-kcdhj°  and  we  are  continuing  our  contact  program.  Since  the  last  meeting  I 
have  personally  called  on  the  top  executives  of  Bethlehem  Steel,  American  Car,  and  other 
important  customers.  Carnation  Company,  U.S.  Borax.  Kaiser  Aluminum,  and  other  major 
concerns  have  been  covered  by  our  top  Traffic  and  Operating  Officers,  and  Mr.  Perlman 
has  just  returned  from  a  tour  of  the  West  Coast  where  he  talked  with  many  of  our  off-line 
shippers  at  luncheons  and  dinners  in  Los  Angeles,  San  Francisco,  Portland,  Seattle,  Dallas 
and  Houston. 

Operating  Revenues ' — Considering  only  Penn  Central  and  New  Haven,  operating  rev- 
enues during  the  first  quarter  were  about  $6  million  or  1.4%  below  1968  (despite  the  5% 
freight  rate  increase  which  yielded  about  $15  million  in  additional  freight  revenues)  as  a 
result  of  the  following : 

Strikes  on  the  docks  and  in  the  coal  fields  adversely  affected  revenues  by  ap- 
proximately $5.1  million.* 

Weather  conditions  were  unusually  mild  over  most  of  the  System  this  winter, 
but  record  snowstorms  in  New  England  cost  us  about  $1  million  in  revenues. 

Mail  revenues  for  the  first  quarter  were  down  $2  million,  or  11.7%  from  1968. 
Express  traffic  al.so  continued  to  erode  at  an  accelerated  rate,  declining  $2.6 
million  in  the  quarter,  which  is  a  689c  drop  from  the  previous  year. 


*  See  Attachment  B,  hereto,  for  tabulation  of  1968  Merger  Start-up  costs. 

5  Source  of  estiniateil  savings  in  First  Quarter  1969 —  Million 

Consolidation  of  offices  and  fixed  facilities   ? 

Maintenance  of  Equipment  and  Roadway   ^-  ' 

Train  Operations  


Variance 
1st  quarter     (from  1968) 


Percent 


Freight... 
Passenger. 

Mail  

Express.. 
Other  


331,533 
35, 631 
14,834 
1,265 
22,690 


(2, 931) 
1,217 
(1,964) 
(2, 647) 


372 


(0.  9) 
3.5 
(11.7) 
(67.7) 
1.7 


Total 


405,953 


(5, 953) 


1.4 


•  Strikes: 


Began 


Settled     Cost  in  1969 


Longshoremen's.  

Coal  miners'  black  lung 
Philadelphia  ore  pier — 
Others  


Sept.  18,  1968  Mar.  9,  1969 


Dec.  20, 1968  Feb.  25, 1969 
Feb.  21,1969  Mar.  11,1969 


Mar.  3,  1969  Mar.  21, 1969 


$3,000,000 
1,600,000 
200,000 
300,000 


5, 100,000 
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Passenger  revenues  were  about  $]  .2  million,  or  3.5%  ahead  of  last  year.  The 
Metroliner  operation  contributed  an  estimated  $882,000.  The  continued  decline  in 
long-haul  passenger  service  was  offset  by  the  10%  interstate  fare  increase  that 
became  effective  in  March,  plus  volume  gains  in  commuter  operations. 
Operating  costs  for  Penn  Central,  including  New  Haven"  were  seriously  affected  by 
the  forces  of  inflation  although  we  were  able  to  hold  them  fairly  well  in  line  by  improve- 
ments in  productivity  and  merger  savings. 

Lab07-  costs  in  the  first  quarter  were  up  $7  million  due  to  increased  wage  rates 
aggregating  5.5%  and  higher  payroll  taxes."  However,  this  figure  is  $12  million  lower 
than  it  would  have  been  had  it  not  been  for  the  contraction  in  our  work  force  of  4,855 
employees ;  " 

Qrand  Central  Terminal— Tower  Building. — It  has  been  reported  in  the  press  that  we 
have  submitted  a  new  plan  for  the  tower  building  over  Grand  Central  Terminal.  f)ur  first 
proposal,  which  was  designed  to  preserve  the  facade  of  the  station,  wa.s  rejected  la.st 
September  by  the  New  York  Landmarks  Preservation  Commission.  At  that  time  an  influ- 
ential group  known  as  the  Urban  Design  Council  spoke  out  against  the  scheme  and  sug- 
gested that  if  there  was  to  be  a  building  it  should  be  built  from  the  ground  up. 

Adopting  that  suggestion,  our  second  offering  rises  from  ground  level  without  regard 
for  the  facade.  However,  its  design  preserves  the  main  concourse,  the  most  important 
architectural  feature  of  the  terminal.  Moreover,  the  plan  endeavors  to  meet  complaints 
regarding  further  crowding  of  the  area  by  modernizing  and  improving  the  terminal  facili- 
ties for  pedestrian  trafiic. 

Hearings  began  before  the  Landmarks  Preservation  Commission  on  April  10  and  the 
lower  s  creator.  Marcel  Breuer,  presented  a  statement  describing  the  many  advantages  of 
the  new  design. 

cf..  Y-^^^^*^  S"^  Planning  Commission  immediately  repeated  its  opposition  to  any  con- 
struction over  Grand  Central,  we  are  hopeful  that  Mayor  Lindsay  can  be  persuaded  to 
support  the  new  building.  To  that  end,  last  week  I  visited  with  Mr.  W.  S.  Paley,  Chairman 
ot  the  Urban  Design  Council  to  urge  his  intercession  with  the  Mayor. 

PASSENGER — LOSSES    AND  METROLINER 

«2S8°niilHmffnfh  ^"^i^^^./^^^es  in  the  first  quarter  were  $26  million  as  compared  with 
the  diSiuv  nf  .  .l'  ^^'T  T""^^^.  ^""^^  y*^^'"-  seriousness  of  this  situation,  and 
Snf  •     I  f headway  in  reducing  this  deficit,  is  demonstrated  by  the  fact 

$2  8  mimo^„'nflr^r'^'"\  n''^  passenger  service  permitted  us  to  cut  our  losse^s  by  onlv 
ecoLSs  mX  rin^n.^qfis  ^T^^'^  °^  ''''^  '^""'P'^^  t''^'"  discontinuances  and  other 

o^^annnuaftasls  ^'^""^  Projected  to  produce  savings  of  about  $40  million 

annua^sa^mJ of^?i'o'^2-7Y%'?^"''^^^*^''  discontinue  15  intercity  passenger  trains  at  an 
annual  savings,  ot  !t,l,092, (76.  At  present  we  are  preparing  or  have  nendine  annlic-itinn^ 
nvolving  31  trains  and  approximately  $6.9  million  in  annual  savings  SSe  measures  a?e 

nntT.lenl  sUidv'of' no't 'TV'"'  '"^^      ^""""^^"^  revenues'ho^e'^Tnd  we 
n3nH^.,c.       Study  of  the  potential  passenger  market  for  the  purpose  of  restructuring 

bSeZt'Ve%SL?ere%'^r"r  '"'f  P''^''^'         '-"i-i'^e  loLes.  4"tatS.  wl 

'  Operating  expenses  (thousands)  including  New  Haven  (but  excluding  nT*TP.eTT7  ^.v, 
whose  expenses  were  included  in  the  consolidated  incSne  sutement) :     ^  '     *  ^'^^  subsidiaries 


1st  quarter 

Variance 

Percent 

Operating  sxpenses. 

Total  operating  costs 

7,804 
466 
(2, 616) 

2.3 
1.5 

(5.  8) 

5,644 

1.3 

creased  i7omlTtr9:5V;.rcrnronjfn"r^^6^^^  R'^poad  retirement  tax  rate  in 

grants.  j^ii.i,i»oa.  ^  axes  also  increased  as  a  result  of  higher  taxable  wages  due  to  the  wage  rate 

"  Employment- 1st  quarter  1969  (including  New  Haven): 


Variance  from  1968 


1st  quarter       Number  Percent 


Average  number  employees 

TotaiiaborcostcthousandsK;:;::;:::::::::::::::;:;:;;:::::::::::;:::;    j^eii^o     +'if^  +t:l 

5,200?e5orMri&lsag'^^^^  an  increase  of  438  over  Feb.  1969.  but 
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Metrolimer  Operation^.— ^hi\e  we  are  experiencing  equipment  problems  with  our  non- 
stop trains,  the  Metroliner  service,  on  the  whole,  is  still  doing  nicely  from  the  standpoint 
of  on-time  performance,  passenger  volume,  and  public  acceptance.  ^.,o,^— 

During  the  period  January  16  through  April  16,  there  were  a  total  of  112,9oo  pas- 
sengers aboard  the  six  trains,  producing  revenues  of  .n.lTQJOu.  Based  on  available  seat 
miles  of  23,284,800  for  the  period,  the  six  trains  operated  with  a  79.4%  seat  mile  utiliza- 

The^first  four  trains  have  on-time  factors  exceeding  90%.  Unfortunately,  the  higher 
speeds  of  the  non-stop  schedules  have  revealed  a  number  of  flaws  requiring  a  temporary 
reduction  in  Metroliner  speed  to  110  miles  per  hour,  and  thereby  preventing  the  non-stop 
trains  from  consistentlv  meeting  their  schedules.  Also,  the  patronage  of  the  non-stop  run 
which  leaves  New  York  at  7  :10  A.M.  is  well  below  all  of  the  others,  including  the  after- 
noon return  trip  from  Washington.  It  may  be  that  the  departure  time  is  too  early  for 
New  York  and  New  Jersey  suburban  passengers  to  reach  conveniently. 

There  is  still  no  indication  that  the  Metroliners  are  having  any  appreciable  adverse 
effect  upon  the  balance  of  our  passenger  service  between  Washington  and  New  ^iork.  In- 
deed our  survev  of  the  trains  immediately  preceding  and  following  the  Metroliners  dur- 
ing the  February  l-April  14  period  showed  an  increase  of  2.4%,  on  the  average,  over  1968 

"^"^"our  Legal  Department  has  been  in  touch  with  the  Budd  Company  concerning  the  de- 
ficiencies in  the  GE  cars  we  have  been  operating  and  ^""J^-^^f  o^^t^f^r^Hf  fhe  No 
defects  will  be  corrected  or  appropriate  compensation  made  Under  the  terms  of  the  N^^^ 
vember  1968  Supplemental  Agreement,  Penn  Central  retains  its  right  to  claim  damages  for 
fanure  to  live  up  to  warranties  and  specifications  provided  in  the  original  contract  with 

^""^  We  have  recently  negotiated  a  contract  for  the  maintenance  of  component  parts  manu- 
factured bTGenera7El^^^^^^    This  should  prove  beneficial  during  the  early  stages  of  this 

'^'''The  first  six  Westinghouse  cars  have  passed  a  number  of  performance      ts  and  are 

now  underS^^^  modifications  deemed  mandatory  for  acceptance.  ^V^,  ^"^icipate 

cars  will  be  available  around  June  1.  Upon  the  completion  of  the  substation  modifications 

sinE~Stsir-« 
ssia^r;L%s=r=i-^s^^  - 

fvhen  the  Propordons  of  tbe  Probl^^^^^^ 

dS  SSerf^oThoTr^^^^^^^^^^  oThrcon^vlnient  locations  in  New  York, 

-"^^S^r^eSSSSgme^odp^^ 

^xt.  isrsif^f  -3siHsS^  r^^.s;^iSSStir 

liners  f or.  a  month  in  advar^^^^^^ 

dure  in  tis^^rvwSere  and  ^arVcoS^n?  that  it  will  add  greatly  to  the  attractiveness  and 
public  appeal  of  "^^^^^^'■"^^"f  Jl^vif  j.^^,  system  is  the  potential  it  has  for  permitting  the 
p^ss^;? to  "^SS^i^^nUc^S^^^tZ^  MeXig.  we  plan  to  display  a  vending 

reliability  of  our  service. 

:^71^puter-connected  "vending  machines"  to  be  located  In  hotel  lobbies,  banks  and  other 
convenient  locations. 
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PENN  CENTRAL  CO.  AND  CONSOLIDATED  SUBSIDIARIES  CONSOLIDATED  INCOME  STATEMENT,  3  MONTHS  ENDED 

MAR.  31,  1969,  AND  1963 

[In  thousands  of  dollars] 


Revenues: 

Transportation  operations: 

Railroad  

Pipeline. 


New  Haven  1st  quarter  New  Haven 

(rncluded  m  (noi  included 

1969)  1%9  1968  in  1968) 


441,872  411,535 


Trucking  and  Warehousing.  24  612 

Total  


9. 399  9, 383 

18, 525 


  30. 218         475. 885         439,443  29.725 

Real  estate  and  other  operations: 


Sales  of  properties     w  leo           oo  oci 

Hotels,  apartments,  clubs,  and  parks.  ' n'T^ 

Rents,  loyalties,  and  other....    9  582             6  720 

Total   


1,030  45.181  41,888  1. 831 

Financial  operations:  ~ 
Dividend  and  interest. 


Gam  on  securities  transactions  6  725  4  720 

  918  15,466  13,130^ 


Total. 


Total  revenues..   32  166 


Costs  and  expenses:  " 
Transportation  operations: 

Railroad  ,,„ 

Pipeline;.;::::::::;::::;:;:::;;::   "I'fS^  ^"^.ttl 

17,  977 


Trucking  and  warehousing.. :::::; :;;;;;:::;::;::::::::::"; "     19  512 

Tot3l 


Real  estate  and  other  operations: 


472,947  431,799 


Cost  of  properties  sold   19  joo  o  nc 

Othercosts                                    "   2,499  9,275 

   -                -  -                  13,653  12,640 

Total..  


26,152  21,915 


Federal  income  taxes    ;;;;  cJI  23,822 

Income  applicable  to  minority  interests    0^7,  \ 

Equity  in  income  from  subsidiaries  disposed  of  ' """  ' 


Total. 


2.538  . 
(392). 


536,530         494.461  31.556 


in^S^teZ^ercharges;:;;;:;:;;;;;;:::;;:;::   '"^%~iei     »  f^. 

Fixed  and  other  charges:  - 
Interest  on  debt. 


Ordinary  income  for  the  year:; •  ,,5?^,  32,830  27.359  1,448 

  --  (1,260)  4,601  13,388  (6,469) 


PENN  CENTRAL  CO.  MERGER  "START  UP"  COSTS  AND  SAVINGS  YEAR  1968 


Amounts  reflected  in 
Income  account  Reserve  Capital  Total 


Costs: 

Personnel: 

IrSr^^:;;;;;                                   ^'W^   »i7.oio.i49 

Transfer  and  relocation....   ."   'sSn'MR  9.382,296  ..    11,282,2% 

Tram  and  engine  pilot  training..  40n'mn  ' 1,840.698 

Overtime  in  excess  of  normal  levels  IBOMOOn ' "   400,000 

Interim  pension  payments      15,000,000 

Cost  of  employee  homes. ..":::;;:;;;;;:;;   J3»,»ab     358,996 


Total  personnel  costs...   23 


II,  206,  000  1,  206,  000 


789, 633        22. 102, 506  1,206,000  47,098,139 
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PENN  CENTRAL  CO.  MERGER  "START  UP"  COSTS  AND  SAVINGS  YEAR  1968-Continued 


Amounts  reflected  in 


Income  account  Reserve  Capital  Iota 

 ^  1 


■'^T'fperlman  Yard  1968  ...      '||". 

i  I-         PTC  :   0  °" 

Buffalo  Lock  Haven  CTC       2  052  158  2  060,755 

Seneca  Yard.                                                                   8.^3/   1  897  783  1,897,783 

CojumbusYard      "37  918   1  561  017  1,598,935 

AifoTe?       .                         *i2  si"  ■  ■-1:589:282  3:213:216  5,215,043 

Total  projects.......  -  -        ;'459:060         1:^89:18^  43:^^1:^06  46,019,948 

Add,[:r,'i^Sl[a^SSs^:":::::::::::::::::_J:i^^ 

Total  costs   -       41.396,093        23.691.788  45,177.606 

Relel^J^t::::::::::::::::::::                33,460,000   33,460,000 

Penn  Central  "start  up  costs"......  -       74.856.093        23.691.788  45.177.6%  143  725  487 

New  Haven  advances       it,  uu».  

   74.856.093        23.691.788  59.177.606  157,725,487 


Total  Including  New  Haven. 


Elimination  and  consolidation  of  fixed  facilities   12, 654,  348  . 

Maintenance  of  equipment    

(i/laintenance  of  roadway     ooinnn 

Property  taxes  and  insurance      uuu 

Train  operations     


Total  savings   -   22,492,352  . 

Effect  on  earnings      (52.363,741). 


Service  —We  are  still  receiving  assurances  from  shippers  that  our  service  has  improved. 
For  example,  a  vice  president  of  Peavy  Company  wrote  one  of  our  executive  vice  presi- 
dents ^  as  follows :  .     ,  .     .  •  j 

"We  have  as  you  know,  complained  heatedly  about  service  in  shipping  grain  products 
from  Buffalo  over'  the  past  several  months,  and  I  think  that  you  would  agree  there  was 
good  reason  for  us  to  do  so.  • 

"I  am  very  happy  however,  to  be  able  to  say  that  conditions  apparently  have  improved 
remarkably  in  the  past  few  weeks.  We  hope  that  the  improvement  will  continue. 

"We  certainly  do  appreciate  what  has  been  done." 

The  president  of  Illinois  Cereal  Mills  wrote  Mr.  Perlman  -  that—  ,  ^ 

"It  is  with  pleasure  that  we  go  on  record  with  you  and  your  associates  that  there  has 
been  an  'improvement'  in  our  service.  .  ^ 

"We  have  been  able  to  get  one  of  our  national  accounts  who  was  complaining  at  that 
time  to  given  Penn  Central  the  long  end  of  the  haul." 

An  appliance  dealer 'serving  the  Buffa  lo— Rochester  area  wrot(-- 

"I  think  it  onlv  fair  to  advise  you  that  since  that  date  (February  26)  our  life  \Mth 
Penn  Central  has  taken  on  a  new  and  pleasant  phase.  Deliveries  have  improved  to  a  point  I 
would  consider  quite  normal."  ,  „  n  i,o„^  i.^or> 

"The  latest  article  in  Forbes  Magazine  relative  to  your  company  may  well  have  been 
written  prior  to  your  new  lease  on  life." 

Exhibit  33 

[Memorandum  from  files  of  D.  C.  Sevan.  Chairman  of  Finance  Committee.  P.R.R.  to  S.  T.  Saunders. 

Chairman  of  Board,  P.R.R. ] 

February  15,  1965. 

S  T  S  •  We  can  do  a  better  iob  of  presenting  both  our  full  earnings  and  our  financial 
position  'to  stockholders,  financial  analysts  and  investors  by  extending  t^e  consolidated 
financial  statements  to  include  all  majority-owned  subsidiaries  which  we  control  To  lo 
this  we  would  consolidate,  for  statement  purposes,  virtually  all  ^^^P;^";^^^^;," 
interest  exceeds  50%.  Exceptions  would  be  limited  to  companies  we  do  not  control,  such  as 
Long  Island  Rail  Road,  or  companies  whose  control     temporary  such  as  Wabash 

The  important  change  from  our  present  reporting  is  the  including  of  P.R.R.  stockholder 
share  of  undSributed  earnings  of  the  majority  owned  and  controlled  companies.  These 
earnings  are  now  shown,  in  part,  in  the  notes  to  the  financial  statements  but  they  are  not 
irre^consoSed  income  Tnd  balance  sheet  figures.  The  change  can  became  even  mo^^^^ 
significant  as  we  proceed  with  further  corporate  acquisitions,  such  as  Great  Southxxest. 

Producfng'on?^^^^^^^^^  financial  statements  for  the  whole  of  o"r  interests  is  a  ma3or 
undertaking.  It  requires  consideration  of  20  additional  companies,  analysis  of  all  pertinent 
accounts  and  restatement  of  data  reported  for  the  past  four  years. 

1  Letter  dated  April  3  from  S.  R.  Scoggin  to  H.  W.  Large. 

3^:trrt\fd'l?I?ch'k^°r^^i.''H''B^oc\.  Bergman  Company  to  H.  W.  Large.  Fehruar.  15. 
1965  and  [from  files  of  D.  C.  Bevan.  Chairman  of  Finance  Committee.  P.R.R.] 
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The  character  of  the  problems  presented,  mostly  technical  accounting  in  nature,  is 
reflected  in  the  attached  outline  of  operations  my  accounting  people  have  prepared. 

The  l)est  way  to  ajiproach  this  prohlcin  is  to  do  the  stafftng  for  the  job  ourselves.  This 
is  clearly  the  least  costly  course  for  us  to  take  and,  acc(jinpanied  by  periodic  review  with 
indeiitMident  accountants,  will  jiroduce  the  answers  we  seek.  The  ajiproach  also  afTords  a 
means  for  our  obtaining  a  skilled  staff  of  technically  competent  peoi)le  from  which  we  can 
draw  our  later  reiiuirements. 

The  accountants  estimate  a  one-time  requirement  of  approximately  ten  man-years  of 
work  on  our  part  to  .net  this  done.  We  can  get  about  half  this  effort  from  i)eople  now  with 
the  Company.  The  other  half  would  be  obtained  by  hiring  voun^  but  experienced  ('  V  A 's 
who  would  meet  the  long-term  needs  we  recognize.  Professional  oi)ini()n  required  by  the 
task  would  probably  cost  us  .l;.-iO,000.  This,  plus  our  own  payroll  would  put  the  total"  cost 
at  $175,000.  When  the  initial  work  is  done,  keeping  the  consolidation  current,  and  providing 
a  technically  ecpupped  staff  for  merger  and  acfpiisition  accounting  will  require  about  four 
people. 

In  view  of  the  complex  character  of  the  problem,  the  need  for  orderly  staffing  and 
review,  together  with  my  insistence  on  careful  evaluaticm  of  the  implications  of  each  of  the 
moves.  I  have  concluded  it  is  impractical  to  target  on  such  a  basic  change  during  this  vear 
instead,  our  aim  is  to  be  in  a  position  to  issue  fully  consolidated  stockholders'  statements 
ror  tlie  whole  year  1!KJ.">  and  for  subsequent  quarterly  periods. 

D.  C.  B. 

Philadelphia.  Pa.,  Februari/  26,  1965. 
?\  ^'  ■  ^  'iPI^rove  the  program  outlined  in  your  letter  of  the  \<r,t\\  with  reference  to 
Control  ^"^""al  statements  to  include  all  majority-owned  subsidiaries  which  we 

Yon  will,  of  course,  see  that  this  program  is  carried  nut. 

Stuart  T.  Saunders 


Exhibit  34 

Chicago,  Rock  Island  and  Pacific  Railroad  Co 

Mr.  Stuart  T.  Saunders,  '''  '  ''"^ 

Chairman  of  the  Board,  Penn  Central, 
Philadelphia,  Pa. 

T  ^Z^""  ^lu^'^'^i  Friday's  AAR  Board  meeting  you  asked  me  for  a  copy  of  the  remarks 
I  made  on  the  subject  of  diversification  for  railroads  into  nontransportation  fields  at  a  re 
cent  dinner  of  the  Minneapolis  Traffic  Club.  I  am  sending  vou  a  copy  herewith 

1  appreciate  that  my  "logic"  and  conclusion  have  been  challenged  by  at  least  one  nil 
road  president,  and  undoubtedly  there  are  others  who  would  disagree 

work  totetwlf  Vh'^f/"  Ki-  ^/ll'^'^af'^'  ""like  other  corporate  undertakings,  mmt 

work  together  if  their  public  service  obligations  are  to  be  discharged  satisfactorilv  and  ret 
for  forty  years  at  least,  they  have  been  unable  to  agree  on  such  vital  issues  at  Q  rJtiona^ 
iza  ion  of  the  industry  through  merger,  (2)  terms  to  govern  the  establishment  and  operSn 
of  an  adequate  national  car  pool,  with  through  service  routes  and  rates  (3)  research  nro 
Sc^ettlir^  ''''       development  of  the  rail  fo^ni  of  trrnsportaS. 

nrimTriil^fnl^v.'"  V"^  ^^'^'"^  individual  railroads  have  been  run 

friT  •'^J'^^*^^  assumed  benefit  of  stockholders,  with  the  result  that  thev  have  not  feU 
free  (particularly  the  fortunately  situated  ones)  to  make  the  adju.stmenfs  nelessSv  to 
formulate  balanced  railroad  systems  capable  of  working  harmonious  v  togeth^  as  a  s'vstenT 
And  so  with  diversification.  Obviously  it  is  in  the  interest  of  raiiroS  stockrolderf  hut 
r'.^fLV^-^T^  ^^^^'•^^•^  business?  For  one  thing,  capital  tha  rurinflv  ^eed^^^^ 

that  busines.^as  1  Lou  S  brrunlJ  fhe  ,n'tPr.'Jr".'t>?"''  *k^'^  resources  to  it.  and  try  to  run 

the  o'rfStef  meS  filhf  thaf  ctiiSb''  '     ^  ^^^^^^  -"-^^  '" 

railroads,  most  of  them  welfpSed  w  tH  tr«if  overnight  if  the  principal  western 

pattern,  my  feelings  on  the  suffert  are  st?o^^^^^  '""'^  ""^-^  '''''  °"  ^  "'^^^^^ 

Sincerely, 

Jervis  Langdon,  Jr., 

Enclosures.  Chairman  and  President. 
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THE   RAILROADS    AND  CONGLOMERATES 


This  is  a  challenging  subject  and  open  to  serious  debate. 

On  one  point  however  I  am  clear.  During  the  very  diflBcult  period  my  company,  Roch 
Island,  has  been  going  through,  an  opportunity  to  diversify  into  another  business  and  to 
bring  about  an  improvement  in  earnings  and  particularly  cash  flow  would  have  been  most 
welcome  and  received  with  open  arms.  In  fact,  Rock  Island,  in  a  precarious  financial  con- 
dition, would  have  jumped  at  such  a  chance.  But  with  little  ca.«h,  and  its  stock  irrevocably 
assented  to  one  or  both  of  two  conflicting  merger  proposals  which  have  remained  unresolved 
for  a  much  longer  time  than  originally  anticipated.  Rock  Island  has  hardly  been  in  a  i)Osi- 
tion  to  take  the  lead  in  diversifying.  Nor  has  it  l)een  a  promising  candidate  for  inclusion  in 
a  conglomerate  organized  by  others.  In  this  area.  Rock  Island  has  been  and  remains— for 
the  time  being — immobile. 

It  follows  that  I  thoroughly  understand  and  appreciate  the  reasons  for  diversification 
on  the  part  of  the  C&NW  and  SiKT  and  other  marginal  railroads.  In  their  case,  earnings 
from  non-transportation  sources  have  been  important  in  maintaining  viability.  There  has 
been  no  reason  to  consider  the  long  term  implications  of  conglomerates  or  whether,  on 
principle,  thev  should  be  encouraged  or  not.  With  these  carriers,  the  choice  was  clear: 
diversify  or  else.  I  only  wish  that  Rock  Island  could  have  traveled  in  the  same  direction, 
or  could  do  so  today.  ^  ^,  •    ,  -i 

But  this  enthusiastic  endorsement  of  conglomerates  in  the  case  of  the  marginal  railroad 
should  not  be  misunderstood.  Everyone  is  interested  in  survival,  even  for  the  short  term, 
and  if  conglomerates  spell  survival,  they  certainly  serve  a  purpo.-e.  at  least  for  those  who 
want  to  survive.  The  infinitelv  tougher  question  is,  how  are  conglomerates  to  be  viewed 
from  the  point  of  view  of  railroads  generally,  particularly  for  the  long  term?  In  no  sense 
has  diversification  been  limited  to  the  marginal  railroads.  Many  important  railroads,  re- 
garded as  prosperous  in  our  industry,  have  embraced  the  concept.  Indeed,  the  conglomerate 
is  rapidly  becoming  a  way  of  life. 

Is  this  movement  well  conceived?  ^  , 

In  trving  to  answer  this  question  1  am  not  concerned  with  the  controversy  presently 
surrounding  the  conglomerate  as  a  concept.  Everyone  in  Washington  seems  to  be  questioning 
whether  the  conglomerate  is  either  (1)  in  violation  of  the  antitrust  laws.  (2)  unsoundlj- 
financed  (3)  receiving  tax  benefits  that  should  be  curtailed,  or  (4)  generally  in  conflict 
with  business  practices  that  should  prevail  in  our  country.  Whether  these  charges  emanating 
from  many  sources  including  Congressional  leaders,  the  J";«ce  Department^Federal  Trade 
Commission,  Securities  Exchange  Commission,  and  the  ^ew  York  Stock  Exchange  have 
validitv  I  do  not  know  and  do  not  propose  to  consider  here  On  the  contrary.  I  ^^^ivrev^jf 
(at  least  for  the  purposes  of  the  discussion  this  evening)  to  accept  the  conglomerate  as 
representing  a  valid  approach  to  the  common  control  of  different  business  enterprises  ^  ith 
benefifs  to  ftockholders  and  will  concentrate  my  attention  on  the  single  point:  Is  inclusion 
in  a  conglomerate  good  for  railroads  generally? 

To"SirS,ThToSary  conglomerate  is  apt  to  include  subsidiaries  that  are  users 
of  rail  service  perhaps  heavv  users,  and  to  have  an  operating  railroad  in  the  same  corpo- 
rate home  with  users  and  railroad  under  the  same  management  control)  raises  special 
rroblemTundTr  the  provisions  of  the  Interstate  Commerce  Act  and  is  probably  at  variance 

"''^\'rthe'"ScCrreason  for  my  doubt  is  that  railroads  with  earnings  from  con- 
glomerates mav  find  it  easier  to  avoid  the  tough  decisions  that  are  necessary  to  .solve 
tie  rSoad^^^ice  problem,  and  the  service  problem  must  come  ahead  of  everything  else- 
even  earnings. 

C:rTupplvT?rS?y%he  most  important  aspect  of  the  railroad  service  Problem^  Each 
railroad  of  course  has  its  own  cars  which,  being  freely  interchangeable  constitute  its  con- 
Sbution  to  what  is  looselv  regarded  as  a  national  freight  car  pool.  Although  there  are 
manv  special  pur^^^  oars'in  the  service  of  individual  railroads,  most  of  the  c^^s  in  the 
national  flej;  Tre  general  purpose  cars  -d  in  demand  throughout  the^^^^^^^^^^^ 
is  no  industrv  determination  of  the  size  of  the  general  service  fleet  that  is  required  to  meet 
thrcountrv's  needs  On  the  contrary,  its  level  is  determined  by  what  each  ^dividual  line 
conchides  fo  be  Sssarv  for  its  own  account,  or  can  afford.  The  result  is  a  national  fleet 
wMch  at  times  is  inadequate.  Moreover,  with  each  line  having  a  voice  in  its  distribu- 
ttSn  and  use  it  is  allfo  a'poorly  managed  fleet  with  a  level  of  utilization  which,  from  an 
industrv  standpoint,  has  produced  a  steadily  declining  return  on  investment. 

TfThe  private  managements  of  individual  railroads  are  to  solve  this  industry  prob  em 
of  civ  upp^^v  thev  must  learn  to  work  together,  face  up  to  the  hard  realities  of  the  situ^ 
ation  and  pool  there  resources  in  finding  an  answer.  The  problem  must  ^" 
fndu"t^  prohVem.  and  an  industry  solution  must  be  found  even  if  concepts  heretofore  r^ 
garded  as  objectionable,  including  a  real  pool  of  general  purpose  cars  managed  in  the 
interests  of  the  industrv  from  one  control  point,  have  to  be  resorted  to 

^VaT  are  Ihe  ' chances  of  such  an  approach  by  railroads  with  ea.sv  earnings  from 
nontmnsporta  ion  sources?  T  would  suspect  that  they  are  poor.  The  trouble  is  that  earn- 
?nl^.  wSe?er  the  source,  produce  a  sense  of  well-being,  and  rnilmans  that  r"itisfv  heir 
Ih^relTolde^Tn  this  manner  are  not  likelv  to  want  to  deal  with  toutrh  service  problems 
Som  an  indus?rv  standpoint,  particularly  if  tbev  detect  the  sliebtest  chance  of  a  compro- 
S  of  tS  own  competitive  standine.  After  all.  earnings  from  outside  ^^""i-ee  are  not 
noveUn  he  ranToad  business,  and  yet  how  many  of  the  railroads  in  the  country  with  large 
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the  level  of  pTr  die,7n  es-a ^e^.n  preo.p.tate  n  continuing  <-onfroversy  over 
the  basic  problem  controversy  which,  in  my  opinion  at  least,  does  not  reach 

to  aSXr  aTp^^t^of'tt  ra^lToadTervr"'  non-transportation  sources.  wiU  be  inclined 
therebeforaranr'o'IdinV.'asperr^^^^^^^^^  '--"ve  would 

What  It  comes  down  to  in  the  final  analysis  is  this  • 


Exhibit  35 

Illinois  Central  Railroad, 
Mr.  Thomas  M.  Goodfellow,  Chicaoo,  III.,  May  19,  1962. 

President,  Association  of  American  Railroads, 
1  he  American  Railroads  Building,  Washingtmi  D  C 

addrSrdT:ih/s\ToSttt°Z  LeStfon^  SunS'th'^^"  ^"^"^^"^ 
carriers  and  enclosin-  a  conv  nf  r^malo  f  ^  T  ^^'^.^      ^^e  acquisition  and  control  of 

the  Minneapolis  Traffic  Club'^^n  ^  '1^10  196?'^^^^^  -"^  ^"w^  ^^"^'^^^  ^^^^^^^ 

copy  of  Mr/Duensing-s  lette?  and  enclosure      ■  '"'^'^     ^^^^^^^^  ^'^^  ^"^^  g^^^n  a 

Mr.  LSinTbitVhave're.d%'e"r!-K  ^r^"'?  '"'."^  Subcommittee  or  by 

disagreement^ ^^JiLfl^gic'^nd-SlmptroTc^u^^^^^  "^^'^  '  ^^^^^  ^ 
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The  principal  point  seems  to  be  that  railroad  ^^^^^ ^^^Z^^^^t^^ 
will  produce  "easy  earnings"  and  a  "sense  of  '^'Jiia  "  desir^i^^  ^  ^^^1^"^ 

management  in  a  diversifled  group  o  '^^^^J^'l'^^l,^^^^^^^^  for  many 

of  necessity  to  solve  difficult  railroad  'r«blems  ^^hKh  tia^  e  P^'^Si  stimulus 
years.  Personally  I  don't  think      need  try  so  l  ard  to  o^^^  problems  will 

for  solving  <uir  urgent  and  ancien   I'^^^^l^"^^' to  capital  markets  and 
g^Sr^/i^  eS:S"l~  -d  steadfastness  of  our 

^^"^'S'^ond  ,>oint  is  the  ^-nuently  heard  suggestion^^^^ 

would  not  be  likely  to  put  capital  int.,  ra.ln,a  U.  If   .  the ^  ^^^l^,^^^  ^^.^ 

for  non-railroad  investments  producing  .^if'^  f  ^^^^^^^"^  ^^^^^^  an  incremental  basis,  is 
observation.  First,  the  return  on  many  lailroad  f^^.^'"f J"':'  ""^i-.g  ^f  average  return  on 
verv  great  indeed  and  is  certainly  not  to  be  "J^^'j^^^^^^^^^^  Illinois 

total  Existing  rail  investment^  For  instance,  we  ^^^^^^^^^^     Jj"  i,, 

Central  currently  which  produce  >etween  20%  an    Oo  ,c  r^^^^  companies.  The  second 

siderable  excess  of  the  return  on  investments  our  manutactur^^  properties  in  order 
Lswer  is  that  good  earning  -f^^^^^^:^'^^i^  Industry  have  con- 
"S^^ZifX  rSSi^onai%K?inX^^4ilroad  properties,  simply  to  protect 
existing  good  earnings.  .       „  ^^^^  n,-p-,impnt  mentioned  above  it  is  the  poorer  rail- 

ro^SSn^i  hfve  S  L^ce^i^n^S  morrauickly  might  look  for  opportunities 

^«  ^r^Sht  be  suspected,  we  Relieve  strongly  i^^^^:^^^\::,Sr^^^'Z^ 
non-transportation  fields  and  I  would  not  „ew  action  of  the 

of  April  10,  to  be  misunders^tood      the  con  "rj  .  Bea^^^^^^^ 

i  nion  Pacific,  Southern  Pacific,  .J^^^^f  c&x     and  ourselves,  I  suspect 

ing  holding  company  organization  of  the  ^^S  M-K-1,  any^^v>^  improvement  through 
that  others  in  the  industry  might  also  favor  an  attempt      ea"""ss  "  l  .prtv  as  a 

to  me  to  be  the  path  of  prudent  management. 

Sincerely,  Wiij.i.^m  B.  .Tohxson. 

Ve  need,  diversification  and  protection  of  our  income  seem  .ital  to  me.   ^  ^^^^^^^^^^^ 

Exhibit  36 

[From  files  of  D.  C.  Bevan.  Chairman  of  Finance  Committee.  P.R.R.] 

October  25,  19GG. 

STS  ■  In  view  of  yesterday's  discussion,  we  believe  that  it  is  '-i^^y^^^JI^^f^;^,^.^^!^""^ 
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total  budget  of  the  New  York  Central  for  19(;7  is  in  the  neighborhood  of  $80  to  $85  million, 
and  we  are  talking  about  having  an  acute  problem  because  our  equipment  budget  alone  Is 
in  that  area,  not  to  mention  a  re(iuest  for  an  all  time  record  road  budget 

1.  Although  we  pointed  out  in  both  1904  and  1905  that  we  thought  we  were  spending 
money  too  rapidly  despite  the  overall  desirability  of  the  long  term  objectives,  the  Financial 
Department  went  along  with  near  record  capital  programs.  It  was  also  pointed  out  that 
we  would  be  faced  with  trouble  in  staying  within  the  debt  limitation  bevond  December  31, 
190.>.  In  1906  we  objected  as  strenuously  as  we  could  to  the  level  of  ca'pital  expenditures 
because  of  the  effect  on  the  debt  limitation  and  because  of  the  failure  of  the  operating  peo- 
ple to  meet  their  commitments  of  Jjino  million  net  income  in  each  year.  For  the  three  year 
period  there  is  a  cash  deficiency  of  approximately  .$45  million.  This  amount  alone  would 
be  almost  enough  to  give  the  Operating  people  the  amount  they  now  wish  for  equipment. 

2.  In  the  Northeast  Corridor,  we  started  out  with  a  proposal  of  spending  ijilO  million 
on  the  road  and  the  Federal  Government  providing  almost  $10  million  for  cars  for  a  limited 
experiment.  Very  quickly  we  boosted  the  level  of  expenditures  on  cars  to  .$21  million  thus 
increasing  our  commitment  to  the  extent  of  $11  million.  Our  original  estimate  of  the  cost 
of  road  expenditures  has  soared  from  ,$40  million  to  .$.33  million,  or  a  total  of  direct  cash 
drain  involved  on  our  system  of  .$44  million,  .$34  millicm  more  than  originally  contemplated. 

3.  It  now  appears  we  will  exceed  the  original  cost  of  our  participation  in  the  Madison 
Square  Garden  development  by  .$8  million  minimum. 

4.  If  you  add  all  of  these  together,  plus  the  $10  million  increase  in  inventories,  the  Op- 
erating people  in  the  three  years  1964-G6,  aside  from  keeping  capital  expenditures  at  near 
record  levels,  have  directly  been  responsible  for  an  additional  cash  drain  on  our  resources 
of  $97  million. 

.5.  It  is  also  obvious  that  some  very  serious  mistakes  have  been  made  in  our  program  of 
acquisition.  The  reasons  for  this  are  hard  to  ascertain  but  it  may  be  because  of  the  rapiditv 
with  which  money  has  been  .spent  in  recent  times. 

ia)  The  Berwind-White  program  which  in  total  represents  an  expenditure  of  .$2.8 
million  was  outlined  as  a  must  by  the  Operating  people,  including  the  sales  organization 
This  has  obviously  been  a  fiasco. 

(ft)  While  we  still  have  been  unable  to  get  full  details,  it  appears  likely  that  the  Asso- 
ciates of  the  Jersey  program,  which  involves  $19..t  million  will  unfortunately  substantiallv 
fall  into  this  same  category. 

Herein  lies  the  truth  why  today  the  financial  resources  of  the  companv  have  been 
stretched  further  than  at  any  time  since  I  have  been  with  the  railroad.  Throughout  this 
entire  period,  and  the  last  twelve  months  money  has  been  .scarcer  than  at  any  time  in  my 
business  career,  the  financial  side  of  the  business  has  met  every  demand  and  has  initiated 
a  number  of  unique  approaches  which  although  in  accordance  with  good  accounting  prac- 
tices are  unique  and  which  have  materially  aided  in  the  expansion  of  our  earnings.  The 
foregoing  are  the  reasons  for  our  present  difficulties,  but  we  should  also  look  at  some  other 
aspects  of  the  situation. 

1.  During  the  ten  year  period  1956-65  total  capital  improvements  of  the  New  York 
Central  totaled  $545  million,  those  of  the  Pennsylvania  $1  billion  86  million,  or  twice  as 
much.  During  this  period,  or  any  shorter  period  that  anyone  may  care  to  select,  we  have 
likewise  outstripped  the  New  York  Central  in  expenditures  by  a  wide  margin  and  this  is  also 
true  for  almost  any  of  the  other  Eastern  roads  proportionately,  and  basically  the  same  mav 
be  said  on  a  national  basis. 

2.  As  indicated  by  the  attached  figures,  the  Improvements  in  our  earnings  situation  has 
not  been  material.  (See  Exhibit  I). 

3.  For  the  last  ten  years  the  average  life  of  our  equipment  has  steadily  declined  from 
about  27  years  to  an  estimated  14.8  years  at  the  end  of  1966.  but  despite  huge  sums  spent 
on  equipment,  during  the  first  six  months  of  1966  our  share  of  the  Eastern  markets  was 
20.1%  as  compared  to  a  high  in  the  fiO's  of  20.9%,  in  1962,  and.  if  it  is  said  this  was  a  poor 
tind  unusual  six  months,  our  share  for  the  first  six  months  of  1965  was  20.5%  which  com- 
pares with  the  20.5%  in  1961.  As  indicated  by  the  attached  figures,  if  even  in  1965  we  had 
been  able  to  maintain  our  position  in  the  Eastern  markets,  we  would  have  had  over  .$5  mil- 
lion more  revenue  in  1965  than  we  did.  (See  Exhibit  II). 

4.  Our  current  requested  program  of  approximately  $.58  million  for  new  freight  cars  in 
1967  shows  only  a  return  of  6.9%c.  based  on  a  20  year  life  as  comp.nred  to  an  average  life  of 
-)ur  present  cars  of  14.8%.  TTsing  these  figures,  in  the  development  of  which  the  Traffic  De- 
rartment  participated,  after  we  put  in  an  estimated  cost  of  money  of  about  6i/o%;,  there  is 
virtually  no  return  indicated  and  a  great  many  categories  are  actuallv  losing' monev  and 
the  general  average  of  6.9%  is  up  substantially  because  of  the  wide  margin  of  profit  "of  bi- 
level  and  tri-level  racks  included  in  the  program. 

5.  As  has  been  pointed  out  many  times  in  the  past  three  years,  we  have  rapidly  reached 
a  very  serious  danger  point  with  respect  to  our  ability  to  carry  on  new  financing.  At  any 
time,  because  of  the  .serious  maladjustment  in  the  ratio  of  equipment  depreciation  to  ma- 
turities. INfoody's  may  drop  our  rating  from  A  to  Baa  and  if  this  happens  our  abilitv  to 
finance  eouipment.  even  at  a  substantially  advanced  cost,  would  become  extremelv  diffi- 
cult, if  not  impossible,  in  the  present  tight  money  market.  Attached  hereto  is  a  list  of  some 
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of  the  companies  with  Baa  ratings  which  will  give  you  some  indication  as  to  how  far  down 
the  quality  of  our  equipment  certificates  could  drop.  At  the  present  time  our  equipment 
depreciation  amounts  to  about  $35  million  as  compared  to  average  equipment  maturities 
of  about  $57  million.  As  contrasted  to  this,  New  York  Central's  equipment  depreciation  is 
about  $30  million  as  against  maturities  of  $20  million.  Overall  our  maturities  in  1966  were 
$34  million  as  compared  to  depreciation  of  $54  million.  New  York  Central  had  combined  de- 
preciation of  $40  million  and  total  maturities  of  $20  million.  (See  Exhibit  III). 

6  In  the  three  year  period  1964-66  it  is  estimated  that  our  interest  charges  and  de- 
preciation will  have  increased  $171/2  million,  or  about  $1.26  per  share,  and  our  consolidated 
debt  on  the  old  basis,  which  excludes  recently  acquired  companies,  will  have  increased  by 
$240  million  During  the  same  period.  New  York  Central's  debt  is  estimated  to  have  in- 
creased by  $25  million  and  we  estimate  their  interest  and  depreciation  charges  will  increase 

by  $4  i^ll^iojj-^  j^^gg  outlays  for  equipment  there  still  has  been  no  noticeable  improve- 
ment in  our  per  diem  situation  during  the  year  1966.  The  only  decrease  in  equipment  rentals 
that  has  occurred  is  decreased  rentals  from  leading  companies  and  has  nothing  to  do  witn 
utilization  of  our  equipment.  ,    ,  ,    i.   v  k«««.v,„ 

I  think  that  everyone  realizes,  but  if  not  they  should,  that  the  analysts  have  become 
increasingly  critical  of  our  ability  to  carry  through  gross  to  net  as  contrasted  with  the 
New  York  Central  and  at  least  a  half  dozen  investment  houses  have  commented  quite  un- 
favorably on  the  rapid  increase  in  our  debt  as  contrasted  to  that  of  the  New  York  Central 

In  addition,  just  recently  the  Morgan  Guaranty  Bank  which  Is  now  a  very  substantial 
holder  of  our  stock  has  manifested  great  interest  in  obtaining  figures  showing  projected 
maturities  of  Pennsylvania  Railroad  in  relation  to  our  projected  cash  flow. 

While  I  believe  it  is  highly  desirable  that  we  have  an  efficient  fleet,  I  think  the  time  has 
come  that  at  least  until  the  merger  we  are  going  to  have  to  allow  ourselves  a  breathing 
spell  and  go  forward  on  a  much  more  modest  basis  until  the  operating  people  can  show  a 
satisfactory  return  on  capital  expenditures  already  made.  I  believe  we  are  in  a  very  serious 
position  financially  from  the  standpoint  of  an  acute  shortage  of  ^^^f^^^X^^^^^^^^^^^ 
n  relation  to  depreciation.  Basically  there  is  no  question  that  we  still  have  very  substantial 
underlying  strength  primarily  because  of  our  outside  investments  of  which,  of  course  the 
Norfolk  &  Western  Is  the  major  one.  but  this  can  easily  be  dissipated  if  we  continue  on  the 
road  we  have  been  pursuing  recently.  ...         ,  ,         .i„k*  u,„it 

In  summary,  even  if  we  should  be  successful  in  obtaining  an  increase  in  the  debt  limit, 
this  would  not  effectively  solve  our  problem.  ,-,4.      „„„„„„^  fKof  otp 

1  Even  in  the  present  tight  money  market  we  have  no  definite  assurance  that  we  are 
goingto  be  able  to  raise  $85  million  next  year.  For  the  first  time  since  I  have  been  with  the 
railroad  there  is  a  real  risk  involved  from  this  standpoint. 

2  We  are  facing  an  acute  cash  shortage  next  year  for  which  we  have  found  no  solutton 
as  yet  Tnd  any  incriase  in  our  borrowings  to  the  extent  they  are  obtained  from  banks  will 
require  additional  cash  for  the  maintenance  of  compensating  balances  in  our  banks^ 

3  The  most  basic  and  serious  problem  has  to  do  with  our  ratings  for  Moody  s  The 
ereater  the  ^crease  they  see  in  our  debt,  the  more  likely  they  are  to  analyze  our  equipment 
Stuatiof  aud°  the  r^ore  vulnerable  we  are  to  having  our  ratings  decreased  If  th;S  haP^^^^ 
not  only  will  our  abilitv  to  raise  money  be  curtailed  next  year,  but  it  will  be  virtually  m- 
SossMe  for  US  to  continue  to  borrow  in  future  years  at  the  rates  we  have  been  accustomed 
to  in  the  past.  The  market  for  the  equipment  is  not  good  and  very  very  much  smaller  than 
the  market  in  which  we  have  been  operating. 

PENNSYLVANIA  RR.  CO. 


•'^""^Snd"  'XZti  Adjusted  net     Capital  and  lease 

Year                           Reported  earnings  included  service  liability  earnings  expenditures 

i%5    -  m^,f,^  w^'Z  'nWo  'i.w  ''mfi.z 

1962...  -.-                    iR?l'«R  9  000  000  3  6  200  000  M5,W.414  869.  OOo 

1961  —  -  —          ,7' Ron?  13  000  000  J7  100  000  2  20,819.112  f  f*.  OOq 

I960                                               ?'^K?-n?  3  000  000  >  6  500  000  2  5,732,865  I?*' ^60,  OOq 

1959                                               IWiln  3  000  000  3  7  400  000  2  9.455,927  S?' 

1958                                              ,ln«  8«  i  ^mn'nnn  3  5  400  000  6,056,885  91, 705,  OOo 

1956-:::::::::::::::::::;::::::     *i54'5:435  lim.m  Am.m  29:545,435  86,090,000 

•  The  amounts  for  1965, 1964,  and  $1,280,000  for  1963  represent  charges  against  earnings,  comparable  to  the  basis  of  earlier  years 
If  the  plan  was  not  in  a  fully  funded  position. 

'  Deficit,  ,       ^  .      .  ,, 

3  Memorandum— provided  for  in  'Reported  earnings. 
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EXHIBIT  III 

PENNSYLVANIA  RAILROAD  CO.-GRAND  TOTAL  FREIGHT  CARS  OWNED  AND  LEASED,  1966 


Month  end  balance  ''^i^^!  Serviceable  Percent  un- 
  cars  units  serviceable 

fMrnln   - -   122,246  112,065  8 

MaVch   - -     121,613  111,062  9 

AoVii           -   -   121,345  110,644  9 

M^av """""  -  --- - - -  121,354  110,531  9 

June'  " -    121,196  110,031  9 

iuv                          " " "  ---   120,850  109,448  9 

August:;:::::::;;-: ■   -  mtit  }o 

sopt^-^ber  ;;;::";:::::;:;::::::::;::;:::::;;:;;;;:;;;;;;;;;;;;;;;;  lllillo 


119,838  107,953  10 

107, 641  10 


Source:  Financial  review  statement. 
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PENNSYLVANIA  RAILROAD  CO.,  EFFECT  ON  1965  REVENUES  FROM  CHANGES  IN  1965  MARKET  POSITION  VS.  1964 

(Dollars  in  thousands] 


P.R.R. 


N.Y.C. 


B.  &  0.- 
C.  &  0. 


Coal  -  -  -  -         --  ($1,108) 


Ore. 

Grain  

Food  and  kindred  products  

Pulp,  paper,  and  paper  products. 
Chemicals,  rubber,  and  plastic  . 
Stone,  clay,  and  glass  products.. 
Iron  and  steel  (including  scrap).. 

Machinery  and  appliances  

Motor  vehicles  and  parts  

All  other...-   


(2,367) 
342 
(1,306) 
(388) 
506 
(334) 
(103) 
(140) 
4,924 
(4,723) 


($3,665) 
473 
(895) 
(1,004) 
(1,079) 
1,118 
652 
2,436 
(1,908) 
2.127 
660 


N.  &W. 


Total. 


(4,703)  (1,085) 


$5,  284 

$8,18: 

961 

(281) 

(265) 

(669) 

837 

(904) 

2,416 

(65) 

(905) 

373 

184 

1,520 

4,109 

(2,073) 

1,250 

399 

(4, 283) 

175 

(2,714) 

(5,  572) 

6, 874 

1,085 

Total 
Eastern 
Other  District 


($8, 693). 
1,214  . 
1,487  . 
2,377  . 

(884). 
(1,092). 
(2,022). 
(4,363). 

399  . 
(2,943). 
12,349 


(2,171). 


Note:  Figures  in  parentheses  are  unfavorable. 

PENNSYLVANIA  RAILROAD  CO.-1967  NEW  FREIGHT  CAR  PROGRAM  RATE  OF  RETURN  STUDY 


Type  and  description 


Rate  of  return  (percent) 


14-year  life 


20-year  life 


25-year  life 


Quantity 


Initial 
cost 


Before 
taxes 


After 
taxes 


Before 
taxes 


After 
taxes 


Before 
taxes 


After 
taxes 


150 
300 

$2.  842.  500 
4,  800,  000 

7.0 
10.9 

3.6 
5.7 

9.0 
12.9 

4.7 
6.7 

9.9 
13.8 

5. 1 
7.2 

450 

7,  642,  500 

9.5 

4.9 

10.7 

5.5 

11.6 

6.0 

200 
80 

4,  000,  000 
1, 988,  000 

9.9 
6.7 

5. 1 
3.5 

11.8 
8.6 

6.1 
4.5 

12.7 
9.5 

6.6 
4.9 

280 

5, 988,  000 

8.8 

4.6 

10.0 

5.2 

10.9 

5.7 

49 
10 
200 
18 

2,  058,  000 
420,  000 

.2 
17.7 

.  1 
9.2 

2.1 
19.6 

1.1 
10.2 

3.0 
20.5 
.6 

1.6 
10.7 
.3 

720,000 

6.9 

3.6 

8.8 

4.6 

9.7 

5.0 

277 

10,798,000  .. 

1.5 

.8 

2.4 

1.2 

1,  007 

24,  428,  500 

4.9 

2.5 

6.9 

3.6 

7.8 

4. 1 

160 
100 

2,  576,  000 
1,  445, 000 

9.5 
17.6 

4.9 
9.2 

11.4 
20.4 

5.9 
10.6 

12.3 
21.3 

6.4 
11.1 

260 

4,  021,  000 

12.4 

6.4 

14.2 

7.4 

15.1 

7.9 

600 
82 

8.  400,  000 
1,  640,  000 

6.4 
17.2 

3.3 
8.9 

8.3 
19.7 

4.3 
10.2 

9.2 
20.6 

4.8 
10.7 

682 
1,  200 

1&,  040,  000 
16,  380,  000 

8.2 
9.9 

4.3 
5.1 

11.8 
11.8 

6.1 
6.1 

12.7 
12.7 

6.6 
6.6 

125 
237 

687, 500 
2,  014,  500 

73.6 
84.4 

38.3 
43.9 

73.6 
84.4 

38.3 
43.9 

73.6 
84.4 

38.3 
43.9 

362 

2,  702,  000 

81.7 

142.5 

81.7 

142.5 

81.7 

42.5 

362 

57,  571.  500 

11.0 

2  5.7 

13.2 

2  6.9 

X58a— Noninsulated  grocery  

X58c— Lading  straps  adjustable. 


Total,  X58. 


X61c-Fisher  body  60-70  ton.. 
X61d— Double  door  60-70  ton. 


Total  X61. 


X60— 86  foot  box  (Chevrolet).. . 
X60— 86  foot  box  (Oldsmobile).. 
X60— 86  foot  box  (Chrysler).... 
X60— 86  foot  box  (Ford)  


Total,  X60  

Grand  total,  boxcars. 


Covered  hopper— 4,600  cubic  foot. 
Covered  hopper— 3,000  cubic  foot. 


Total,  covered  hopper. 


G-43— 52  feet  6  inches  gondolas  

G-41— ICO-ton  coil  covered  gondolas. 


Total,  gondolas. 


Racks— Bilevel.. 
Racks— Trilevel. 


Total  racks. 


Grand  total,  new  freight  car  program 

Cars  

Racks  


1  Rate  of  return  on  racks  based  on  7-year  life. 

2  Excludes  cost  of  money. 


[From  flies  of  D.  C.  Bevan,  Chairman  of  Finance  Committee,  P.K.R.] 

XOVEMBEB  8,  1967. 

Mr  Satjndebs:  There  follows  an  analysis  of  our  financial  position  as  it  exists  today 
divided  into  three  major  areas:  (1)  Cash  Xeeds,  (2)  Financing  PossibiUtics,  and  (3)  DcM 
Limitation  Under  Our  Merger  Agreement. 

The  Pennsvlvania  Railroad  Company  requires,  in  order  to  maintain  adequate  balances 
in  its  banks  to' cover  activities  and  loans,  an  average  cash  balance  of  f«°^ewhere  between 
$45  and  $50  million.  We  have  not  had  balances  in  this  area  at  anytime  this  year  and  at  the 
Sd  of  O^obTr  our  cash  balance  amounted  to  roughly  $8,500,000.  In  order  to  augment  it 
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we  had  borrowed  funds  from  Pennsylvania  Company  and  others  amounting  to  approximately 
$14  million  or  a  total  of  only  $22  million.  Based  on  current  estimates  of  cash  flow  this 
balance  will  be  reduced  by  the  end  of  Novemlier  to  $20  million,  including'  borrowed  funds 
and  by  December  31  to  zero.  Because  of  heavy  cash  requirements  in  the  first  quarter  of  the 
year,  the  zero  balance  will  deteriorate  by  the  end  of  January  to  minus  $0  million  ;  to  minus 
$19  million  by  the  end  of  February  and  to  minus  $22  million  by  the  end  of  March.  This  means 
that  we  must  augment  our  cash  as  quickly  as  po.ssible.  At  least  $45  million  must  be  raised 
withm  the  next  30  or  40  days  and  an  additional  $20  million  early  in  19C>H  to  see  us  through 
the  first  quarter.  This  is  necessary  to  provide  protection  against  low  cash  balances  which 
occur  at  times  other  than  the  end  of  the  month  because  of  large  pay-roll,  maturity  trafl^c 
settlement  and  dividend  requirements. 

In  order  to  protect  our  cash  position,  we  have  expedited  the  sale  of  capital  assets  and 
utihzed  other  means  wherever  they  have  been  available.  This  includes  the  sale  of  the 
N&W  debentures  we  have  received  in  exchange  for  N&W  stock;  temporary  loans  from 
banks  against  expenditures  made  in  building  the  AVaynesburg  Southern  and  expenditures 
made  to  rehabilitate  freight  cars  under  Equitable  leases;  the  sale  of  Macco  receivables 
under  a  complicated  arrangement  to  avoid  increasing  our  debt;  and  the  declaration 
out  of  Richmond  Washington  Company  of  dividends  in  R.F.&P.  stock  which  we  sold  We 
recently  have  agreed  with  the  N&W  to  take  down  $10  million  additional  of  their  debentures 
in  the  soK^alled  fioater  we  had  with  them  and  have  prevailed  upon  them  to  accelerate  the 
delivery  of  the  1968  debentures  from  June  to  January.  In  view  of  the  current  market  condi- 
tion and  the  price  of  N&W  stock,  it  is  estimated  we  can  raise  approximately  $17,500,000 
through  the  sale  of  these  debentures  when  we  receive  them  in  December  and  January, 
respectively.  These  debentures  are  owned  by  Pennsylvania  Company  and  that  Company  will 
have  to  retain  approximately  $2.5  million  of  the  proceeds  for  its  own  cash  purposes  so  that 
the  net  amount  available  to  augment  PRR's  cash,  if  such  sales  are  made,  will  be  approxi- 
mately $15,000,000  and  about  $9  million  of  this  will  not  become  available  until  January 
when  the  second  group  of  N&W  debentures  is  scheduled  to  be  delivered  to  us. 

We  have  explored  thoroughly  with  investment  bankers  in  New  York  the  possibility 
of  selling  a  Pennsylvania  Company  preferred  stock.  It  is  apparent  that  sut-h  sale  in  the 
amount  we  require  would  be  extremely  diflScult  to  market  even  at  an  unreasonably  high 
dividend  rate.  Furthermore,  a  preferred  issue  would  of  necessity  contain  extremely  burden- 
some conditions  and  covenents  which  would  limit  Pennsylvania  Company's  future  financial 
activities  and  dividend  policy.  In  addition,  the  issuance  of  preferred  stock,  which  would 
have  to  be  non-callable  for  at  least  10  years,  would  be  highly  disadvantageous  from  an 
income  tax  standpoint  because  the  dividend  on  preferred  would  have  to  be  earned  without 
the  income  tax  deduction  for  interest  available  through  the  issuance  of  debt.  Therefore 
this  means  of  financing  had  to  be  discarded. 

Investigations  have  been  made  of  the  possibility  of  selling  the  dividends  Pennsylvania 
Company  will  receive  over  the  next  three  years  prior  to  the  termination  of  the  Wabash 
lease  with  N&W  without  success.  These  dividends  would  amount,  over  the  next  three  years, 
to  approximately  $21  million  and  if  they  could  be  sold  on  a  reasonable  discount  basis,  the 
net  proceeds  would  have  been  about  $19  million.  No  practical  way  has  been  found  to  do  this 
without  such  a  sale  being  construed  as  debt  and  it  would  require  the  repavment  over  the 
next  three  years  of  $7  million  a  year. 

In  view  of  the  fact  that  our  total  annual  maturities  now  equal  or  slightly  exceed  our 
depreciation,  any  financing  or  raising  of  funds  which  would  require  additional  annual 
maturities  over  the  next  three  years  of  $7  million  would  not  be  a  sound  move.  It  is  not 
feasible  to  liquidate  N&W  stock  at  the  present  time  because  we  do  not  have  a  suflScient 
number  of  shares  free  of  pledge  which  could  be  sold  and  we  cannot  sell  our  Wabash  stock 
which  eventually  will  be  converted  into  N&W  because  such  sale  would  take  the  Wabash 
out  of  our  consolidated  tax  shelter  thereby  cutting  the  present  rent  in  half. 

In  summary,  we  believe  it  is  necessary  to  issue  and  sell  debt  securities.  As  mentioned 
above,  our  cash  needs  total  $65  million  and  if  $15  million  of  this  can  be  raised  through 
the  sale  of  N&AV  debentures,  we  should  issue  and  sell  at  least  a  $50  million  Pennsylvania 
Company  debenture.  This  will  require  I.C.C.  approval  and  take  a  considerable  while  to  do, 
which  means  that  we  may  have  to  draw  on  our  revolving  bank  credit  as  an  interim  measure 
to  cover  our  cash  requirements  pending  receipt  of  the  proceeds  of  the  debenture  sale.  In 
any  event,  we  will  require  an  increase  in  the  debt  limitation  provided  in  our  merger  agree- 
ment as  explained  in  more  detail  below. 

Delt  Limitation  Under  Merger  Agreement  (See  Exhibit  Attached) 

Our  merger  agreement  with  the  New  York  Central  restricts  the  amount  of  debt  which 
can  be  issued  by  P.R.R.  and  New  York  Central  prior  to  our  merger.  Originally  this  limita- 
tion provided  a  margin  of  $100  million  increase  in  debt  subsequent  to  the  date  of  the 
merger  agreement.  The  Boards  of  Directors  of  each  company  authorized  an  increase  In 
the  $100  million  limitation  to  $195  million  and  the  latter  figure  is  now  the  controlling 
factor.  Up  to  a  fairly  recent  date,  we  have  been  able  to  live  within  this  limitation  primarily 
because  of  two  actions  we  took  to  provide  relief,  namely  (1)  the  sale  of  2  Penn  Center 
which  reduced  our  outstanding  debt  by  the  amount  of  mortgages  outstanding  on  that 
property  and  (2)  the  conversion  of  equipment  debt  owned  by  our  Pension  Fund  into  pre- 
ferred stock.  You  are  familiar  with  these  transactions  which  provided  about  $28  million 
of  additional  leeway.  In  addition,  we  planned  to  stretch  out  the  debt  issuance  for  a  sub- 
stantial part  of  our  1967  equipment  program  until  we  could  ab.sorb  it  as  a  result  of 
maturities  next  year.  However,  the  recent  ordering  of  100  diesels,  costing  $28  million,  to  be 
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delivered  in  December,  January  and  February  and  the  agreement  to  take  eleven  high 
S  cTrs  originally  intended  for  SEPTA  into  our  Northeast  Corridor  program  in  Decem- 
Kas  made  ft  impossible  for  us  to  stay  within  our  debt  limitation.  The  amount  by  which 
we  w?ll  overrun  our  limitation  is  furthjer  increased  by  the  financing  we  now  must  do  to 
S^rour  cash^needs.  In  addition,  debt  financing  for  other  capital  expenditures  m  our  1968 

'"TsTe"ilowrand'iftL"ennf"m^^^^^^^  on  the  debt  which  will  be  outstanding  at 
thatlLrr  will  be  under  our  debt  limitation  by  only  about  $16  million.  With  deliveries 
S  the  to'lance  of  the  diesels  in  January  and  February  and  the  balance  of  the  Northeast 
Corridor  cars  as  well  as  the  financing  of  the  1967  carryover  expenditures,  we  will  be 
Smewhere  in  tL  area  of  $22  million  beyond  our  debt  limit  by  the  end  of  February^  If  we 
«Z  tn  th^s  the  ?50  million  to  be  raised  from  the  sale  of  Pennsylvania  Company  debentures, 
ou?  Sc?ss  debt^  win  be  $72  million.  Assuming  that  our  merger  will  not  take  Place  before 
ae  end  of  March  1968,  we  should  promptly  request  additional  authority  from  the  New 
York  Central  for  at  least  $75  million.  ^  Bevaw. 

I   ;  J'nrT  thi  balance  Of  the  third  quarter  $21,500,000.  In  addition,  other  ways  and 

L?a2'of  brfdingtoe  gTp  we?e%onside'^^^  and\s  of  now  the  figures  would  appear  as 
follows : 

Estimated  consolidated  losses,  $36,277,000. 

„  „      ,   $21,500,000 

Savings  by  D.  E.  Smucker    000,  000 

Discount  bond  purchases                                                    -    4  300,000 

Additional  real  estate  sales*  —    -  _  qqq  qqq 

Additional  revenues  from  H.  W.  Large                                    ~ "  '500,000 

Savings  on  expense  accounts  _    --  . 

10%  reduction  from  departments  other  than  operations   1-  J^-  ^ 

Increased  earnings  from  subsidiaries**   '  - 

  49,  700,  000 

ipQl-g^   

•S  H.  Hellenbrand  only  has  potential  sales  on  the  horizon  for  a  total  of  $4,500,000  or  $2,800,000 
not  contained  in  the  above  figures. 

N;?e.-G^ap\"t  to  be  bridged.  $1.500,000-ba8ed  on  above  figures. 


Exhibit  37 

rFrom  files  of  D.  C.  Bevan,  Chairman  of  Finance  Committee.  P.E.R.] 

August  30,  1968. 

Afu  Sat-nders-  Primarily  because  of  the  delay  in  consummating  our  merger  the  net 

for       year  1968^  ^^^^^^^  ^  ^^^^  ^^^^^^  situation  both  from  a  casb  f  nd- 

S  this  vear  and  a  cash  loss  of  $88  million.  Further  cash  losses  have  occurred  in  both  July 
''^^  TS"dV£tircSh  ci?at  serious  effect,  not  only  this  year  but 

certaTSly  ?hrougVl969^  Our  bes't  esfimate  at  the  P--"*  j-^^-^^^^^^^^^^^ 
vear  we  will  have  $100  million  of  commercial  paper  outstanding     e  w  1  ^^^^^  "'^^  "^j^'^^^ 
entire  $100  million  revolving  credit  with  the  banks,  and  we  will  still  be  short  somewnere 
between  $125  and  $150  million.  _ 

We  onlv  have  a  limited  number  of  ways  of  closing  the  gap  . 

,1)  \  further  reduction  in  expenses  and  this  does  not  appear  feasible  m  ^iglit  Plans 
already  ^n  process  for  retrenchment  which  have  been  taken  into  account  in  our  cash  flow 

estimates^  of  assets  Increased  sales  of  real  estate  is  one  possibility,  but  it  seems  un- 
likelv  that  we  can  reaHze  a  substantial  amount  during  the  balance  of  the  year  over  and  above 
pr\t'^at\%trm\t:rrnother  possibility  is  the  sale  of  Strlck.  It  will  be  difficult  to  accomplish 
this  without  a  loss  that  would  be  charged  against  our  operating  income  since  at  the  present 

iNet  working  cash  is  after  deducting  the  temporary  bank  loans  which  have  been  converted  into 
Commerctal  Paper  or  our  Revolving  Credit. 
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time  its  level  of  earnings  is  not  on  a  satisfactory  basis.  However,  initial  steps  have  already 
been  taken  to  explore  this  possibility  with  three  potential  purchasers.  Another  possibility 
for  a  source  of  funds  is  the  sale  of  the  TP&W,  the  Santa  Fe  being  the  most  liiiely  pur- 
chaser, and  this  will  be  explored  with  them  prompt^'.  Walter  Grant  has  been  a.sked  to 
explore  the  seal  of  Toronto,  Hamilton  &  Buffalo  with  N.  R.  Crump,  Chairman  and  Chief 
liixecutive  Officer  of  the  Canadian  Pacific.  Obviously,  we  are  hoiHjful  tliat  we  will  be  able  to 
improve  our  position  somewhat  through  some  of  these  possible  sales  but  at  the  time  time 
:t  IS  evident  that  there  is  no  hope  of  substantially  closing  the  gap  from  this  source 

(3)  An  immediate  and  drastic  reduction  comparable  to  what  we  are  doing  on  the 
expense  side  on  capital  expenditures  where  cash  is  involved. 

(4)  Additional  financing  other  than  equipment  financing.  We  hope  to  have  our  blanket 
mortgage  ready  to  allow  the  sale  of  possibly  .$50  million  of  bonds  before  the  end  of  the  year 
but  with  a  new  mortgage  of  this  type  and  with  current  conditions  in  the  bond  market  this 
IS  probably  the  most  we  can  do  initially. 

nr  Kn^'f  '"'f  "^^1^^^  ^^^""^  problem  of  finding  the  required  $125  to  $150  million,  we 
%oon      >.        r\     .  of  I^'a^'ing  on  a  long  term  basis  as  quickly  as  possible  the 

;,T,?«  ^rnffi  >  term  maturities  in  the  form  of  bank  loans  and  commercial  paper, 
plus  a  cash  deficit  of  an  undetermined  amount  during  the  first  half  of  next  year.  The  latter 
Janua?yT  substantially  above  that  for  1968  if  we  take  over  the  New  Haven  as  of 

lion  nef-Tn.''nmr«nif  ^'^"^"^^  «°  ^  P^"^"*  Company  basis  reports  $40  mil- 

almnrl^o  tH^'/    n  *°  ^^"^^^  ^^'^  on  the  optimistic  side,  only 

«inn  .^n  million  of  this  at  best  will  represent  true  cash  flow.  If  you  add  to  this 

$100  million  of  depreciation  and  possibly  $20  million  from  the  liquidation  of  assets  we 
wi  1  only  have  a  total  of  about  $150  million  of  cash  resources.  Against  this  amount  are  71 
quirements  consisting  of  $100  million  for  maturities  of  which  approxiZtely  $74  mifuot 
«ir"'^,r''''  r^^^-J.^^  ^^•^""t  of  maturities  will  absorb  Zv  tot°^?  depredaSo  of 

th^New  Hnvin\'*??/''°\'%'i"  "^'"'■"^"^  ^«  '"""^^  in  conLction  ^th 

the  New  Haven  settlement  if  this  occurs  on  January  1  or  thereafter,  and  $55  million  for 
iZuZ  or  approximately  $58  million  if  the  New  Haven  is  a?qu  red  in 

.f^TJ^-  °  ""^^^  T""^^'  ^^^'■^  "^'^^  ^  deficiency  of  about  $15  million  before  anv 
allowance  is  made  for  road  capital  expenditures.  In  my  judgment,  we  are  faced  wUh  the 

been  wi7h  Thi''?  "  ^"^"^^  ^^^^  '  ^'^^  encrnfered  sSfce  I  have 

been  with  the  railroad.  Ways  and  means  must  be  found  to  resolve  them,  but  under  the 
Sme  nn  it  is  going  to  take  a  substantial  amount  of  time  In  ?^e  mean! 

time,  I  see  no  alternative  but  to  stop  all  capital  expenditures  which  represent  a  cash 
drain  until  such  time  as  we  can  re-establish  a  positive  cash  flow  represent  a  cash 

It  IS  my  recommendation  that  we  have  a  small  meeting  immediately  to  determine  how 
drastically  retrenchments  can  be  made  which  I  believe  will  requirfcLpIeteSeratfon 
from  management  at  all  levels.  I  would  suggest  that  in  addition  to  ySTS?  Periman  anS 
S  'Tf"S  f  ould  include  Messrs.  Smucker,  Grant,  Gerstnecker  a^d  HeUen 

^«        -  V^l  foregoing  has  your  approval  may  I  distribute  copies  of  this  memorandum 
to  the  individuals  mentioned  on  a  personal  and  confidential  basis  prior  to IhrmeSg 

David  C.  Bevait. 

Exhibit  38 

[From  flies  of  S.  T.  Saunders,  Chairman  of  tl»«J^oard^  P  R  R-  and  for  use  at  August  1964  P.R.R.  board 

Memorandum  for  the  Directors 

BESULTS 

nnn'''^"'^       i"i?o^^'.  ^^ss  than  the  forecast.  Total  revenues  of 

S  '  ^°^^eased  $3,300,000,  over  the  forecast,  which  increased  was  more  thaS  off.et 

w.gL"a\'d?ring:Semf.         "^^""'"^^  ^"  ''''''''  °'  ^^'^^^'^^^       retroactive  iS^refsed 

exce^'ir?oica^t\*?^  .h"JT^  ''^^""'^  continues.  August  revenues  could 

exceg^the  forecast  and  th^^^  net  income  forecast  of  $3,000,000  could  be  realized. 

earlier  than  usual  resumption  of  automobile  production  in  August  has  assisted 
m  increasing  revenues  by  an  estimated  3%  over  a  year  ago.  Coal  loaded  on  ?  ne  has  shown 
above  average  ™es  with  ^  unit  trains  scheduled  for  operation  during'the  month 

a3;;a?eU^t^olt2eto»i^^^^   "  '^^^  '''"^'"^  ISL^e^nVi^^^ 

Tnw^'e !  f^''^  Scout  Jamboree  proved  to  be  quite  successful.  Travel  to  Valley  Forge  in 
July  is  estimated  to  have  produced  revenues  of  $375,000. 

cash  SITUATION 

Net  cash  at  the  end  of  July  totaled  $5,400,000,  which  is  about  what  was  estimated  Onr 
SSndlf  A«  iS^.'"'  "^^^^  compa^L  wut "$\t200.S 
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LABOB  STATUS 


On  August  7th,  a  Presidential  Emergency  Board  made  its  recommendations  in  connec- 
tion with  the  Shop  Crafts  Organizations'  engineers  provide  that  $23  per  month  will  be  set 
aside  for  each  qualifying  employee  for  health  and  welfare  beginning  in  June  of  this 
year.  It  also  grants  the  engineers,  effective  June  1st,  an  increase  in  the  basic  daily  rate  of 
$1.75  and  to  engineers  in  road  freight  and  yard  service  an  additional  $1.50  for  each  day  they 
are  required  to  work  without  fireman.  Demands  for  increased  pay,  job  stabilization,  etc. 
filed  by  the  a  number  of  other  labor  organizations  are  in  various  stages  of  handling. 

N&W-NICKEL  PLATE-WABASH  UNIFICATION 

As  you  know,  the  Interstate  Commerce  Commission  on  July  13th  released  its  order 
conditionally  approving  the  N&W-Nickel  Plate- Wabash  unification.  Among  the  conditions 
of  approval  is  the  requirement  of  complete  divestiture  by  the  Pennsylvania  of  its  financial 
Interests  in  the  Norfolk  and  Western  and  Wabash  within  a  ten-year  period  during  which 
all  voting  rights  in  N&W  stock  must  be  transferred  to  three  independent  voting  trusts. 

We  are  required  to  notify  the  Commission  not  later  than  September  17th  as  to  our  intent 
to  proceed  with  a  plan  of  divestiture.  The  order  also  directs  that  all  Board  and  manage- 
ment relationships  between  PRR  and  N&W  must  be  severed  by  October  17th  and  that  con- 
summation of  the  transaction  take  place  by  November  16th. 

The  Erie-Lackawanna,  Delaware  and  Hudson,  and  Boston  and  Maine  were  given  five 
years  in  which  to  file  petitions  for  affiliation  with  the  N&W. 

PENNSYLVANIA  COMPANY  BUCKEYE  MEKGEB 

The  Interstate  Commerce  Commission  on  July  15th  approved  the  issuance  by  Pennsyl- 
vania Company  of  707,626  shares  of  4%%  cumulative  preferred  stock,  clearing  the  way  for 
the  merger  of  The  Buckeye  Pipe  Line  Company  into  Pennsylvania  Company,  effective 
July  24th. 

GREAT  SOUTHWEST  COKPORATION 

Pennsylvania  Company  on  Julv  15th  purchased  518,367  shares  of  stock  of  Great  South- 
west Corporation  bringing  the  System  holdings  to  532,867  shares,  or  49.4%  of  the  total 
outstanding  stock,  at  an  aggregate  cost  of  $12,196,000. 

MASS  TRANSIT  BIIX 

The  Mass  Transit  Bill  signed  by  the  President  on  July  9th  authorizes  a  total  of 
$375  000  000  over  the  next  three  years  for  grants  to  state  and  local  bodies  on  a  %  Federal 
state  or  local  basis.  However,  the  money  must  still  be  appropriated  by  Congress. 

ADDITIONAL  MU  CABS  FOR  PHILADELPHIA  AREA 

An  agreement  has  been  reached  with  the  City  of  Philadelphia,  subject  to  approval 
by  City  Council  and  our  Board  of  Directors,  providing  for  the  lease  from  the  City  of  20 
more  new  electric  commuter  cars  for  use  in  the  Philadelphia  area  under  contract  with  the 
Passenger  Service  Improvement  Corporation  (PSIC)  and  Southeastern  Passenger  Trans- 
portation Compact  (SEPACT).  Under  the  new  agreement,  the  fleet  of  such  cars  will  be 
Increased  to  58  and  rental  will  be  changed  from  a  mileage  basis  to  a  flat  payment  of  $60,000 
a  year,  which  should  provide  greater  flexibility  in  the  use  of  the  cars. 

UNIT  TRAINS 

Unit  train  operations  continue  to  grow.  During  June  we  handled  a  total  of  327  such 
movements.  All  but  16  of  these  were  coal  trains  averaging  7,000  tons  with  several  train- 
loads  of  9,400  tons  and  one  of  14,800  tons.  ,  ^  f^^  fl,^ 

Joint  studies  have  been  initiated  with  the  United  States  Steel  Corporation  for  the 
purpose  of  establishing  in  August  a  "Unit  [sic] 
Merger 

Some  thirty  parties  filed  briefs  in  our  merger  case  on  June  1.  Many  of  these  briefs 
supported  the  merger  and  generally  all  of  them  were  about  what  we  expected.  The  Depart- 
ment of  Justice  continues  to  oppose  the  merger  basically  along  anti-trust  lines.  Its  anti- 
merger position  is  based  on  the  premise  that  the  public  interest  be  better  served  if 
the  two  lines  remainded  independent  of  each  other.  While  admitting  that  the  two  roads 
have  been  going  through  a  difficult  period,  which  would  be  for  the  most  part  solved  by 
the  merger,  the  government,  nevertheless,  maintains  that  the  nation's  expanding  economy 
and  the  railroads'  own  vigorous  self-help  plans  will  ease  their  difficulties. 

Since  the  filing  of  the  Justice  Department  brief,  I  have  received  a  telephone  call  from 
Attorney  General  Kennedy  who  invited  me  to  come  to  Washington  to  talk  to  him  concerning 
our  case  generally.  I  expect  to  do  this  in  the  next  few  days  and  am  hopeful  that  we  may  be 

''^'irS^of'SYorTme^f  generally  helpful  brief  and  did  not  op^se  the  merger 
itself.  It  did  insist  on  inclusion  of  the  Erie-Lackawanna  in  the  ^'"rf^^^^/^^f  J^^l^^J^X"^ 
and  suggested  that  our  record  be  held  open  for  five  years  to  consider  the  mclusion  of  other 
railroads. 
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The  Bureau  of  Inquiry  of  the  Interstate  Commerce  Commission  filed  a  very  helpful 
brief  which  assumed  the  merger  would  take  place.  In  addition,  it  suggested  that*  the  peti- 
tions for  inclusion  of  the  Susquehanna,  the  Broolclyn  Eastern  District  Terminal  and  the 
Erie-Laclcawanna  be  denied.  It  recommended  retention  of  I.C.C.  jurisdiction  for  five  years 
to  consider  inclusion  of  the  New  Haven,  Boston  and  Maine  and  Delaware  and  Hudson 
indicating  that  they  could  not  be  included  at  this  time. 

The  Transport  Workers  Union  included  with  Its  brief  a  motion  to  have  the  record 
reopened  to  consider  the  effect  of  the  work  rules  settlement.  We  intend  to  reply  to  this 
motion  this  week  and  do  not  anticipate  that  the  record  will  be  reoi>ened  for  this  purpose. 

On  June  8,  the  New  Haven  requested  a  hearing  before  the  Commission  for  considera- 
tion of  our  proposals  to  solve  the  New  England  rail  problem  which  were  included  in  our 
brief.  We  conferred  with  New  Haven  representatives  last  week  and  they  have  submitted 
to  us  an  alternate  proposal  for  the  purchase  by  the  Penn  Central  system  of  the  New  Haven's 
operating  and  various  other  assets  incident  thereto.  In  brief,  their  proposal  contemplates 
the  sale  to  us  of  the  New  Haven's  assets  free  and  clear  of  all  liens,  except  equipment  trusts 
hens  in  the  amount  of  approximately  $22  million,  which  could  be  disaffirmed  if  the  equip- 
ment is  not  desired,  for  a  purchase  price  of  roughly  $80  million.  A  condition  of  the  sale 
would  be  the  ehmination  by  the  New  Haven  trustees  of  all  New  Haven  pas.senger  service 
prior  to  the  transfer  of  the  assets.  Obviously,  this  new  proposal  has  great  responsibilities 
and  1  am  hopeful  that  we  can  reach  some  agreement  with  the  New  Haven  trustees  concern- 
ing this  property  in  the  reasonably  near  future.  If  we  agree  to  absorb  the  New  Haven  we 
would,  of  course,  expect  the  Boston  and  Maine  to  become  a  part  of  the  N&W-NKP- Wabash 

Lahor 

We  continue  to  make  progress  under  Arbitration  Award  No.  282.  As  of  June  15  we 
were  operating  an  average  of  almost  500  assignments  a  day  without  firemen  and  had  gross 
wage  savings  of  approximately  $468,000.  As  of  this  date,  we  had  operated  a  total  of  10  455 
717  fiJemln  ''"^'^^  ^^'^  terminated  the  services  of 

?^  T  ^ad  paid  severance  allowances  in  the  amount  of  roughly  $60,000  to 

?rom  ^-  ^^^'J^^'^l  "i^t  of  the  first  year  we  will  have  annual  wage  savings 

from  the  elimination  of  firemen  of  [sic]  have  vigorously  opposed  any  sale  of  R.E  A  stock  to 

SfZ^nt""  '  ^^^^^^t^^i  '"^y  be  willing  to  have  Greyhound  obtain  some  interest  in  the 
company. 

In  sum  for  the  first  time  progress  is  being  made  in  obtaining  carrier  agreement  to 
disposing  of  at  least  a  portion  of  the  stock  of  this  company.  Mr.  Carpi  wHl  coSnue  h  s 
aEui;  mimom  '  P'^''^"-  ^-ol,  our  stak^e  "uld  amount  to 

Transcontinental  Divisions 

r.ry.-l°^  ^k"  recall  tliat  our  case  seeking  increased  divisions  on  transcontinental  traffic 
ISh  f«  P^I^d'"^  ^efore  the  Interstate  Commerce  Commission  for  several  years  was 
^4  mniSj    ""^^^  f  ^"  M^^^^  1963.  The  decision  will  mean  approxYm'arely 

™Ti  H?v.  ^"""^Jly,"!  increased  revenues  to  the  Eastern  lines.  The  Western  liDe?have 

"^"^S  nee  fhe'r  r  r°i^'  ^l''  "  ^^"""^     ^"^P^^*^^  held  some  ?  me  i  October 

^oll  I  ^^S-  ^T^'''"'  ^^^^  discussed  the  case  informally  with  one  of  the  larger 
ZlllT  [.«^ds  whi<'h  has  indicated  a  disposition  to  settle  the  matt^rSub.equentlv  the 
Western  lines  held  a  meeting  to  consider  the  matter  and  while  there  was  nrunan^^^^ 

f'''"^'  ^^^^         '"^^t  t«  the  matter  further  We  are  ofcoSse 

?onHninSi  '"'"^  compromise  may  be  reached  in  order  that  we  may  start  dYvi'drng  frans: 
continental  revenues  on  a  more  favorable  basis  than  present.  Our  interest  amounts  to  he 
tween  $5  and  $6  million  annually  based  on  the  I.C.C.  decision  amounts  to  be- 

Commuter  Service 

Greyhound  Proposal  to  Purchase  Railway  Express  Agency  Stock 

Exnrtss^  At''?hT'n?.Lnr^?'''™^.^-"'P^^^"''"  t^-^'i"^     ^uy  an  interest  in  Hallway 

unissued  ?tock  n  f^^9o  on  .  T'  "^g«"ating  for  500,000  shares  of  authorized  but  its 

reauirersn^^^i  hi  o  i!?^  ^^a'  forwarder  business.  We  should  know  shortly  whether  the 
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Our  Interest  In  the  Express  Agency  amounts  to  nearly  $9,000,000.  Of  this  amount 
approximately  $3,600,000  is  in  deferred  notes  and  the  remainder  of  over  $5,200,000  in  com- 
mon stock  (at  $20.00  per  share).  The  notes  are  not  payable  at  the  present  time.  If  the 
transaction  goes  through,  we  could  probably  sell  as  much  of  our  stock  as  we  desired. 
There  is  a  strong  feeling  that  under  Greyhound's  management  the  stock  will  appreciate. 
At  present  we  are  thinking  in  terms  of  selling  approximately  half  our  stock  for  $2,600,000 
and  retaining  the  other  half  in  the  hope  that  it  will  appreciate. 


EXKIBIT  39 

[Prom  flies  of  D.  C.  Bevan,  Chairman  of  Finance  Committee,  P.R.B.] 

December  1,  1966. 

Mr.  James  W.  Aston, 
Chairman  of  the  Board, 

RepuMic  National  Bank  of  Dallas,  Dallas,  Tex. 

Dear  Jimmt  :  I  am  really  rather  disturbed  and  at  the  same  time  puzzled  by  a  recent 
conversation  I  had  with  Angus  Wynne  with  respect  to  his  inability  to  borrow  money  at 
your  good  bank.  ^  ,        ,  -^.-u  ii. 

There  is  one  cardinal  principal  I  have  had  in  all  the  years  I  have  been  with  the 
Pennsylvania  Railroad  and  that  is  I  would  not  maintain  any  bank  relationship  where  we 
do  not  at  the  same  time  have  the  ability  to  borrow.  I  am  sure  that  is  not  the  case  here,  but 
certainly  it  is  something  we  must  get  straightened  out.  .  t       i  t 

The  Great  Southwest  Corporation  has  its  principal  account  with  you  and  I  think  i 
have  said  before  I  thoroughly  believe  that  we  should  have  at  least  two  accounts  in  each 
city  where  we  do  business.  In  addition  to  Great  Southwest  having  an  account  with  you  and 
in  order  further  to  improve  the  situation,  we  have  several  times  honored  requests  from 
Norman  Ramsey  to  purchase  certificates  of  deposit  and  only  recently  purchased  one. 

I  plan  to  be  in  Texas  next  Wednesday  for  a  Great  Southwest  meeting  and  perhaps  we 
can  find  a  few  minutes  to  get  together  to  clarify  the  situation.  I  would  also  like  to  have 
the  opportunity  to  have  W.  R.  Gerstnecker,  our  Treasurer,  and  myself  talk  to  your  Trust 
Department  people  since  we  would  greatly  appreciate  their  acquiring  some  of  conditional 
sales  contracts  of  the  Pennsvlvania  Railroad  in  January  and  which  I  might  say  will  be  at  a 
most  liberal  rate  of  interest  and  far  above  that  which  I  have  been  use  to  paying  and  that 
which  I  expect  to  pay  after  the  first  half  of  1967. 

Best  regards. 

Sincerely. 

bcc :  Mr.  Angus  G.  Wynne,  Jr. 

Exhibit  40 

[From  files  of  W.  K.  Gerstnecker,  Treasurer,  P.B.R.l 

The  Fennbylvania  Rah-road  Co., 

September  22, 1967. 

Reply  to  :  1334  Transportation  Center,  6  Penn  Center  Plaza,  Philadelphia,  Pa. 

Mr.  Charles  J.  Hodge, 

Gl(yre,  Forgan,  Wm.  R.  Staats,  Inc., 

New  York,  N.Y. 

Dear  Charlie  :  Attached  is  a  brief  description  of  the  new  Great  Southwest  preferred 
stock  we  have  been  working  on.  You  will  recall  in  Great  Southwest  we  have  arranged  two 
3-year  loans  at  banks  for  a  total  of  $6  million ;  one  short-term  loan  for  $3  million ;  and  we 
are  taking  $3  million  of  this  preferred  in  our  System  companies  and  funds,  are  plan- 
ning to  issue  it  in  the  first  week  of  October. 

We  could  use  $2  million  more  in  the  preferred  and  I  thought  you  might  see  whether  you 
can  find  any  interest  in  that  amount.  Actually,  if  you  can  find  more  than  $2  million  it  would 
be  helpful  to  us  to  take  less  in  our  funds.  We  want  to  keep  the  total  at  no  more  than  $5 

™^^^^I°am  sending  a  copy  of  this  to  Bill  Loesche  at  Penn  Mutual  just  to  see  whether  he  has 
any  interest  and  I  certainly  have  no  objection  to  you  or  your  people  talking  to  him  about  it. 

If  you  have  any  questions  or  make  any  progress  in  this  matter,  please  call  Bob  Loder 
our  Assistant  Treasurer  here  in  the  office  at  594r-3231,  who  is  entirely  familiar  with  this 

This  is  more  or  less  my  swan  song  for  the  next  three  weeks  or  so  and  I  hope  during  that 

time  things  straighten  out  a  bit  for  you  and  give  you  more  breathing  space. 

Sincerely,  „ 

W.  R.  Gerstnecker,  Treasurer. 
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Great  Southwest  Corp. 
series  a  senior  6.6  percent  preferred  stock 

Amount :  500,000  shares,  $10  par  value  each,  or  a  total  par  value  of  $5,000,000 
Dividend :  6%%  per  annum  cumulative,  payable  quarterly. 

Voting  Rights:  Non-voting,  except  as  specifically  set  forth  in  the  Articles  of  Incor- 
poration or  as  provided  by  law. 

,  ^^I'^olL^^^i*'^^'"  present  voting  preferred  which  totals  350,000  shares  with  total  par 
7il5fn^^^.:^*^^'^^-  ^^^^^  °°  ^  P'^"*^  S^n'or  Preferred  is  limited  to  an  additional 

1,100,000  shares  unless  approved  by  vote  of  at  least  two-thirds  of  the  Series  A  Senior 
Jrref erred. 

Stock  ranking  prior  to  the  Series  A,  Senior  Preferred  cannot  be  issued  unless  approved 
by  holders  of  at  least  four-fifths  of  the  Series  A,  Senior  Preferred 

Optional  Redemption  :  All  or  part  of  the  stock  may  be  called  for  redemption  at  any  time 
after  September  30,  1972  upon  not  less  than  twenty  or  more  than  fifty  days  prior  notice  The 
premium  is  5%  for  redemption  during  the  first  year  following  September  30,  1972  and  de- 
Jedee^bfeatpar^'^"  ^''^  ^^^^  thereafter  until  after  September  30,  1992  when  it  becomes 

Mandatory  Redemption  (Sinking  Fund)  :  On  the  last  day  in  September  of  each  year 
commencing  in  1971  such  number  of  shares  shall  be  redeemed  as  may  be  necessary  in  order 
'  ^^""^^      ^^""'^^  ^  Preferred  outstanding  shall  be  reduced  eac" 

year  by  5%  of  the  totel  number  of  shares  issued  prior  to  September  1,  1971.  The  mandatS^y 
redemption  price  shall  be  par  plus  accrued  unpaid  dividends.  luanaaiory 


Exhibit  41 

[From  Traffic  World,  Mar.  1,  1969] 

(By  Colin  Barrett) 

'Conglomerates'  and  Public  Responsibility 

The  decades-old  issue  of  regulatory  benefits  versus  liabilities 
is  being  raised  in  a  new  guise,  as  railroads  find  shelter,  in  cor- 
porate restructuring,  from  traditional  limitations  on  their  non- 
transportation  activities. 


«r^n.,?!^^"*  diversification  efforts  by  the  U.S.  railroad  industry  have  evoked  considerable 

Railroad  industry  leaders  contend  that  any  ICC  interference  would  "effectivelv  destrov 
""^^^      ""^''^       ^^^^'oads  can  diversify."  ATdiveSSion  tJey 
?an  opeSatloS  '""P"^^"^^  «  ^'^^^^^        ^ore  secure  financial  base  for  S 

thPir^r«[frn.T:.n'''^f-^^''        ^^^^  ^xpansion  into  other  businesses  may  relegate 

'i'fn.^ZIZ  '^^^^''^'°'^^■  ^'^  ^  secondary  importance  in  complex,  multi  faS 

nrSTpP  *^  ^'^       P^^^^^l^  detriment  of  their  rail  service  .\^ong  SoS 

i  fh.  w.^fe^-  .  hearing  examiners,  as  well  as  both  the  chairman  and  a  ranking  member 
of  the  House  interstate  and  foreign  commerce  committee  laniiiug  memoer 

nn.  Jo^h'"?,!  '°  diversification  controversy  is  the  dualistic  status  of  the  railroads  On 
thev  «rp  'v  pI^h^'^  regarded  as  a  public  utility,  and  regulated  as  such,  while  on  the  othe? 
J^7.^nZZ^^^■  Independent  businesses  in  a  free-enterprise  economv.  Creation  of  the 
conglomerates,  involved  m  railroading  as  only  one  of  many  diverse  bLineS  acti^^tieV 
serves  to  add  yet  another  element  to  this  already  problematic  situatTon  activities, 
llie  railroads  are  accomplishing  their  expansion  by  creatine  "narent"  h^i^iina.  ^^r,, 

ro*i^  o     It  ^^P^J^^       Stagnant,   or  even  "moribund."  By  failing  to  uroeress  at  the  <;ainp 

on  thiS'      ^  trusts,  of  all  major  U.S.  industries,  rank  below  the  railroads 

ratelnSeasf  an  T^VnffTo7aV^^^^''^fJ^f  raUroads'  successful  case  for  their  latest 
rate  increase  (in  Ex  Parte  259,  Increased  Freight  Rates,  1968)  at  the  Commission,  labor 
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cost  increases  and  spiraling  prices  are  Sols' i^lSSX"^^ 

(T.IV.,  March  30,  1968  p.        "  Me^^^^?  il'^fg  f^^^^^^^  ahead  of  the  railroads, 

dustries  not  hampered  by  '^^f'^^^^Zl^f'l''^^^^^  firm  of  Roth,  Gerard  &  Co.. 

Alan  Roth,  a  partner  ^nd  railroad  analjst  at  t^^^^  institutional  Investor: 

Inc.,  described  the  situation  this  way  in  l^^^^^^^^^^l,^^^  by  the  negative  effects  of 
"The  roads'  normal  economic  "^icertainty  has  been  re^^^^^  y        ^.^^^  ^^.^^^  ^^^g^^. 

recent  sharp  wage  inflation  in  'if^'^^^^l^^l^Zgun  to  look  around  for  more  aggres- 
riJS=L«-inc=Se^ 

SeTryTe=i?^^^^^^^^^^^^  efforts  has 

Sve  been  bid  to  significant  P'^emiums  over  conven^^  ^^.^  conglomer- 

srrrrst^=s.inS  ^s^ss^^fz^^^ 
£«^ii=«sn^n:;r^  3^,, 

componeot  can  beiieltt  tbe  balance  ot  the  corpo.  a  ^ 
.Xpff/undr?r„"aS.°ey— 

°°'  fc'c'^Heanng  E^.iner  H.nr,  A  Da™stadjer^  1^^^  Sr5",S?rirS 
the  ptoiMsed  C  &  X  W-Chlcasc  Mi  waukee,  J'-  ™ '^.i  S  the  support  It  needs  to 
that  diversllicatlon  can  provjde  «° J'^^rSSi  This  pit  was  /efnforced  by  the 

SlSo!,ntsT,rrnotl,Ir"cSnS  fs  1,^  ■  ^«'^'"« 

-■^S.trSS"a?d"'J^^^^^^^^^ 

£Ll=SsSo\.e-'SS5e;.^S^£er^^^^ 

Srbt'SrSrn»oTSes?«,rp"os»3^^^ 

K?ero''re.Te  ^onTlSSt^t^'errnT^oTet^a  more  common  In  the  U.S.  economy, 
and  the  railroads  feci  they  must  grow  in  order  to  compc  e.  ,    ^  ^he  Penn  Central, 

??«mfte  problemt  rndattnlart  monetary  disadvantages  In  disposing  ot  the  enormous 
number  of  N  &  W  shares  on  the  open  market. 


NEW    HAVEN  PEOBE 


For  all  of  these  advantages,  however,  diversification  is  not  without  its  dangers.  It 

-~'i°7a^s^s!%rars""i^^ 

^''^'^ThSTtrtude  is  primarily  responsible  for  the  railroads'  choice  of  parent  holding 

bv  w^  'rthose  opei4tionsX     been  conducted  are  unnecessarily  involved  and  complex. 

SnTmaLgement  started  out  with  the  ^-^^^f  ^^J^^^'Z^^o^^ 
Hon  facilities  of  New  England.  In  the  accomphshment  of  that  purpose,  it  Dougnu  wndi 
must  b"S  and  paid  what  must  be  paid.  To  this  purpose  and  its  attempted  execution 
can  be  traced  every  one  of  these  financial  misfortunes  and  derelictions. 

•'AssSng  that  [the  New  Haven]  had  expended  upon  [its  railroad  property]  the 
amount  ac?ual!y  expended ;  that  this  money  had  been  raised  by  the  i^f^^^^i^ll^^^^^^^^ 
in  equal  amounts,  the  bonds  bearing  that  rate  of  interest  ^vhich  the  Haven  has  actually 
been  compelled  to  pay;  that  the  same  amount  of  traffic  had  been  handled  (for  up  to  the 
SesentTme,  these  outside  operations  have  not  added  to  the  traffic  of  that  road)  and  hat 
the  same  rafes  had  been  charged,  it  appears  that  for  the  year  ending  June^o,  ^^^^^^^^^ 
company  could  have  paid  a  dividend  of  8  per  cent  upon  its  stock  and  carried  to  surplus 
$1,794,000,  instead  of  showing  a  deficit  of  $930,000.  ...  ^Hx-nnnoH  hnth  its  freight 

"The  New  Haven,  within  the  last  nine  years,  has  materially  advanced  both  its  rreignr 
and  passenger  rates.  There  is  no  evidence  to  show  the  gross  amount  resulting  from  this 
fncrefse  bft  it  is  probable  that  this  company  could  have  done  business  without  any  ad- 
vance In  its  transportation  charges,  and  have  continued  to  pay  its  stockholders  a  dividend 
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of  8  percent,  had  it  been  content  to  confine  itself  to  the  mere  operation  of  its  railroad  prop- 
erty. No  more  conspicuous  examples  can  be  found  of  the  disastrous  results  which  may  flow 
from  these  outside  operations." 

The  effect  of  these  nine  years  of  "outside  operations"  by  the  New  Haven  continued  to 
haunt  New  England  transportation  for  the  next  56  years.  Unable  to  cope  with  the  fluctua- 
tions of  the  volatile  railroad  industry,  the  railroad  went  through  two  reorganizations  in 
bankruptcy,  and  was  on  the  verge  of  liquidation  when  its  service  was  "saved"  by  an  ICC 
requirement  that  it  be  included  in  the  Penn  Central  system  as  of  January  1,  1969. 

"evils"  of  diversification 

Even  though  it  found,  in  1913.  no  cause  for  "hysteria"  in  the  New  Haven's  financial 
condition  at  that  time,  the  Commission  took  a  serious  view  of  the  problem.  In  its  report  on 
the  investigation,  it  reached  the  following  conclusion,  which  has  forced  rail  management 
to  be  almost  super-cautious  in  expansion  efforts  ever  since  : 

"No  student  of  the  railroad  problem  can  doubt  that  a  most  prolific  source  of  financial 
disaster  and  complication  to  railroads  in  the  past  has  been  the  desire  and  ability  of  rail- 
road managers  to  engage  in  enterprises  outside  the  legitimate  operation  of  their  rail- 
roads .  .  . 

"The  evil  which  results,  first  to  the  investing  public  and  finally  to  the  general  public, 
cannot  be  corrected  after  the  transaction  has  taken  place ;  it  can  be  easily  and  effectively 
prohibited.  .  .  .  Every  interstate  railroad  sJwuld  be  prohibited  from  expending  money  or 
meurring  liability  or  acquiring  property  not  in  the  operation  of  its  railroad  or  in  the 
legitimate  improvement,  extension  or  development  of  that  railroad."  (Emphasis  added) 

Seven  years  later,  in  1920,  Congress  enacted  legislation  to  implement  this  conclusion. 
It  gave  the  ICC  veto  power  over  a  railroad's  issuance  of  securities  or  assumption  of  any 
financial  obligations  and  liabilities,  and  provided  that,  before  approving  anv  such  action 
the  ICC  must  find  that  it  "is  necessary  or  appropriate  for  or  consistent  with  the  proper 
performance  by  the  carrier  of  service  to  the  public  as  a  common  carrier  and  will  not 
impair  its  ability  to  perform  that  service." 

In  later  years,  the  ICC  modified  its  stand  somewhat.  Another  New  Haven  investigation 
case  (New  lork.  New  Haven  &  Hartford  Railroad  Co.,  Investigation,  220  ICC  505)  led  the 
Commission,  while  reiterating  that  "the  resources  of  a  railroad  ordinarily  should  be  devoted 
to  the  proper  development  of  its  own  transportation  system,"  to  add  • 

"If  they  [the  railroad's  resources]  are  to  be  invested  in  an  outside  activity,  it  should 
fHof  ^  ^"'^i"?  that  such  investment  constitutes  a  proper  use  of  railroad  funds  or  credit  • 
interest"     ™^  transaction  are  reasonable  ;  and  that  the  investment  is  in  the  public 

The  Commission  concluded  that  restrictions  imposed  on  railroad  Investment  in  non- 
h«nl?f  enterprises  should  not  preclude  "investments  such  as  are  permissible  for  savings 
fn  tt!  1%  trustees.-'  At  the  same  time,  however,  the  ICC  extended  its  restrictive  approach 
Joad  LduS'comKes"'''         '^^'"'""^  '"'^  ''''  '"^'"'^  diversification  by  th^e  rail- 

In  the  early  1960s,  however,  two  events  occurred  that  completely  altered  this  sitnatinn 
and^have  together  been  responsible  for  the  railroads'  currenf  ^oTe  toward  c^^ 

.J^^  ^x^''  »°i™ost  significant,  involved  a  small  (557  total  track  miles)  road  servine 
of  thp'p'l^n^^'A?'  t^^B'^"^^^  ^  Aroostook.  Under  the  guidance  of  Nicholas  Salge  president 
fJ^L  ^r}^^!,^  ^°  '       B  &  A  in  rapid  succession  created  the  first  of  thrmodern 

conglomerate  holding  companies,  the  Bangor  &  Aroostook  Co.,  and  then  merged  its  oarent 
with  Punta  Alegre  to  form  the  present  Bangor  Punta  Co  merged  its  parent 

To  understand  the  importance  of  this  move,  the  observer  must  remember  that  the 
Commission  is  empowered  to  impose  both  the  securities  provisions  andTerrain  reporting 
requirements  (albeit  in  .somewhat  lessened  form)  on  railroad  holding  com^Ses  as  u  J/ms 
on  the  railroads  themselves.  However,  as  a  prerequisite  to  imposition  of  tS  obligatio^ 
hniH?n/^'^"^  companies,  the  statute  requires  the  ICC  to  first  assert  jurisdiction  oSr  ?he 

Pn„  ^u"  ^"^^  Railroad  controlled  the  Van  Buren  Bridge  Co   another  carrier  The 

St™rt"sXm  Tlfchf'"!^^^^  companies  "are  coL«tuen?s  of  a  single  ilte^ 

Punta  (  T^W^Aug.  20  iSV  83^ *  ^  -^*-^*-'  over^Bangor 

altho'uS''it?iS?r'oa?sS,s5dinrv'''?''^  ''''  '^"^          supervision  of  its  activities, 
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control  ot  Eoo.be  Leasing  Corp   an  ln''°*'»' Jf„tS^^^^^^^^^^ 

!»rsi"arSS  irr  rXoi,Sfet,li"/Si„T.be  IOC.  aeC.on  on  ..e  stoC. 
.luestiou  determinative  ot  the  tate  ot  the  entire^  ^o. 

The  Commission  approved  *  JP""^'',,'," 'V^fS^^    made  a  number  of  slgnifl- 

?aTiS'n^rot?a«f|^^^^ 

des  Je? trsKt.ra';;rrer,;:S!  S  fheX'lprove  its  ahUlt,  to  provide 

"-^^SeSrn'Srrre  ihat.'ln  se,.ra.  Past had  .....roved  s.n.Uar 
issuances  by  non-carrier  holding  00^^^^^^^^ 

not  in  the  public  interest."  ,  ^      .-sf  5^  ^lonr  thnt  the  i«;suance  bv  a  carrier  of 

ited.  contrtme  to  the  provisions  of  a  soundly  financed  common-carrxer  system^^^ 

would  not  do  violence  to  the  principle  that  corporations  endowed  with  a  ^ibl  c  inte 
should  direct  their  primary  activities  to  the  public-service  "^^^J^^.^^^^'^^^X  fr^^^^^^^^  that 
The  five  dissident  commissioners,  led  by  Commissioner  Kenneth  H.  TugRle,  arguea  tnat 
the  niaioritv  was  applying  to  Grevhound-a  carrier-the  standards  properly  applied  only  to 
non-SSr  hold^^^^^^  thkt  had  been  subjected  to  ICC  Jurisdiction.  In  this  respect, 

they  argued :  congress  as  to  holding  companies  was  not,  and  could  not  bave  been 

to  precludJ^he'notcalrS  from  issuing  securities  in  f-t;;---„«^the  cT^Sr^orcIrr  ers 
businesses,  but  only  to  insure  that  such  issuance  would  not  harm  the  carrier  or  carriers 
controlled  by  the  holding  company."  „v,„„r,H  Tinnthp  transaction  • 

The  minority  concluded  by  saying,  respecting  the  Greyhound-Boothe  transact^^^^^ 
"If  this  precedent  is  to  be  followed,  adequate  supporting  evidence  at  least  sno"'a  "je 
required  ?i  iKm  the  Commission  as  to  the  r^^^""^'""T' male  an  edTa^ed 
condition  and  accounting  methods,  so  that  it  [the  Commission]  might  make  a^ 
appraisal  of  the  'Judiciousness'  of  the  investment  as  support  for  the  new  standard. 

KAILS  ACCEPT  "INVITATION" 

With  the  incentive  of  the  Bangor  Punta  and  Greyhound  cases  to  spur  them  on  more  and 
more  raLoad  managements  during  the  past  few  years  have  '\bandoned  their  trad=i^^o^^^ 
conservative  attitudes  to  enter  the  conglomerate  movement.  Among  ^^^^^^^J^^'^ 
Central  •  the  C  &  N  W ;  the  Katy :  the  Atchison,  Topeka  &  Santa  Fe  the  f^^board  Coast 
ifne  the  Kansas  City  Southern  ;  the  Boston  &  Maine ;  the  Union  Pacific,  and  even  the  Penn 
Central  largest  of  all  U  S  roads,  have  either  already  formed  parents  o.v  have  announced 
plans  for  such  a  step  in  furtherance  of  diversification  programs.  Hi^mlssed  anoli- 

For  the  most  part,  the  ICC  has  followed  its  B  &  A  precedent  ^nd  has  dismisse^i  ap^^^ 
cations  for  authority  to  make  the  corporate  changes  on  the  f^^f.Jf^^  it  lacks  jur^sdi^^^ 
tion  to  consider  them.  Ttco  of  the  holding  campanies  were  ^«««f,.J^;/«:''^":^//X?ries 
come  tcithin  the  Commission's  purview:  however,  in  both  cases  ("^I'^o  ^ Central  Industries 
and  Northwest  Industries),  the  Commission  has  limited  Its  supervision  of  these  firms 
nctivities  to  inwosition  of  minimal  reporting  7-equirements.  „^i/i„^oHio 
Within  the  past  two  months,  however,  three  separate  events  have  brought  considerable 
nressure  to  bear  on  the  ICC  to  at  least  review  its  noninterference  policy  fspectmg  these 
Conglomerate  activUies.  Perhaps  unfairly,  the  C  &  N  W  and  Northwest  Industries  have 

Hearing  ExSner  Darmstadter  urged  the  Commission  to  make  a  complete  ^^T^'f^f^^^^^J^. 
Se  Conglomerate  question.  In  particular,  he  said.  Northwest  Industries  should  at  the  least 
be  required  to  file  more  complete  reports  of  its  activxtxes  xmth  the  ILL. 

oe  ^  Dosition  respecting  Northwest  Industries'  reports  was  taken  by  the  Com 

missrn^XelS  of  Enforcement  in  a  brief  filed  in  connection  with  the  complex  Rock 
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a?plicatTon?!nS^  declined  to  review  the  merits  of  the  rival 

Rock  Island  &  Pacific  Railroad-'^i?  LreaI'JZ.\T^'',uK  '°  «^  Chicago, 

application  be  conditioned  onsulTectiZZ^or^^^^^  /J^L?^  ^T"""^^  of  the  C  &  N  W's 
ing  requirements  (T.W.,  Feb  1  p  75  and  f4  8  p  73?  '°  '"'^'"^  ex<en«ti;e  repor/- 

an/£?o;^"o¥'thr^rriS^  «"-u  of  Enforcement  made 

rich  Co.,  however,  devoted  an  entirp  hphh,.;  f  '"^rstate  commerce  act.  The  B.  F.  Good- 
dustries  Should  be  required  ?o  seek  Comm Kfon  nnn  '  '^'^"'"^  ^^^^  xXorthwest  In- 

assumption  of  obligatLor  li^bmt^SpTtfnTot^^^^^^^^^  securities  issuance  or  any 

atteSn?irt"akr^ovrth^e^t;r^f  S?o^dH?hT"'~  i. 

takeover,  and  avowedly  used  itrpXon  to  tSeTrr  «fr^^^^  1'  '^PP^'"^  ^o  any  such 

In  its  plea,  Goodrich  assS  that  its  ac„niSLn  h    t'^M  ^"x"*^^'"  oPPO^ition. 
Industries'  indebtedness  by  sevSal  hundred  min  rHnn  Industries  would  raise 

result  in  a  significant  weaken?ng  orindustries'^^  ""'^ 
tries,  of  the  C  &  N  W  Railway's  financial  nnJnL  ""ancial  position— and,  through  Indus- 

to  insure  that  such  a  r..lVo^^Z"lSn\^TYlf\  l^?     '''''  ^^risaicUon 

their  diversification  programs   P^'^^"*''    ''^"^'^  ^^^^  an  enormously  detrimental  effect  on 

issuance]  t?u?dTprYve  ^'ndSfes\Td  a^"  s?mifa7^o"^"H"  ---«es 
successfully  competing  for  the  Suisi^L  nf  f  ^  situated  companies  of  any  hope  of 
purpose  and  effectiveness  of  all  railroad  hn,^^^^  companies,"  it  said.  "The 

to  the  transportation  industry  thf  benefits  o^  mrr^-fi^''^  '''^^'^  ^^^^^^^  years  to  bring 
Feb.  8,  p.  58).  t^eneflts  of  diversification  would  be  destroyed"  (T.W 

trovJrV  ViSuallTn'o  ^^^^aTl^StSf  L^^r^^^^^^  conglomerate  con-' 

railroad  expansion  beyondVe  transSaUon  inXrf  person-is  seeking  to  block  all 
fearful  that  untrammeled  eVpansfon  could  hrfnt  f  -^^  ^^^""^        bo^'ever.  many  who  are 

In  his  recent  articirdiscusLn^thP  ilr..  «!  ^'^'l^oads  more  trouble  than  benefits, 
programs,  Mr.  Roth  pointed  ^t  sS  of  the  SfS  s^??^  '      '"'^  'f''''''^''  'Ji^^-siflcatlon 
he  said,  "will  be  more  difficult  thaTthe  fir.rwnlh  i°  of  action.  Diversification, 

"Rail  management,"  S  continued  "f.  on   hf  f      •'''^  expectations  would  indicate." 
petltive  and  sophisticated  acSS  mons  busine  s   CorntanTpf^'^Tt^  ^^^^^^ 
diversification  have  principallv  been  manaief  L^«^^       '  '^■^'''^  ^^^^  way  in 

posed  to  traditional  ra il men  Also  moTmfnlo^  lawyers  or  investment  bankers,  as  op- 
panies,  and  therefore  mS^  have  UiSJed  entrpfr^n?'"  ^i""- ^  ^^"1"  ownership  in  their  corn- 
aggressive  moves."  ^  entrepreneurial  incentive  to  take  risks  or  make 

DETRIMENTAL  POSSIBILITIES 

the  "milking"  of  a  railroad.  A  holdL  e^mvanv        ?  ,i       \  opportunitiy  for 

corporate  transactions,  most  of  thewe7lthZ,TZ'J^Z     ^'  "^iphon  off,"  via  inter- 

real  estate,  etc.)  of  the  railrLalanitLTLtla^^^  ^'^^^ 
pleted  resources.  ""'^  "  "'^^f*  *°  f^^^  for  itself  with  greatly  de- 

might  enter  into  a  series  of  ill-advi^^  froneo  say  that  Inexperienced  railroad  men 

erate's-and,throughTt  the  ranrofj's-ass^^^^^^^^^  which  could  dissipate  the  conglom- 

might  arise.  It  is  precise  rtWs  SuLnt  tW  wI  P?'"]  u^^^^            financial  problems 

Northwest  Industries'  takeover  attfmpt  ''^^      Goodrich  In  Its  opposition  to 

run  inSfinatS^^^  «eld  have,  on  occasion, 

say.  over-ambition  is  the  cause  In  its  rush  tn  rtLile^i  '       conglomerate  opponents 

it  can  chew"  in  terms  of  obligations  Tnd  be  forS^^.  company  may  "bite  off  more  than 
order  to  right  Itself  """gations,  and  be  forced  to  undergo  extensive  retrenching  in 

nat,Jn\*S? gSrtfuSg^fl^riSrSi^fatteLa^^^^^  International.  Inc..  one  of  the 

siderable  publicity  at  the  tfme  and  reJifterin  r^in.^V^P^^I""  produced  con- 

(T.W.,  July  30,  1986,  p.  25    The  eventua  fnfp  nf  h  managerial  set-up 

other  major  trucking'fl?ms  to  crStelhf new  T  I  M^n^^^^^ 

City  Lines  (T.W.,  Jan  4  p  31)  -^  i.M.E.-DC,  Inc.,  under  the  control  of  National 

ations  of  its  railroad  .XSrrmav  suffer  fr^^  -l^  diversified,  that  the  oper- 

princioal  duty,  they  say  is  to  tfa^sSrtaS  nTfn    "^"*'?"'  ^  railroad's 

structure.  transportation,  not  to  a  complex  multi-business  conglomerate 

situa?forTh!s"clSr;jran-'  o^t^  «^  toward  this 

panies,  only  one  of  wh°ch  fthe  R  f  J^^^Slomevntes-now  owns  about  20  com- 

>  one      unich  (the  B  &  A)  is  engaged  in  railroading.  It  had  total  sales  in  1968 
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of  about  $'>58  million,  and  the  1969  prediction  is  for  nearly  $100  million  above  that  amount ; 
of  this  the  railroad's  total  contribution  was  a  $100,000  profit.  Bangor  Punta  spokesmen 
rank  the  company  first  in  the  nation  in  manufacture  of  public  security  equipment,  and 
second  in  boatmaking ;  the  B  &  A,  of  course,  occupies  nothing  like  a  comparable  position  in 

the  rail  industry.  ,  xr.      v,  * 

These  arguments  are  at  least  somewhat  vitiated,  however,  by  the  absence  of  any 
serious  complaints  about  B  &  A  service.  In  fact,  it  can  be  argued  with  some  justice  that 
B  &  A  service  is  better  because  of  the  capital  available  for  its  activities  from  Bangor 
Punta— capital  which  the  small  road  itself,  standing  alone,  could  not  generate. 

Delving  somewhat  into  the  realm  of  the  hypothetical— since  the  short  history  of  rail 
conglomerate  operations  leaves  a  paucity  of  actual  examples— the  opponents  suggest  that 
future  problems  might  arise  if  one  of  the  conglomerates  acquired  a  highly  capital-intensive 
company  (i.e.,  one  requiring  a  high  level  of  capital  investment  for  optimum  performance). 
Such  a  firm,  thev  say,  would  stand  as  a  great  incentive  for  the  conglomerate  to  divert  into 
its  operations,  rather  than  to  the  less  profitable  railroad  activities,  available  capital  funds. 

Rail  financial  analysts  retort  that  there  are  very  few  industries  more  capital-inten- 
sive" than  railroading,  which  requires  a  considerable  level  of  annual  investment  simply  to 
maintain  a  consistent  level  of  service,  without  regard  to  improvements.  They  find  it jnore 
likely  that  the  capital  generated  by  the  conglomerate's  non-transportation  subsidiaries  will 
be  channeled  into  the  railroad,  rather  than  the  other  way  around.  ,„c.,.or,^o 
Furthermore  they  add,  normal  business  acumen  also  provides  a  measure  of  insurance 
against  injury  to  the  railroad  as  a  result  of  conglomerate  activities.  For  various  tax  reasons 
efen  an  unprofitable  railroad  can  be.  In  the  hands  of  an  otherwise  viable  conglomerate,  a 
very  valuable  property,  and  the  conglomerate  can  be  expected  to  treat  it  as  such 

"There  are  three  principal  tax  advantages,"  said  Mr.  Roth  in  his  ana  ysis  of  the  rail- 
roads' divlrsYfication.  "None  but  a  handful  of  the  strongest  road.s  can  fully  utilize  invest- 
ment tax  credits  generated  bv  high  capital  expenditures  relative  to  revenue.  Unless  rail 
Sings  improve,  TcquTred  earnin|s  can  be  sheltered  to  the  limit  of  the  credit.  Also,  many 
comDanies  have  large  investment  credit  carry-forwards  to  apply.  ^  ^  j.„ 

■•Poorer  roa^^^^  the  option  of  adopting  fast  depreciation  lives  and  procedures  to 

road  and  equipment  accounts  whenever  sufficient  earnings  are  ^^^f^^^f  ^"^^^^^^  ^^Ser 
Large  abandonment  credits  on  non-depreciable  property  are  another  important  tax  shelter, 
particularly  where  mergers  release  duplicable  facilities.  . ,  million  for  Penn 

"Thesp  tax  advantages  will  generate  tax  savings  of  roughly  $oOO  million  lor  t-euii 
Centrll  and  $250  Son  for  Northwest  Industries,  depending  in  part  on  future  equipment 
ScMses  In  the^se  of  Kat^  and  Boston  &  Maine,  there  are  also  large  but  perishable 
Eating  carrv-forward  losses  which  could  well  be  used  to  shelter  f  Q^^'f?.  fail  sub- 

For  all  of" these  incentives  to  the  conglomerates  to  preserve  and  protect  their  rail  sub- 
sldia^e/evS  the  mSfo^^^^  of  the  diversification  advocates  admit  there  can  be  no 

euarrntee  that  the^will  operate  perfectly.  And  it  is  just  this  lack  of  a  ''guarantee  that 
forms  the  crux  of  the  arguments  of  pro-regulation  spokesmen  respecting  the  conglomerates. 

PUBUC  UTILITY  STATUS 

subsequently  given  a  confresslonal  s  amp  o(  «PP"™'-''V„X°U^^^  Se  fouglomerale  de- 
SersSnfe:y:rSS.XfaV°gVS'.^'Jaf,=k?e^^^^^^^^  a.  pa.fng  .Ms  price 
while  still  retaining  alio(tlielr  reEulaton-aii>^^^^^^  ^  ^ 

epposr/;^^^^^ 

investigation,  they  add.  in  tact,  "  ^\  "i„rlirions"  carrier  investments  outside 

that  policy,  although  approving  "limited    and    judicious    carrier  lu 

the  field  of  transportation. 
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dissent  to  the  Co,„mLionrGreyh«  ''''  -  five-„.ember 


OTHER  PROBLEMS 


Clause  has  become  more  or  less  dormant  in  terms  of  cases  proseS  ""P'"' 
panle.  u^lesf  Ae^rooLVS  L'^^ctertf  li'^reSnfr^^^  """""^ 

wmmmgmm 
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Representative  Keith  introduced  in  Congress  a  resolution  calling  for  a  multi-agency 
investigation  to  resolve  some  of  the  conglomerate  questions— an  investigation  that  would 
cover  not  only  transportation,  but  all  other  regulated  industries  as  well. 

Participants  in  the  probe  envisioned  by  the  Massachusetts  congressman  would  be,  in 
addition  to  the  ICC,  the  Civil  Aeronautics  Board ;  the  Securities  and  Exchange  Commis- 
sion •  the  Federal  Trade  Commission;  the  Federal  Power  Commission,  and  the  Federal 
Communications  Commission.  The  agencies  would  be  directed  to  examine  the  "effects  of 
conglomerate  activities  on  the  transportation  and  communications  industries,  the  securities 
markets,  and  interstate  and  foreisn  commerce"  ^T•^^'■.  l^eb.  1,  p.  91). 

Following  Representative  Keith's  proposal.  Chairman  Staggers  of  the  same  House 
committee  announced  that  his  unit  will  make  its  own  investigation  of  the  conglomerate 
problem  Purpose  of  the  investigation,  he  said,  is  to  determine  "whether  a  railroad  or  other 
carrier  which  is  acquired  by  a  person  that  is  not  a  carrier  can  fulfill  its  obligations  ano 
responsibilities  to  the  public  in  providing  the  kind  of  service  that  a  common  carrier  is 
charged  with  providing  the  public  (see  story  elsewhere  in  this  vssue). 

There  also  remains  the  possibility  that  the  ICC  may  act  independently,  either  to  in- 
stitute a  separate  investigatory  proceeding  or  to  utilize  some  pending  case  (such  as  the 
C  &  N  W-Milwaukee  merger  case,  in  which  Examiner  Darmstadter  made  his  recommenda- 
tion) as  a  vehicle  for  such  a  study.  Meanwhile,  however,  for  good  or  ill— and  there  is  much 
to  be  said  on  both  sides— rail  conglomerate  activities  are  expected  to  accelerate  as  more 
roads  adopt  this  course  in  the  future. 
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[Memorandum  of  B.  Cole.  Vice  President  Administration,  and  Executive  Assistant  to  Chairman  of 
^  Board.  P.C.T.C.,  to  S.  T.  Saunders] 

Re  Creation  of  a  non-carrier  parent  for  Penn  Central. 

It  is  suggested  that  action  by  the  Board  at  its  meeting  tomorrow  on  the  creation  of  a 
non-carrier  parent  is  not  advisable  from  the  legal  standpoint.  ^ 

1  Action  on  this  subject  by  the  Board  at  tomorrow's  meeting  could  be  regarded  as 
inconsistent  with  provisions  of  the  other  transaction  to  be  approved.  Such  transaction  has 
covenants  applicable  to  Penn  Central  during  the  period  between  the  signing  of  the  merger 
agreement  and  consummating  the  merger,  which  prohibit  changing  the  character  of  Penn 
Central's  business  and  acquisition  by  Penn  Central  of  its  stock. 

2  If  Board  action  is  taken,  we  would  be  obligated  to  disclose  such  action  to  the  New 
York  Stock  Exchange  and  the  public  in  accordance  with  the  listing  agreement  of  the  Stock 

^^''s^^'pennsvlvanla  Company  and  the  Company  it  is  acquiring  in  the  transaction  to  be 
submitted  to 'the  Board  tomorrow  will  each  be  soliciting  shareholder  approval  pursuant  to 
I  p^oxy  statement.  (The  consent  of  the  holders  of  a  majority  of  Pennsylvania  Company  s 
SrSr^ed  stock  is  required.)  Such  proxy  statements,  because  of  S-E-C.  regulations  would 
have  to  disclose  any  action  taken  by  the  Board  to  create  a  new  parent  for  Penn  CentraL 
Such  disclosure  could  create  serious  problems  before  the  I.C.C.,  which  Commission  must 
authorize  the  new  securities  to  be  issued  in  connection  with  tomorrow  s  acquisition^ 

Although  there  are  several  important  questions  relating  to  creation  of  a  parent  cor 
poration  to  be  reviewed  with  the  I.C.C.  staff,  it  is  recommended  that  ^uch  discussions  no^ 
take  place  until  the  proposed  Pennsylvania  Company  acquisition  is  a^^^omp  ished  This 
would  eUminate  the  danger  that  discussions  with  the  I.C.C.  staff  may  adversely  affect  the 
Pennsvlvania  Company  acquisition.  I.C.C.  approval  of  the  acquisition  is  not  requ  red  but 
since  I  C  C.  must  authorize  the  issuance  of  new  Pennsylvania  Company  stock,  it  will,  as 
a  practical  matter,  pass  upon  the  terms  and  form  of  the  acquisition.  .  j-„c. 

It  is  rSomended  that  we  proceed  at  this  time  with  an  internal  review  and  studies  of 
nrocedures  and  problems  in  connection  with  creating  a  parent  for  Penn  Central,  ihis  wiu 
Jlace  us  S  a  portion  to  move  off  promptly  in  whatever  way  is  determined  to  be  appropriate 
after  the  Pennsylvania  Company  acquisition  has  been  completed. 


Exhibit  43 

[Memorandum  of  E.  K.  Taylor,  P.C.T.C.  legal  department]      ^^^^^  ^  ^^^^ 

Re  Diversification  by  Penn  Central.  n    t  ^ 

David  C  Bevan  :  The  purpose  of  this  memorandum  is  to  point  out  that  Penn  Central 
Commn^as  nresentlv  constituted  is  not  a  suital^le  corporation  for  the  purpose  of  carrying 
?rr?arge  sS  program  of  corporate  diversification  and  to  discuss  the  creation  of  n 
corporation  which  would  acquire  control  of  Penn  Central  Company. 
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A.  THE  1.0.0.  IS  BELUOTiNT  TO  PEBMIT  DIYEBSIMCATIO.N  BY  A  BAILBOAD 

its  prior  decisions  it  ?s  not  Ssibf/for  „  "  i  r     ,  /  "^"^  ^  reverses 

would  be  needed  to  cU:;out'rrjoVdT^^^^^^^^^^  ^"  -^'^^ 

B.  OTHER  RAILROADS  HAVE  CIRCUMVENTED  I.C.C.  JURISDICTION  OVER  DIVERSIFICATION 

to  th^stoThoMt:  TL^7anZV:^^^' Offer  by  a  new  corporation 
ceptance  by  such  stockholders  w .  ?n  ?5f  ^  «5^ePted  by  the  mailing  of  letters  of  ac- 
of  the  outstanding  stock  of  the  tl-lro«rtli  '  of  acceptance  are  received  for  over  80% 
their  shares  for  excSge  foi  stor-k  nf  /hi  n  ^"^^P^ing  stockholders  are  notified  to  deposit 
are  so  deposited^t^Texfhange  offer fs  d^eclSd'eSe'hv'tt  1,'^  ''''''' 
nevv  corporation  and  the  railroad  has  a  parenrcomS?^  '""''^ 

chnngel/tax'frL"?:  tKLTsTihe  s^ocf  nf"t/'''''r  ^^'^  ^^^^^e;  the  ex- 

of  the  railroad  is  necesLrv  t^Lfke  thP  f  r«nL  .  ''''^'''t^ '  °°  "^^^ting  of  stockholders 
standing  stock  optionrorthp  t!^  h^  "^"^^  the  charter  and  out- 

exchange  offL  isZde  ■  "'^         corporation  before  the 

etc..lVfsIursSi^feri"c;[S  ""'^  Aroostook.  Chicago  &  Northwestern, 

out  prior  I.C  C  aXoval  Lch  spcnHnl  t^e  non-railroad  corporate  acquisitions  with- 
change  Commission  and  SEr  fnnrnvL^  """'^  registered  with  the  Securities  and  Ex- 
men  t  will  ann  V  fv>  ;vf  •  '^PP^^^^d  prospectuses  must  be  used.  This  SEC  reauire- 
ofTheTJ^rrd -Vh^  e'yJinTcoSo';^^^^^^^^^^  ^"  exchange  for  the  outstarSingltoS 
as  holding  companies            corporations  can,  in  my  opinion,  avoid  regulation  by  the  S.E.C. 

C.    I.C.C.    PROBLEMS   FACING   PENN   CENTRAL  COMPANY 

substtn^r/ w2\*uesZ"Ts't'whpfr^""\'^  «^  P^^'^  Central,  there  is  a 

Without  p/ioS^^^^^^^^^^  can  issue  its  securities 

panv  if  it  wishes  tHo  so  T^ic^ir  ^.""^diction  over  security  issues  of  the  parent  com- 

ifoMo^€?°""f^^^^ 

and  Ohio,  and  in  connection  with  acquisition  of  control  of  the  Chicago,  Milwaukee?  St 
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Paul  &  Pacific  by  Northwestern  Industries.  The  Penn  Central  parent  will  face  the  same 
Slem  if  t  acquires  control  of  Penn  Central  before  the  latter  acquires  control  of  the 
alsets^f  the  Ne"v  Haven  Railroad.  (It  should  be  noted  that  the  New  Haven  Trustees  or 
the  New  Haven  creditors  may  desire  to  have  stock  of  the  parent  company  m  place  of  the 
SaOOO  shares  of  Penn  Central  Company  stock  presently  agreed  upon.)  It  can  «lso  arise 
If  the  parent  company  will  be  acquiring  direct  or  indirect  control  of  New  \oik.  Susque 
hanna  and  Western  Railroad  Company.  •♦■i,       t  p  r  cfnff  tn  nsci-r- 

It  would  be  desirable  to  explore  these  problems  informally  with  the  LC.C.  ^tafl  to  a.ctr^ 
tain  whether  it  would  be  legally  possible  to  create  a  parent  corporation  for  Penn  Central 
Company  which  would  be  free  of  I.C.C.  control. 

D.  I.C.C.  WnX  PERMIT  DIVERSIFICATION  BY  NON-OARRIEB  PARENT  CORPORATION 

It  Should  be  noted  that  the  I.C.C.  will  approve  the  issuance  of  securities  by  a  non-earner 
narent  corCation  to  carrv  out  a  diversification  program.  Pennsylvania  Company  was  able 
?roSLin  lTc  approval  for  the  Buckeye  acquisition.  Greyhound  Corporation,  a  non- 

for  an  aSrust  violation,  but  it  should  lessen  the  likelihood  of  such  a  prosecution. 

E    TIME  ESTIMATES  FOR  ESTABLISHING  A  NON-CARRIER  PARENT  CORPORATION  FOR 
PENN   CENTRAL  COMPANY 

From  a  timing  standpoint,  if  the  I.C.C.  does  not  have  Jnri^sdiction  over  the  tra^sac^ 
tion  and  if  the  New  Haven  Trustees,  or  other  persons,  do  not  interfere,  I  ^ '>^!?'J^l"^^}Z 

four  weeks  to  clear  the  registration  statement  with  the  S.E.C.  and  make 

-^^?g?aS^al=S^^^^r -  timing 

H^t'ilVesiredTo  hTeX^^^^  company  free  of  I.C.C.  jurisdiction,  and  the  I.C.C,  or 
the  I  C  a  sfaTdeires  to  impose  I.C.C.  jurisdiction,  the  time  period  could  be  longer,  de- 
pending  upon  what  events  take  place  ^  Tatlob. 
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tMemoranau.  of  B.  Cole.  Vice  |-sHent^Aa...istra«on.^ana  E^^^^  Assistant  to  Chairman  o. 

January  20. 1969. 

MB.  SATTNDERS  :  FoUowing,  for  your  reference  at  the        ^^^f^f^'o'l^ing  Com^^^^^^^     "  ' 
list  of  the  issues  that  are  raised  by  the  proposal  to  create  a  Parent  H<^ding  Company  . 
1  What  are  the  reasons  for  creating  a  holding  company  and  what  functions  will 

perform?  Greater  availability  of  capitalizable  assets  and  ^irP^t  to  narent 

(h\  ATorP  anoeal  to  investors  because  non-railroad  earnings  direct  to  parent. 
rather  than  tLoS  railroad  company.  This  also  clarifies  rate  of  return  and  other 
regulatory  problems,  and 

(c)  Other.  ^  , 
2.  Will  assets  be  transferred  to  the  Parent  Company? 

(a)  Real  Estate  companies ; 
(6)  Buckeye; 
(0)  N&W  stock; 

(d)  Park  Avenue  properties  subject  to  mortgage ; 

(e)  Other. 

8.  Certain  legal  and  technical  considerations—  ,      •  , 

(o)  State  of  incorporation.  Delaware  or  Pennsylvania? 
(6)  If  Pennsylvania,  will  Business  Corporation  Law  be  adopted .' 
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(c)  What  charter  powers  and  capitalization? 

(d)  Will  ICC  or  SEC  have  jurisdiction? 

What  is  anticipated  effect  of  Darmstadter's  report  concernine  North- 
west Industries,  Inc? 

iV.  ^^^^  ^'^'^  ^®       source  of  retained  Income— ability  to  pay  dividends? 
(/)  Other. 

4.  Have  nanies  for  new  Parent  and  Railroad  been  researched  and  reserved? 

5.  Board  of  Directors  of  Parent— how  many  Directors' 

(a)  What  effect  will  the  Gilberts  proiwsals  as  to  classification  and  cumulative 
f?  wm  th^.inM-  P'"°P°^^'^  Stock  Exchange  rule  on  limiting  classes  of  directors? 

and  staffed?  company  have  an  active  management?  If  so,  how  will  It  be  organized 

Basil  Cole. 
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Exhibit  45 

T?^»«„  nv  A  Form  approved. 

Form  HF-6  Budget  Bureau  No.  60-R250.5 

Before  the 

INTERSTATE  COMMERCE  COMMISSION 

Washington,  D.  C. 

APPLICATION  UNDER  SECTIONS  20a  OR  2lh,  INTERSTATE  COMMERCE  ACT, 
fSraOTHORITY  TO  ISSUE  SECURITIES,  OR  TO  ASSUME  OBLIGATION 
Sr  SaBILITY  IN  RESPECT  OF  SEcdllTIES  OF  ANOTHER  PERSON 

(Read  General  Instructions  on  page  8) 


FINANCE  DOCKET 
No. 


CAPTION 

In  the  matter  of  application  of: 

A.  State  full  and  correct  name  and  business  address  of  applicant 

B.  State  whether  applicant  is  a  carrier       railroad,  a 
common  or  contract  carrier  by  motor  vehicle,  a  corpora- 
tion organized  for  the  purpose  of  engaging  in  transpor- 
tation as  any  such  carrier,  a  sleeping-car  company,  or 

a  ho^SiSg  Smpany,  as  defined  in  the  General  Instructions, 
subject  to  the  securities  provisions,  as  provided  in 
section  5(3)  of  the  Act.    Motor  Carriers:     State  leading 
docket  number. 

C.  Describe  briefly  the  securities  proposed  to  be  issued 
or  obligation  or  liability  proposed  to  be  assumed. 

D     List  the  states  in  which  the  applicant  carrier  operates 
or  is  authorized  to  do  business,  or  the  applicant 
holding  company  is  incorporated  or  authorized  to  do 
business . 

E.  Refer  to  related  Finance  proceedings,  if  any,  pending 
(by  Docket  Number)  or  to  be  filed. 

F.  Furnish  name,  title  and  business  address  of  the  person 
to  whom  correspondence  with  respect  to  the  application 
should  be  addressed. 

To  the  INTERSTATE  COMMERCE  COMMISSION, 
Washington,  D.  C. 

The  following  statements  and  information,  identified  by 
numbers  and  letters  corresponding  to  those  used  herein,  are 
submitted  by  applicant  in  support  of  the  authority  sought. 
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Form  BF-6  Page  2. 

iieaJ..    General  Information  respecting  applic^fflt-. 

(a)  Date  and  State  of  incorporation,  or  other  organization 

(1)  If  applicant  is  incorporated  or  organized  under 
the  laws  of,  or  authorized  to  operate  in,  more  than  one 
State,  give  all  pertinent  facts  as  to  such  incorporation  or 
organization. 

(2)  If  authorization  to  a  new,  reorganized,  or 
consolidated  corporation  which  is  not  in  existence  is  sought 
name  tne  jurisdiction  under  the  laws  of  which  the  corporatioA 
would  be  organized,  reorganized,  or  consolidated. 

applicant  is  a  trustee,  receiver,  assignee 

oi  S,  ioJ  fin?''^'T'.^^%^^"  under' tSrdf?Iction 

of  which  applicant  is  acting,  and  state  the  nature  of  the 

proceeding,  ii  any,  in  which  the  applicant  was  appointed! 

(b)  Subject  to  the  rule  regarding  incorporation  by 
reference,  file  with  the  original  application,  but  not  with 
approp?il?l:°''^       "^"""^  °^         following  documents  as  may  be 

°^  charter  or  articles  of  incorporation. 
date,  duly  certified  by  the  appropriate 
F-iblic  officer;  and  copy  of  bylaws,  with  amendments  to  date. 

^r--i.-^c  J^^  "^^  applicant  is  not  a  corporation,  copy  of 
ar^lcxes  of  agreement,  or  association,  or  trust  agreement 
evi-Jencing  organization.  agreement, 

(3)  If  applicant  is  a  trustee,  receiver,  asslenpp 
or  other  fiduciary,  copy  of  duly  certified  o^dlr  of  ?he  ' 
court,  or  instrument  of  appointment. 

iUea-S.    Financ1a;|  statements. 

practicible'di???"''  ^^''^''^  "^"^^  latest 

(b)  If  applicant  is  a  carrier  by  motor  vehicle    a  rornnm 
tion  organized  for  the  purpose  of  engaging  in  triiSDo?t«??Sn 

nitl  Applicant's  income  and  profit  and  loss  statement  for 

c|LpsioS^rfs  iL^Si"Si^?t=2f  aSofL^%?Sc:s« 
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Form  BF-6  Page  3- 

Item  ^.     QpnPT-^l   rlesr-rl  Dti  on  of  thR  securltl  eff  Yf1  trh  TgSPeCt 
■^^^       tn  vhir.h  t.j^ff  ^nnlicatinn  is  made. 

(a)  If  the  application  covers  the  issue  of  stock, 
the  description  should  include: 

(1)  The  kind  and  class  of  stock,  (2)  the  number 
of  shares  authorized,  outstanding  and  to  be  issued,  (3) 
oar  value  of  each  share  and/or  stated  value,  if  having  no 
per  value,  W  amount,  (5)  voting  rights,  (6)  preferences, 
(7)  conversion  privileges,  (8)  call  provisions,  C9) 
liquidation  rights,  and  (lO)  whether  it  is  assessable. 

(b)  If  the  application  covers  the  issue  of  securities 
other  than  stock,  the  description  should  include: 

(1)  Full  title  of  the  securities,  (2)  title  and 
date  of  the  indenture,  if  any,  under  which  the  securities 
are  to  be  Issued  and  the  name  of  the  trustee  or  trustees 
under  .the  indenture,  (3)  principal  amount  authorized,  previously 
Issued,  and  proposed  to  be  issued  under  the  indenture, 
ik)  denominations  of  the  securities  to  be  issued,  t5J  date 
of  the  securities,  (6)  Interest  rate  or  rates,  (7)  Interest 
payment  dates,  (8)  date  or  dates  of  maturities,  with  amounts 
maturing  on  each  date,  if  maturing  serially,  and  k9) 
reference  to  provisions  of  the  Indenture,  if  any,  under 
which  the  securities  will  be  issued,  permitting  the  proposed 
issue  of  securities  thereunder,  and  relating  to  sinking  funds, 
redemption  features,  and  conversion  rights. 

(c)  Specimens,  or  forms  where  specimens  are  not 
available,  of  all  securities  with  respect  to  which  the  appli- 
cation is  made. 

(d)  In  case  of  the  issue  or  assumption  of  bonds  or 
evidences  of  indebtedness,  a  copy  of  the  mortgage  or  indenture 
by  which  secured  or  proposed  to  be  secured. 

Item  h.     PnrnnsfiS  of  the  pronnsftd  issuft  or  aSSUfflPtloni  fllld 
uses  of  t.bft  proceeds. 

Statement  showing  with  respect  to  one  or  more  of  the 
purposes  specified  below,  the  amount  of  the  net  proceeds 
intended  to  be  used  for  such  purpose,  also: 

(a)  T^P-  flCQulslt.inn  of  pr9pftrtv  other  than  equipment: 
A  statement  containing — 

(1)  A  general  description  of  the  character,  size, 
and  location  of  the  property,  and  the  name  and  address  of 
the  person  from  whom  it  is  to  be  acquired;  and 

(2)  The  actual  or  estimated  costs  to  applicant  of 
acquisition  of  the  property,  classified  by  Interstate 
Commerce  Commission  primary  accounts;  full  terms  of  the 
contract,  if  any  has  been  made,  for  such  acquisition;  and 
data  necessary  for  a  determination  of  the  reasonableness 

of  such  costs. 
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Form  BF-6  Page 

The  acquisition  of  pniHnniPqf  ;    A  statement  containing- 

^    ^  ^  ^'^^^  description  of  the  equipment  by  tyne 

or  design  of  unit,  size,  capacity,  builder,  year  built, 
and  name  and  address  of  the  person  from  whom  it  is  to  be 
acquired. 

K^or.^  V,  prices  paid  or  to  be  paid  free  on 

board  builder's  plant;  whether  the  equipment  was  purchased 
«?rn^?  competitive  bidding;  and,  if  the  unit  prlLs  sS 
a  higher  bid  received,  the  reason  for  accepting 

^.  completion,  extension,  or  imnrnvp- 

^  Qflrrjer  hY.^:a4Iro^  (accomplished  expenditures 

or  expenditures  not  yet  made):  A  statement  showlng-- 

(1)  The  period  covered  by  the  expenditures. 

(2)  The  purposes  of  the  expenditures. 

(3)  The  amount  of  proposed  expenditures  or 
expenditures^made  but  not  yet  capitalized  and  credits  bv 
reason,  of  retirements  within  the  period.  ^-^eaiLs  oy 

(k)    The  distribution  of  the  total  cost  by  the 
accounts  of  the  Commission's  classification  of 
investment  m  road  and  equipment. 

(A     n^il    The  discharge  or  rpfundin?  nf  existing  ^h^^a.^^^^o 
(including  notel  maturing  not  more  than  two  ye2rs  after  the 
?Se  ^i20o'"mn'  ^''""t-  '^'^^^  Paragraph  (9)  of  section  20a  or 
iectioS  ^?£?.^T?^r  ^PPli^^Jlf  t°  such  notes  under 
section  ^14):    A  statement  containing  a  full  descriotion 
together  with  terms  and  conditions  (including  di scoots  Lid 
commissions,  counsel  fees,  and  all  other  exSinsef?^  Lf2 
or  other  disposition  of  such  existing  oblfgatKnl 

shoSfng--  ^o^  vet,  c,p1t.,ii..d:    A  sU^emJnr 

(1)  The  period  covered  by  the  total  disbursement. 

(2)  The  purposes  of  the  disbursements. 

amount  of  disbursements  (gross  caoltai 
charge)  and  all  credits  to  capital  account  wiSln  tSe 
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Form  BF-6  P^g^  ^• 

(h)    The  primary  accounts  of  the  Commission's 
classification  to  which  the  disbursements  or  retirements 
were  charged  or  credited. 

(f)    Other  DUTDOses:     A  statement  containing  complete 
details  of  the  purposes  of  the  proposed  issue  or  assumption. 

Item         T|iP  f^cts  an^      rcumst^nn^s  on  which  the  applicant 
relies. 

(a)  If  the  applicant  is  a  carrier  or  corporation 
organized  for  the  purpose  of  engaging  in  transportation 
as  a  carrier — 

To  establish  that  the  proposed  issue  or  assumption 
(1)  is  for  some  lawful  object  within  its  corporate  Purposes, 
and  compatible  with  the  public  interest,  which  is  necessary 
0?  ap??Sriate  for  or  consistent  with^the  proper  performance 
bv  the  carrier  of  service  to  the  public  as  a  common  (or 
motor  contract)  carrier,  and  which  vill  not  impair  its 
Ability  to  perform  that  service,  and  (2)  is  reasonably 
necessary  and  appropriate  for  such  purpose. 

(b)  If  the  applicant  is  a  non-carrier  person,  which 

is  authorized  by  an  order  entered  under  section  5(2)  of  the 
Act  to  control  a  carrier  or  carriers-- 

To  establish  that  the  proposed  issue  or  assiimption 
is  consistent  with  the  proper  performance  of  its  service  to 
the  public  by  each  carrier  which  is  under  the  control  of 
such  person,  and  will  not  impair  the  ability  of  any  such 
caSiefto  JeJform  such  service,  and  is  otherwise  consistent 
with  the  public  interest. 

(c)  If  the  application  is  filed  with  respect  to  a 
class  of  railroad  securities  as  to  which  competitive  bidding 
?s  p?iSa  facie  required,!  and  exemption  from  such  requirement 
is  sought — 

To  show  that  competitive  bidding  should  not  be 
required  in  the  sale  or  other  disposition  of  the  proposed 
securities,  including  a  statement  that  applicant  has  not 
enSSd  into  any  discussion  or  any  negotiations  with  respect 
to  the  terms  of  sale  with  any  prospective  purchaser  of  its 
securities. 

(d)  If  the  application  is  to  sell  railroad  securities 
without  competitive  bidding  on  the  ground  that  such  securities 
come  within  one  of  the  specific  exemptions  — 

To  show  that  the  exemption  applies 

IPertinent  conclusions  and  the  requirements  are  set  forth 
in  the  Commission's  report.  In  Re  Coiqpeti  t.  ye  Blgc^lng  In 
c^ip  of  Securities.  257  I.CC  129,  as  modified  by  findings 
V.  afi.r^tin  Cn^^^t  Line  R-  Co.  Compptitive  Bidd.inP  Exemption, 
282  I.C  .C.  513,  and  further  modified  In^e  Compet^t3.ve 
BiddinE  ^r,  qciP  nf  .Securities .  307  I.C.C.  1. 
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^^^'^  Page  6. 

(a)  At  what  price  or  prices,  rate  or  rates,  and  uoon 

»„mfi,it^  estimate  of  the  expenses  to  be  Incurred  by 
??S^S\i%;ov2!=*'™  ""'^  -  disposition. 

allowed.  J^^I^M^lft^Lllsllri^'J^h  11111^11'" 

expenses  Jl^ei^ls^f^J^I???fh?^?Z!USSf  -IJ-^^^^ 
^   ntf  f  tS^p|-^r%eTulL\-..XTe-p^ 

aad  expensi;!  °^  co-lsslons.  discounts, 

it^-    Cwtracts,  „nder.,r1t1i..,.  oth.r 

ir^.:5tl1i™»-^^^^^^^^^^ 

s2  •    ^  '  anc  other  arrangements  made  or  proposed  to 

be  made  m  connection  with  the  issue.  P-^oposea  to 

^solutions  and  nt]-^pr  ^uthori  z^tl  nv^c 

the  p^ofosef  ILue  S'secSiSer?r1he'S°'°"/'^*^°^^^^"^ 
Of  Obligation  or  liabiS^Jo^^^hJ^h'^StSJ?? ?r?3^XqT3'^eS. 

ctonl-hriH^l."^^^  cha.rter  or  bylaws  require  approval  bv 
stocUicldersj  copies  of  resolutions  of  stockholders 

the  applicant.  '  ''^""^"'>  ™<J  fUed  on  behalf  of 

excepl'l  JorpS^atlo":;"  doc^enla?? Jnden?!  it"""^  o-Eanl.atlon 

Lion  or  the  proDo--J  1^^,!^^^^^         evidence  showing  authoriza- 

the  lndivi:;ufrS:ni'ngr?er?fy?STS°?^n^?'  <iesignation  of 
applicant 5  and      "  ^ veriiying,  and  filing  on  behalf  of 
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Form  BF-6  ^^^e  7. 

(e)  If  applicant  is  a  trustee,  receiver,  assignee, 
or  other  fiduciary,  a  certified  copy  of  the  order,  if  any, 
at  tSS  courfha^iig  jurisdiction,  authorizing  the  proposed 
issue  or  assumption,  and  the  filing    of  the  application. 

Item  9.     Opinion  nf  counsel. 

That  the  issue  or  assumption  with  respect  to  which  the 
annlication  is  made  meets  the  requirements  of  the  law  as 
let  fSS  in  ItSm  5,  and  will  be  legally  authorized  and 
Jalid  if  approved  by  the  Commission,  with  specific  reference 
S  any  splciSly  pertinent  provisions  of  charter  or  articles 
of  incorporation  or  association. 

VffiEREFORE,  Applicant  prays  that  the  Commission  enter 
an  order  under ' sections  20a  or  2lh  of  the  Interstate  Commerce 
Act  au.thorizing  the  proposed  issue  or  assumption  as 
described  in  the  application. 

Dated  this    day  of  _  »  19 — 


t 


By  

Title. 


OATH 


County  of_ 
State  of_ 


)ss: 
") 


being  duly  sworn, 


(Name  of  official) 

states  that  he  is  the  .^^.^^^        official^  """(Name  of  applicant) 

that  he  is  authorized  on  the  part  of  said  applicant  to  sign 
and  file  with  the  Interstate  Commerce  Commission  this  applica- 
Son  and  exhibits  attached  thereto;  that  he  has  carefully 
Seined  all  of  the  statements  contained  in  such  application 
SrSe  exhibits  attached  thereto  and  made  a  part  thereof; 
Sat  he  hS  Siowledge  of  the  matters  set  forth  therein  and  that 
all  such  statements  made  and  matters  set  forth  therein  are 
?rue^d  cSrect  to  the  best  of  his  knowledge,  information, 
and  belief. 


(Signature  of  affiant) 

Subscribed  and  sworn  to  before  me,  a  —   

in  and  for  the  State  and  county  above  named,  this   day  oi 

 ,  19  . 


( SEAL ) 
My  commission  expires. 


« 
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Form  BP -6  p^^^  3^ 

CERTIFICATE  OF  SERVICE 


.certifies  that  upon  the 


-^^L°f^  '  19  ,  a  copy  o£  the 


forecomg  application  was  mailed  or  delivered  in  person  to 
the  Governor  and  Public  Service  Commission  or  other  appro- 
priate authority  of  each  State  in  which  the  applicant 
operates  or  is  authorized  to  do  business,  or  iAthe  case  o" 
holding  companies,  of  each  State  in  which  the  aopl.  cant  i° 
incorporated  or  authorized  to  do  business,  as  follows- 


(3i(;nature) 


.Date) 

GEIERAL  INSTRUCTIQNc 


assume  any  obligation  or  liability  as  lesso?! 'lessee 

secSJtS  o?^°^f 'l.^'^'^'^'  °"  otherwise  in'relplcl'of  the 

°^  f"^  o^^her  person,  natural  or  artificial  actuniv. 

?he  SS^'S^'  1°^^^  "'^"^  application  suSstanuSl'  ^^^^-^ 

the  form  o.l  application  designated  Form  BF-6. 

2.     Def j.qi.tinns,   (a)  The  terra  "carrier"     inr^lnrSf.^  . 

mo?o?  veScle  LJiect  to  t^f  f."™™  °^  ^-^t^act  carrier  by 
carrier,  ana  a  sleeping-car  company  which  Is  subj™  to  part  I. 
a  carrilr'^''h.rf'',';M"{J°"^"^.f°'"-?'*"5'"  means  a  person  which  Is  not 
as  provided  In  section  "Jf^i    yfji  t  carriers  and, 

subject  to  tiS  ItlTsloli'lt  ILlLlt  ir^^Lt." 

"act,i?l'SsJ:a"\:;S™iS?iJ^l^"rts;'  y^i^^^^y  outstanding.'. 
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3.     AnnTication  "f  ceneraT   rules  and  regulatlgns.  Before 
undertaking  the  preparation  of  the  application,  reference 
should  be  made  to  the  rules  and  regulations  governing  the 
filing  of  applications  under  sections  20a  and  21M-,  and  list 
of  forms,  published  in  the  Code  of  Federal  Regulations  as 
Title  ^9,  Part  51- 
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PENNSYLVANIA  CO. 

Dividends  Declared  on  1625  Percent  Cumulative  Preferred  Stock-Period:  Januaru  1  196A 

to  December  31,  1970  ' 
Year:  Dividends 

}^  ^1'  529.  785 

1965    3.267,542 

t^^^   3,264,778 


1967    3^  264,  779 

1968    3,264,441 


Year:  Dividends 

1969   $.3,  264,  30.") 

  1,  632,  152 


1970 


Total   19,487,782 
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Penn  Central  Transportation  Co. 

DIVIDENDS  AND  INTEREST  FROM  SUBSIDIARIES— PERIOD  19C4  THRU  1960 


PENN  CENTRAL  TRANSPORTATION  CO.  DIVIDENDS  FROM  SUBSIDIARIES,  YEARS  l%4-69 
|ln  millions  of  dollars] 


RAILROAD  RELATED 

American  Contract  Co  

Clearfield  Bituminous  Coal  Corp.'..'. 

Despatch  Shops,  Inc..  

Mahoning  Coal  Railroad  Co  ' 

Manor  Real  Estate  Co  _  ['_'/_'_ 

Merchants  Despatch  Transportation  Corp 
New  York  Central  Transport  Co 
Pittsburgh  &  Lake  Erie  Railroad  Co 
Toronto,  Hamilton  &  Buffalo  Railway  Co 
Other  


1969 


1968 


1967 


1966 


1965  1964 


3.3 
.7 

1.0  , 
1.7 
2.0 
4.7 
14.5 
4.6 
.3 
1.6 


1.5 
.8 


3.1 
.7 


0.3 
.6 


0.3 
.6 


1.7 


2.4 
1.0 
4.3 
.3 
1.4 


1.7 

..... 

'4.'6' 
.8 
1.3 


1.6 


1.5 
".'6" 


4.0 
1.2 

3.2 


3.9 
1.5 
1.6 


1.0 
.3 


1.2 
'."6" 


3.1 
1.7 
1.7 


Total 


9.5 
3.7 
1.0 
9.4 
2.0 
9.1 
15.5 
23.9 
5.8 
10.8 


Total  

13.4 

12.4 

10.9 

10.0 

9.6 

90.7 

INVESTMENT  RELATED 

Pennsylvania  Co... 
Strick  Holding  Co. 

24.0 

25.5 

24.0 

23.0 

20.0 

140.5 
4.8 

Total  

24.0 

25.5 

24.0 

23.0 

20.0 

145.3 

Grand  total  

37.4 

37.9 

34.9 

33.0 

29.6 

236.0 

SELECTED  SUBSIDIARIES.  PENNSYLVANIA  CO. 
CASH  DIVIDENDS  AND  INTEREST,  YEARS  1964-69 


Dividends 


Received  from 
Buckeye.. 
Macco... 

GSC  

Strick  

EJA  


$33,  515, 000 
"4,"266,"44i' 


Total. 


37,  781,  441 


Detroit,  Toledo  &  Ironton  RR. 


Montour  RR.  Co. 


Penn  Central  Transportation  Co. 


D.T.I.  Enterprises,  Inc. 

Montour  Land  Co  

American  Contract  Co.. 


Do. 


Chicago  &  Harrisburg  Coal. 


Do. 


Clearfield  Bituminous  Coal  Corp. 


Do. 


Cleveland  Technical  Center. 


..  July  1965..  

February  1%9_. 

October  1969... 

August  1970  

,.  December  1962. 

December  1963. 

December  1964. 

December  1967., 
,.  December  I960.. 

December  1961.. 

December  1962.. 

December  1963_. 

December  1964.. 

February  1965.. 

December  1965.. 

December  1966.. 

January  1967... 

December  1967.. 

February  1968.. 
July  1969.... 

 do  

_  November  1961. 

November  1963. 

February  1966.. 

February  1967.. 
February  1968 
March  1969.. 
April  1970...  . 

.  July  1960  

July  1961  

November  1961. 
January  1964... 
January  1965.  _. 
February  1966. . 
February  1967. . 
February  1968. . 

August  1968  

March  1969  

.  December  1962.. 
December  1963.. 
December  1964.. 
December  1965.. 
December  1966.. 
January  1968. 
March  1969... 


Interest 


$2,  458,  592 
460,  333 
1,223,241 
624,  046 


4,  766,  212 


$1,  140,  000 
360,  000 
225,  000 
75,  000 
160,  000 
100, 000 
75,  000 
75,  000 
100,  000 
150, 000 
500,  000 
100,  000 
500,  000 
500, 000 
300, 000 
250, 000 

2,  750, 000 
350, 000 

1, 450,  000 
2  326, 100 

3,  000,  000 

30,  000 
50,  000 
125, 000 
125, 000 
125,  000 
125,  000 
125,  000 
250, 000 
250,  000 
250,  OOn 
300, 000 
600,  000 
600,  000 
700,  000 
700, 000 
100,  000 
700, 000 
15,  000 
20, 000 
50,000 
60,  000 
60,  nOO 
50, 000 
40, 000 


600 


TABLE  V-DIVIDENOS  PAID  BY  NONRAIL  SUBSIDIARIES  TO  PENN  "NTRAL  TRANSP^^^^^^^^^^  ITS  RAIL  SUBSIDIARIES 

'  AND  PENNSYLVANIA  CO.-PERIOD:  JAN.  1,  1960  TO  JUNE  20,  1970 

■  '                                                 7-             .                            Datp  Amount' 

Company  receiving  dividend  Company  making  payment  

 ^        '                                                            Mav  1960  $825, 000 

Do   -   Despatch  Shops,  Inc..  '  Jul v  1960 825,000 

  juij  i96i:::::::  825,000 

November  1961.  800,000 

February  1962..  825,000 

July  1962   800,000 

July  1969   ^'""nso 

00   -  -  Great  Southwest  Corp                                tgulu968::::  27!  084 

November  1968.  8.125 

January  1969...  M50 

February  1969..  8,125 

May  1969   8, 125 

August  1969...  8,125 

.                                             ...  September  1969.  A,  650 

Do  "          November  1969.  8,125 

December  1969.  4.050 

February  1970..  8,125 

May  1970    8,125 

Manor  Real  Estate  Co  -----  K^l':;  1%9 "  ''To'SoO 

S°  - Merchants  Trucking  Co.....   —  December  1%^  1  000  000 

°ol  - New  York  central  fransportCo                      Oc'ober^l|68....  l,000,  uuu 

July  1969  6,000,000 

December  1969.  2,500,000 

DO   -                 P--Vlvania  Truck  Lines.  Inc  .-  g-mber  19.0.  320,07 

December  1962.  '^^^■V.i 

December  1963..  268,230 

December  1964..  268,230 

December  1965..  268,230 

December  1966..  450,000 

December  1967..  l?S'^5i 

December  1968..  82,449 

Decemberl969..  ^52,205 

Penn^Vnia  Co.-:::::::::::  -  Buckeye  P,pe  une  Co..  --  S^^b^^^^^^^^^^  2,  500!  000 

March  1965.....  .J^MOO 

June  1965  

September  1965.  1,500,000 

December  1965..  M^S.OOO 

.„                                                  September  1966.  1, 600, 000 

Do  -"o- - June  1966.   '^OMOO 

September  1966.  1.800,000 

December  1966..  MOO'SgS 

March  1967.....  MSS' SSS 

June  1967  1,300,000 

September  1967.  1, 700, 000 

December  1967..  .500,000 

March  1968.....  ■  f 

June  1968    ....  1,300.000 

September  1968.  L  600.000 

December  1968..  1.600,000 

March  1969.....  .  8SM°° 

June  1969    ....  1,300,000 

September  1969.  1.600,000 
December  1969.. 

March  1970.....  1.800,000 

June  1970.   ^'ni'nx 

Do  Great  Southwest  Corp                                june\%8   *20;926 

July  1968   210,000 

December  1968..  325,663 

July  1969   302,722 

August  1969....  ,  452,625 

September  1969.  ,  1  7,  362 

December  1969..  1,117,362 


601 


PENNSYLVANIA  CO.  DIVIDEND  INCOME 


1965  1966 


1967 


^"'"""^  Rate         Amount  Rate  Amount 


Buckeye  Pipe  Line  Co   ti:  qcc  nnn  re  ccc  ««« 

Detroit,  Toledo  &  IrontonR.R.cS::::::: ji5"45"  3  527  425  iiyin  ^^nll'SSn «,600,000 

Great  Southwest  Corp.  Preferred  $12.  40  3,042  080   

Macro  Realty  Co.  Perferred.  ■ S  ,  a?^'52S  210,000 

Norfolk  &  v/estern  Ry.  Co.  Commotio)'-: ■6.'56"""i5"228  096"  fi  sn  K  n«n«  c 2.362,242 

Toledo,  Peoria  &  Western  R.R.  Co  50O  22?'onn  Im  ^'So^'Sn^  ^-5°  14,428,096 

oii^:''^':'°":r[^::::::^^       ''''  i^""  .??5.«59 


4,  593, 915 


«.«4,386    41,085,183 


36,  526, 655 


Total   

(1)  Interest-N.  i  W.  debentures.  ^  ,,n  ,c„  

(2)  Includes  special  dividends  account-  I'lU.ZM   761,577 

J  T- *  I  stock   7.94  4,725,881 

Ann  Arbor  stock   1  2S         714  nca  •j'-ic o   

(3)  Principally  Leased  Line  stocks  and  Wabash  preferred.  '  "  ^'   


'  Percent. 

Financial  Department,  Sept.  15, 1966. 


PENNSYLVANIA  CO.-DIVIDENDS  RECEIVED  FROM  BUCKEYE  PIPE  LINE  CO.  AND  GREAT  SOUTHWEST  CORP 

JAN.  1,  1964,  TO  DEC.  31,  1970 


Buckeye  Geat 

Year  Pipe  Line  Southwest 
  Co.  Corp. 


1964  

1965                              " - -  -   $2,850,000 

1966_      5,965,000 

1967...                                "  -   5,800,000 

1968      -   6,300,000  $219  781 

1969                                                     "  -  -   6,300,000  1,056,589 

1970                                     ' "  -  -   6,300,000  2,990  071 

 " - -  -   3,100,000 

Totals   '■ 

 ""    ---  -   36,615,000  4,266,441 


PENNSYLVANIA  CO.  AND  PENN  CENTRAL  TRANSPORTATION  CO. 
SUMMARY  OF  INTEREST  RECEIVABLE  FROM  SELECTED  SUBSIDIARIES-JAN.  1,  1964  TO  DEC.  31,  1969 
[Dollars  in  thousands  except  per  share  data] 


„       .     .  „  Penn  Central 

Pennsylvania  Co.  Transportation 

Co. 


Year  „  .Macco  Great  South-  Executive  Jet  strick 
  "^^Ity  Co.      west  Corp.   Aviation,  Inc.       Holding  Co. 


1969.   . 

1968....        " " "    »1.297  $195. 

1967...                                       -    571  200  . 

1966  -   194  57  $136" 

1965.                                             - -   310  8  370 

1964     495    118 


Total  accrued  interest 


1969  balance  exchanged  for  common  stock  of  Great  Southwest 
i-orp.,  at  $18  per  share  


2. 055  24  624 


722  436 


$690 
533 


1969-65  less  cash  received.  I'lH  460  624  1,223 


1, 223 


608 


5  2  2  2"^  ri^  1^  =.£     S     o"^  S 


;||||£  S££l 


5  ;      ;  :.2  5.oi-  ;  ; 

,^5;  =  o  !s  °  ■  S  £  2^:  '  = 

S         E        oo'^-a-ooJOJiS  —  — 


'"'e 


o  =  : 


^4-924  O  -  73 


l<i,3S5l55>S5|l|||||| 
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605 


606 


607 


TABLE  V.-DIVIDENDS  PAID  BY  NONRAIL  SUBSIDIARIES  TO  PENN  CENTRAL  TRANSPORTATION  CO.,  ITS  RAIL  SUBSIDIARIES 
AND  PENNSYLVANIA  CO.-JAN.  1,  1960,  TO  JUNE  20,  1970 


Company  receiving  dividend  Company  making  payment  Date 


Amount' 


Detroit,  Toledo  &  Ironton  RR                           d.T.I.  Enterprises,  Inc                                July  1965   U.  140,000 

February  1969. .  '360,000 

October  1969....  225,000 

««■                                             Montour  Land  Co                                     SeT^fi^.  I'^'.Z 

December  1963..  100, 000 

December  1964..  75,000 

Penn  Central  Transportation  Co  American  Contract  Co                                            llUv.  m]  m 

December  1961..  150,000 

December  1962..  500,000 

December  1963..  100,000 

December  1964..  500,000 

February  1965..  500,000 

December  1965..  300,000 

December  1966..  250, 000 

January  1967. ..  2,750,000 

December  1967..  350,000 

February  1968..  1,450,000 

July  1969..   1  326,100 

°°  -  Chicago  &  Harrisburg  Coal.  "NVvember"l96T:  ^' "m!  000 

November  1963  .  50'000 

February  1966..  125,000 

February  1967..  125,000 

February  1968..  125,000 

March  1969   125, 000 

 Clearfield  Bituminous  Coal  Corp   j'uly 'l960°;.'""'"  250'000 

July  1961... 250!000 

November  1961.  250,000 

January  1964...  300,000 

January  1965...  600,000 

February  1966..  600,000 

February  1967..  700,000 

February  1968..  700,000 

August  1968   100,  000 

Do                                                    ri     1    J  T  ..  ■   ,                                    March  1969   700,000 

 -  Cleveland  Technical  Center                           December  1962.  15^000 

December  1963.  2o!oOO 

December  1964.  50,000 

December  1965.  60,000 

December  1966.  60,000 

January  1968...  50,000 

Do                                                    n<..n=.,.h  cv,       1                                      March  1969   40,000 

 '                 Despatch  Shops,  Inc  _..  May  1960  825  000 

July  1960   825,' 000 

July  1961   825,000 

November  1961.  800,000 

February  1962..  825,000 

July  1962   800,000 

°°  Great  Southwest  Corp.                 ju!j  }^^^:::::::  ''"^l^l 

August  1968   27, 084 

November  1968.  8, 125 

January  1969...  4  050 

February  1969..  8  125 

May  1969   8, 125 

August  1969   8,  125 

September  1969.  4,650 

November  1969.  8, 125 

December  1969..  4,050 

February  1970..  8,125 

dS" - M'"°h ''?^'t^''1'^ n- --  No\^eS"l969:  2,000;000 

Do Nfl'v„  L'r  V - December  1969..  50  000 

 -                                  New  York  Central  Transport  Co                      October  1968...  1  000  000 

April  1969    6',  OOo!  000 

July  1969   6,000,000 

- -  -  Pennsylvania  Truck  Lines,  Inc..                     Se^^Sl^lo::  HTm 

December  1961..  37l!  992 

December  1962..  466, 973 

December  1963..  268, 230 

December  1964..  268,230 

December  1965..  268,230 

December  1966..  450,000 

December  1967..  190,461 

December  1968..  82  449 

Do....                                             Penntrufkrn                                         December  1969..  52,205 

Do.....                                               Strick  HoldrnVrV " December  1969..  100, 000 

" - "Oiling  Co                                     November  1969.  4,  812,  708 
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TABLE  V -DIVIDENDS  PAID  BY  NONRAIL  SUBSIDIARIES  TO  PENN  CENTRAL  TRANSPORTATION  CO..  ITS  RAIL  SUBSIDIARIES 
AND  PENNSYLVANIA  CO.-JAN.  1,  1960,  TO  JUNE  20,  1970-Continued 


Company  receiving  dividend 


Company  making  payment 


Date 


Amount* 


Pennsylvania 


Co     Buckeye  Pipe  Line  Co. 


Pennsylvania  Co  --  Great  Southwest  Corp_ 


September  1964. 

December  1964.. 

March  1965  

June  1965  

September  1965. 

December  1965.. 

September  1966. 

June  1966  

September  1%6. 

December  1966  . 

March  1967  

June  1967  

September  1967. 
December  1967.. 

March  1968  

June  1968  

September  1968. 
December  1968.. 

March  1969  

June  1969  

September  1969. 
December  1969.. 

March  1970  

June  1970  

..  July  1967..  

June  1968  

July  1968  

December  1968.. 

July  1969  _ 

August  1969  

September  1969. 
December  1969.. 


$350, 000 

2,  500, 000 
1,  430, 000 
1, 200,  000 
1,500, 000 
1.835,000 
1,  600,  000 
1,  300,  000 
1,600, 000 
1, 300, 000 
1,800, 000 
1,300, 000 
1,  700, 000 
1,  500,  000 
1, 800, 000 
1, 300, 000 
1,600,  000 
1,  600, 000 
1,  800,  000 
1,  300, 000 
1, 600, 000 
1,600, 000 
1,800,000 
1, 300, 000 
219,  781 
420, 926 
210,  000 
425, 663 
302, 722 
452, 625 
1,117, 362 
1,117,  362 


°AII  dividends  with  the  exception  of  dividends  of  $326,100  (see  note  1)  were  received  ,n  cash. 
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Exhibit  47  o-i  -iopli 

June  21,  1954. 

T  Tif  «  •  An  analvsis  of  the  proposal  to  go  to  complete  dieselization  would  appear  to 
L  LancSg  sucra  Sizeable  amount.  The  latter  also  involves  the  question  of  timing. 

I.   REVIKW  OF  SAVINGS  TO  BE  EFFECTED 

(1)  It  appears  that  the  cost  of  such  a  program  would  be  approximately  $33,000,000, 
including  additional  diesel  facilities  to  be  added.        „.^„.  ,7ftfv>ooo  or  after  taxes  about 

SF^a,'°s„t£^r..?W»'s^rt„"^^^^^^^^ 

It  appears  tZt  this  represents  complete  elimination  of  all  steam  l^^^^^^V . 
whereas  even  under  this  program  it  is  indicated  that  as  reserve  power  we  must  keep  about 
STsteiriocoS^ves  and  under  I.C.C.  regulations  specific  items  of  work  are  required 
pSodicaUy  PeXps  this  is  exclusive  of  the  $1,400,000,  but  it  is  not  clear  to  us. 
periodicauy^rernap  ^^^^  ^^^^^  indicated  savings  within  a  range. 

dependenfon  certain  tWngs  and  based  on  present  levels  of  traffic.  The  next  question  is  to 
what  extent  tEe  sa^i^g^^^"  be  maintained  in  the  event  of  a  furth^  ^^^'^^ 
Tnd  if  they  can  be  maintained  how  much  of  a  cushion  is  there?  It  is  not  as  yet  at  all  clear 
?hat  we  have  reached  a  leveling  off  point  in  traffic  and  in  business  in  general,  and  if  any 
SSrthlr  drop  would  eliminate  these  savings,  this  factor  «b«uld  be  serious^  evaluated^ 

(4)  It  is  our  understanding  that  in  the  past  there  has  been  a  limit  the  number 
of  additional  locomotives  that  can  be  added  at  any  given  time  for  maximum  efficiency  and 
Savlngf to  be  reaUzed.  We  assume  this  still  holds  true,  and  the  question  therefore  arises 
as  to  what  is  the  maximum  rate  at  which  these  can  be  added  efficiently. 


II.  METHOD  OF  FINANCING 


(1)  Assuming  that  the  desirability  of  acquiring  these  diesels  over  '  X  period  of  tinie 
is  deaded  in  the  affirrJative,  the  question  arises  as  to  the  method  of  financing  o  be  employed^ 
At  the  outset  to  avoid  any  possible  confusion  in  anyone's  mind,  leasing  is  just  another 
method  of  financing.  Other  than  variations  in  the  accounting  treatment  and  the  vesting  of 
f-itle  it  is  identical  vrith  100%  conditional  sales  financing.  ,     ,  ^ 

(2)  All  three  methods-equipment  trust  financing.  100%  conditional  sales  financing, 
and  easing-involve  a  principal  cash  outlay  on  our  part.  The  only  difference  between 
eSuiDmenrtrust  financing  and  the  other  two  methods  is  that  there  is  an  initial  down  pay- 
St  In  the  case  of  100%  conditional  sales  and  leasing,  this  initial  down  payment  must 
be  made  up  over  the  initial  15-year  period,  and  in  most  cases  there  is  an  insistence  that  a 
h?eh  percentage  be  made  up  in  the  first  few  years.  In  other  words,  generally  speaking  the 
refoverv  of  the  initial  down  payment  is  not  spread  out  equally  over  the  l^'far  period. 
Therefore  it  should  be  recognized  that  even  in  the  first  year  there  w  11  be  a  substantial  cash 
outlay  on  account  of  principal  in  the  event  of  either  conditional  sales  A^/^^""/ JJ.  ^^^^ 
Over  the  first  five  years,  in  either  100%  conditional  sales  or  leasing,  generally  speaking  you 
will  catch  up  and  pay  out  the  initial  down  payment  .      .-^^  tho  HiP>5Pl 

(3)  There  is  no  advantage  in  trying  to  work  the  financing  through  one  of  the  diesel 
manufacturers  Thev  merelv  act  as  a  middleman  in  working  out  an  arrangement  with  an 
TsSraSJe  coSaS  or  bank.-  and  there  is  no  reason  to  believe  that  they  can  this  any  more 
successfully  than  can  we.  and  based  on  past  experience  there  is  considerable  danger  that 
our  credit  will  be  stopped  and  the  waters  muddied.  _  .    *  ,„„  •„„ 

(4)  It  is  estimated  that  the  interest  cost  of  equipment  trust  financing  as  against  leasiT.g 
will  be  approximately  of  1%  cheaper,  which  in  the  case  of  an  expenditure  of  $32,000,000. 
represents  an  interest  differential,  in  round  figures,  of  $2,000,000. 

(5)  Looking  at  the  situation  from  a  tax  standpoint,  there  is  '^o^^^i^^^^a^lJ' 

itv  in  equipment  trust  financing  than  offered  by  a  lease  arrangement.  Unfortunately,  none 
of  us  i.s  in  a  position  to  predict  what  tax  bracket  we  are  going  to  be  in  in  each  of  the 
next  15  years,  and  based  on  past  experience  it  appears  that  at  least  in  some  years  our  effec- 
tive tax  rate  may  well  be  8.1%.  In  the  case  of  lease  rental,  the  actual  charge  cannot  be 
varied  depending  on  variations  in  your  income.  In  the  case  of  equipment  triist  financing, 
however  assuming  that  we  receive  accelerated  amortization  in  the  amount  of  .io%.  the  capi- 
tal portion  can  be  varied  between  3.88%  and  12.746%,  depending  on  how  much  accelerated 

amortization  we  keep.  .         ^         ■  t.  sf  .-o  o„f 

(6^  Ideallv,  we  should  build  up  our  equipment  depreciation  to  a  point  where  it  is  sur- 
flcient  to  throw  off  sufficient  cash  to  meet  annual  maturities,  pins  sufficient  cash  to  make 
down  pavments  on  the  average  amount  of  equipment  financing  that  we  will  do  each  year. 
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Leasing  does  not  help  us  move  in  that  direction,  which  is  particularly  bad  since  at  the 
moment,  because  of  accelerated  amortization  still  being  charged,  we  are  movine  awav 
from  our  goal  looking  ahead  several  years. 

(7)  With  respect  to  General  Motors,  we  know  of  no  way  of  carrying  out  a  lease  ar- 
rangement with  them,  if  we  did  so  desire,  except  by  going  through  the  most  unsatisfactory 
procedure  m  this  case  of  Anti-Clayton  routine  ^aL.»ian.ury 

furthe^r  r2f,ce7  nnn'^f  fh-^  'f'^  f}^^^  edge  of  having  the  ratings  on  our  securities 

further  reduced,  and  if  this  should  occur  it  would  add  materially  to  our  cost  of  financing 
which  could  run  into  millions  of  dollars.  It  also  would  very  materially  injure  Se  standinK 
of  our  stock,  which  is  not  too  good  even  now,  and  would  in  turn  tend  to  put  it  mo?e  and 
more  into  the  hands  of  speculators  rather  than  investors;  and  thTs  was  one  of  the  outstand 
L„fHrT^°^''^'  York  Central  management  in  the  recent  proxy 

whfch  il  hf,;^n"'"^'^*  r  ^""^'^  one  of  the  e.ssentia?  factors 

which  IS  helping  us  at  the  moment  is  the  confidence  on  the  part  of  many  that  we  are  going 
to  steadily  reduce  our  debt.  This  year  because  of  the  bus  ness  situation  vve  have  hfd  to 
conserve  cash  and  have  been  able  to  do  very  little  in  the  way  of  bonded  debt  retirements 
and  therefore  we  are  dependent  on  having  a  good  showing  in  equipment  dibt  rSuctTon  to 
^.t.!^\r^^^VT'''^  i'^"^  reduction.  If  the  business  Situation  clariiiS  next  year  we 
should  be  able  to  do  more  bonded  debt  retirements  and  consequently  it  will  not  be  necessary 
"fn\''  f^^^  ^"^^  ^  substantial  reduction  in  equipment  debt  necessary 
wo  w  ^^.'^^'"^^^s  on  us  for  cash  through  July  1st  in  1955  are  very  heavy  Next  year 
JL^^a^  estimated  maturities  of  $52,000,000,  of  which  $45,700,000,  as  indicated  on  ?he 
wi^^rLve  L  pav'io'oToft"  ^"  months'of  1955  w^ 

cap!tafL\Sr^mUs'?de1irTble'^^       "''"^  '''''''''''  «^ 

in.  RECOMMENDATIONS 

tim°ng  ^^'^^^  brings  up  the  question  of 

o^'dU'^iaTkSgT^gra^^  f  ''''T.'"^  elutmSTurce'rtiSa^^^^^^ 

rn%rSS-~^^^^^^^ 

Sld^fctate,  7hat  ?he  ent?^e  $28  000  00^  be'^nenf '  equipment  requirements 

lo  from  "the  standP^^^  P^^^P^     might  be  well 

program  over  tS  Xs  19^  aS  fp^^R  h.^f^  this  number  of  diesels,  to  spread  the 
such  as  is  proposefit  shSd  mln  th«^         '  discussed  further.  Under  a  program 

of  locomotives  in  October  and  N^^^^^^^  could  acquire  roughly  $9,000,000  to  $10,000,000 

in  January.  By  that  time  we  wo?i^  hi  ^  f/'*  "^^^  ^°  program,  with  the  financing 
whether  or  not  we  fre  gm^nJto  have  «  .tl^^  ""^'I        P^"''**  know 

are  going  to  be  for  July  Xn  business  Ts  !n'^%T  t  P'-^^P^^t^ 
have  a  very  much  better'iderrs^SVLTinVs^^^  then  we  may 

the  d?eief"acSior:rrrow  -  of 

analysis  as  to  whether  or  not  thracaStiL  nV  ^hf  7                       """"^^  «  ^^^^  ^l^^e 

from  an  economic  standpoint  aheld  or^om^  ^^  entire  number  of  diesels  is  justified 

have  to  make,  such  as  Snwar«nH  Wn^^!  important  capital  expenditures  we  still 

dieselization  wouM  produce  ZoSL^?e^^^^^^^  Perhaps  something  short  of  complete 

do  not  pretend  to  kS  nerhanrwhno  .i!^  ^  •  ^^^^^^           which  we 

the  overall  ga?n  of  be^g  comD^K  d  ei?r..^^^  individual  locomotive  are  small, 

We  think  this  should  rve?r?^^^^^^^^^  ^  ^^-ngs.' 

adopt'l  MdSe-Tf-tr^oldtricv't^i^ifif^  ^^^^^  P^^^ible, 

it  is  apparent  fromlhe  letters  we  Lv?«^^^^^^^^  gradually,  because 

critical  of  the  fact  that  we  hLT^fL  T^^  received  that  the  stockholders  are  highly 
spread  a  proiam!  it S goTng  to  L  mu^^^        ^-k  ""^"^^  ^«»'-o««^-  1^  ^e 

tremendous  amouAt  at  o^e  time  criticized  than  if  we  go  out  and  do  the  whole 

Boar?k'jiLTuTThr  we^meref?  g'ltTSthorftv' t"'^'^  \'  ^"^^^'^  ^  ^-"^^ 
program,  if  it  is  later  deemed  adS^fp  XJ/"  ^u^^^  ^'^^  ^O'"^  Po^«o°  «f 

the  Executive  ComStterifter  all  th;rf  f^^  approval  by  both  the  Finance  Committee  and 
I  think  that  it  is  hiSly  desfrabTeJiat  Sn^^^^^  and 
detail  before  a  final  dLision  is  made  It  coniS^fhi  V^V^/^^^'^  Committee  in 

the  Executive  Committee  '^^^  ^'"^  satisfied,  be  confirmed  bv 


Original  on  temporarary  Diesel  File  No.  0166. 


D.  C.  B. 
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Exhibit  48 

OcTOBER  22,  1965. 


S  T  S  •  In  view  of  the  fact  that  it  will  not  be  possible  for  me  to  be  at  the  Budget  Meet- 
ing on  Monday,  I  have  the  foUowing  comments  to  make : 

1.   CAPITAL  BUDGET   FOE  1966 

At  the  present  Ume  it  appears  that  ..  will  show  a  net  increase  in  ^^^te- d^^^^^^ 
of  approximately  $1^  mi  lion  and  °f"^\,^Skerinto  our  earnings 

almost  $8  million.  When  increased  deP'^^"^*^^"  ^f,  *^hf°i 'J'nc^^^^^        offset  the  increase 
are  not  increasing  rapidly  ^"^'^^Vs^/the  pr^'sen  pT^^  P-^^°^ 
in  equipment  charges.  On  the  basis  of^t°%P/„^.f^^P^^^^      ygkr  of  about  $80  million  and 
there  will  be  an  additional  net  increase  m  s^^^^^^^  be  noted 

a  further  increase  in  A^.^^^^'iSt  ^  ht  rmosT  expensive  year  for  financing  and  we  will 
that  in  onr  judgment  1966  is  going  to  be  a  most  expe^  ^^^^.^  ^^^^^^^ 

find  money  very  scarce  and.  t^^^^f  ^^^'^  |re  g^^^  capital  expenditures  in 

with  this,  we  must  consider  the  fact  that  ^^^^^^J.^'^uded  in  the  budget  and  the  same 
connection  with  the  merger  over  and  above  those  now  "J^moe  experimental  high  speed 
applies  to  capital  expenditures  wSch  we  should  attempt 

fo^hT/do^fn^^^  w^y'UsTw^^^^^^^  to  the  extent  that  we  can  do 

^«-^^SrrSS!^ro^CdTuSet.Ithi^^^^ 

Operating  Department  had  insisted  that  t^ey  had  cut  exjjndi^^^^^^^^ 

obvious  very  quickly  that  the  approved  P^f^^^^J^^^^^^t^^^^^,  Is  Ten  hi^er  than  the  1965 
The  $49  million  Road  Program  proposed  for  next  year  is  eve^ 

approved  program.  I  Relieve  U  can  be  cut^  s^^^^^^^^ 

nomlcs  of  each  item.  For  example,  although  the  propo^a  P  s            ^   Eastern  Region 

the  Pemi  Station  P^^^^^t,  there  are  s,^ad»  modernization 

figures  aggregating  an  excess  of  $800000  J^^^f^'^^''^^^  this  project  already  recog- 

-nUfanTrTfi-ecleVi^nr^^^ 
^^d^r  fro^a^  S^g^S^n^dp«rwSk^^^^  as  near  as  possible  to 

Jh^e  coSletion  of  the  new  station  and.  therefore^  ^  understand  it, 

In  many  cases  the  savings  con  e^^^^^^^^  ,,pital  ex- 

as  a  result  of  attending  the  Central  s  ^"".If^J^^^^'^^  less  than  20%  and  if  labor 

penditures,  other  than  for  safety,  ^b^''^.  t^^^l^J^^^Lf  Jl^^tloi  pa^^^^      I  think  that  except 
only  is  involved  less  than  30%  after  eonsideration  of  attntion  paymen 

for  the  safety  items,  our  people  should  be  made  to  go        ^^Jf  f^f.^^a  this  year  (exclu- 
volved  with  particular  emphasis  on  labor  I  hope  that  the  total  r or 

sive  of  Penn  Station  and  Corridor  expenditures)  f  jj^J*  for 
million  and  I  believe  in  all  probability  that  we  couw  hm^^^^ 

equipment  to  a  maximum  of  $110  P^^^f "l^'^ow  ?or  a^^^^^^  million  over  the  $85 

^n!i«c^^^^^^^^^^  on  elimination  of  $18 

SlSoS  to  replace  Norfolk  and  Western  cars  which  I  will  comment  on  next. 

2     INFORMATION    ON   EASED    NORFOLK    AND    WESTERN    COAL   HOPPER  CABS 

In  this  analysis  there  is  an  indicated  -^in^.^J -P^^/, J^,?,^^^ 
cars  of  approximately  $12  million.  This  is  P'"^.^^*^       f^^^I^f       as  tK^ 
tion  of  2.07%.  This  is  purely  and  ^^^^^P^^^^^"  is  belied 

Railroad  is  concerned  and  is  not  a  true  measure  of  the  actual  d^^^  program.  There 
by  practically  every  figure  used  m  the  fo^^^^at^o/^  °™  than  offset  by  an 

is  no  question  that  to  the  extent  that  we  ^^.'^^^^jj^f  ^h^rr  ^  anvone  who  sincerely  be- 
increase  in  estimated  repair  expenses.  I  do  "«t  be heve  tnere  is  an^^^  ^^^^^ 
lieves  that  the  economic  life  of  ^lese  hopper  cars  is  approxim^^^^^  significantly 
of  fact,  the  depreciation  rate  charged  by  the  N&W  C&O  and  f'O^tnern  s  k 
higher  than  our  2.07%.  In  view  of  the  foregoing  together  ^^/^^^Jf  ^J^^„Y4%  and  the 
return  to  us  in  requiring  our  own  cars  to  replace  the  cars  is  on^  aoo  /c 

as  is  discussed  next  in  this  memorandum  as  part  of  Item  d. 

3.  THE  5  YEAR  EQTTIPMENT  PROGRAM 

First  of  all.  the  mere  fact  that  the  operating  people  have  attempted  to  develop^^^ 
equipment  proVam  for  a  5  year  period  in  the  f^^n-  is  a  ma.or  J^/--",^ J.^^^  ^nd  aTo 
thing  we  have  advocated  for  at  least  10  ^ears.  We  beheve  ^t^^^f  the  program  itself 
essential  and  necessary  to  good  Planning.  However  we  1^^^^^^^^ 

'41  aTJo^ Snli?  Of  trotirn  ^hrthVe  i^  Tr^^en^tmc  approach  to  the  whole 
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problem.  There  are  major  discrepancies  in  the  program.  As  mentioned  in  arriving  at  savings 
with  respect  to  replacement  of  Norfolk  and  Western  cars,  a  depreciation  rate  of  2.07% 
was  used.  As  contrasted  to  this,  if  we  figure  on  a  fleet  of  approximately  120,000  cars,  a  5% 
depreciation  rate  would  mean  the  annual  replacement  of  only  6,000  cars  as  compared  to  the 
7,280  projected  in  the  program.  It  should  also  be  noted  that  under  the  proposed  program 
36,400  cars  will  be  installed  during  5  years  1966  to  1970.  If  you  add  to  this  the  7  700 
which  will  be  installed  in  1965,  this  brings  the  total  to  44,100  which  for  the  6  year  period 
IS  3814%  of  the  estimated  serviceable  fleet  as  of  the  end  of  1970. 

Further,  if  we  should  install  the  7,280  new  freight  cars  in  each  of  the  5  years  and 
capitalize  the  cost  of  rehabilitation  on  the  average  of  7,400  cars  a  year  and  finance  this 
requirement,  over  the  next  5  years  equipment  expenditures  alone  would  require  a  net 
increase  in  funded  debt  of  between  $400  and  $500  million  without  the  purchase  of  a  single 
new  locomotive.  The  proposed  program,  of  course,  naturally  cannot  give  any  consideration 
at  the  moment  to  our  merger  and  integration  of  our  fleet  with  that  of  the  Central  Also 
no  consideration  appears  to  be  given  to  greater  utilization  of  equipment  through  control 
of  our  computer  system.  Basically  we  believe  that  we  should  continue  to  work  strenuously 
on  a  5  year  equipment  program  but  that  this  should  be  done  in  conjunction  with  the  Central 
and  that  we  develop  it  based  on  our  inventory  of  cars  and  theirs.  However  we  believe  that 
some  such  basis  as  the  following  should  be  used  to  approximate  our  requirements 

We,  in  many  respects,  are  similar  to  an  industrial  manufacturing  company.  Our  product 
il^'^rrK^  ton  miles  Our  fleet  should  be  broken  down  by  classes  of  equipment  and  a  study 
should  be  made  in  the  case  of  each  class  as  to  how  many  revenue  ton  miles  in  the  past 
been  capable  of  producing  and  allowing  a  factor  for  increased  efficiency 
what  each  car  acquired  should  mean  in  added  revenue  ton  miles 

K«..  weakness  in  the  present  proposed  program  is  that  it  deals  only  with  the  num- 

ber of  cars  and  give  no  recognition  to  increased  capacity.  By  developing  our  requirements 
on  this  basis,  we  will  also  have  a  far  better  gauge  as  to  our  so-called  manufa?tSrinreffi- 

miles  and  which  are  showing  decreases. 

1,0.7^^''^  fy?.^^  ^^"i^^  discrepancies  in  the  proposed  program  that  it  appears  that  figures 
have  almost  literally  been  picked  out  of  the  air.  pi^'=aio  luai  ugures 

There  is  obviously  no  pressing  need  for  immediate  approval  of  a  5  year  oroeram 
Even  though  we  do  not  think  much  of  the  soundness  of  the  program  I  wish  to  ?e?teraTe 
^at  we  consider  it  a  major  step  forward.  Immediate  steps  should  be  taken  to  get  together 
with  the  Central  and  start  developing  a  really  sound  program  which  will  allow  us  to  nro- 
gram  our  equipment  building  and  financing  on  an  even  keel  ^ 

The  equipment  financial  situation  is  very  serious.  Over  a  long  period  of  vears  it  ran  Hp 
easily  demonstrated  that  the  Pennsylvania  spent  (whether  wisely  or  notrmo?e  mon?y  o^ 
Its  equipment  than  any  other  railroad  in  the  United  States.  As  a  result  we  a?e  apZSchiSe 
a  very  serious  situation  where  our  annual  equipment  maturities  very  qukklv  a?e  e^^^ 
equal  or  exceed  not  only  our  equipment  depreciation,  but  our  total  deprSfation  T^fs  S 
almost  unheard  of  in  the  railroad  industry  and  unless  corrected  prompt^y^-il  do  ^  tS 
hurt  our  credit  than  almost  any  other  factor.  If  our  credit  is  damaged  thi^  in  tuS.  will 
have  a  very  serious  and  substantial  effect  on  the  value  of  our  stock.  ' 

D  C  B 

ROADWAY  AND  EQUIPMENT  EXPENDITURES 

 3  years  1963-65  2  years  1964-65 

vania"R'R  ' 
percent  of 

Pennsylvanu.          New  York     New  Yorl<  Pennsylvania          New  York  Krk 
 Central  RR.        Central  RR.  Central 

^ol!'Z::^l^iim-i^e.i^'^'''°'-'°'-'''  «.«26,306,356         135.3  Jl,765,793,604  »1. 302. 973. 594  135.' 

f^?^U^:^;u>i(,.en^   '''■"IIWI       297,163,067         1383       278,478,861       201,590,279  138.1 

Gross  ton-miles  per  equated  ■ 16,042  14,039  114.3 

-  25,448,000        21,004,000         121.2        17,359.000        14.359,000  120.9 
Roadway  expenditures:  ^^^^^^^^'^^^^^^^^^^^^^^^============= 

- 1  282.471,506  209,803,129  134.6  210.884,8"50  141.970,336  m75 

Equipment  expenditures:  ■ 

Ca'pri»n"lVase '*''"'''"°  "3,873,109  136.0  227,508,089  168.455.132  135.1 

-  334,714,000  179.755.000  186.2  265,928,000  154.407.000  172.2 

-  679.854.730       433.628.109         156.8       493;43M89       322,862,132  152I 
Total  expenditures:  ^^^^^'^''''^^'^==========================^============^===== 

  534,856.236       414.675.238  129.0       359  241  939       77S  fi?Wfi«  ,on  , 

427.470,000       228:756:000  186.9  079,^0       IsIIoa'oOO  182  4 

-  962.326.236       643.431,238  149.6       704,320.939        464.832.468  IsT^ 
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ROADWAY  AND  EQUIPMENT  EXPENDITURES 


10  years  1956  to  1%5 


5  years  1961  to  1965 


Pennsylvania  New  York 

RR.  Central  RR. 

OoerafinB  revenues    830. 767. 173  $6. 705,  5%.  213 

cflfss  ton  mTs-F^                  (thou-  1,357,739,676  1,030,868,974 

Equated Vack  miles  (average)     „,  cioilnnn 

Gross  ton  miles  per  equated  track  mile   81, 219, 000  67, 245,  OOP 

'"'ttirexS                         -  680,023,796  563,079,738 

ca pite I .  -  211,304,000  i85,469,ooo 

Total    891,327,796  748,548,738 

^''"'ZeMx^e!!^!^^^  1,279,505,46  3  918,581,198 

Bl  (including  lea^  ob^^  875, 328, 000  395,  579, 000 

Total    -   2,154,833,463  1,314.160,198 

^"^'oSrexpenses  1,959,529,259  1,481,660,936 

Sal   -     ■                     ---------  1'  "S^: 632,  000  581, 048, 000 

Total    3, 046,161,259    2, 062, 708, 936 


Pennsylvania 
RR.,  percent 
of  New  York 
Central 


Pennsylvania 
RR. 


New  York 
Central  RR . 


131.7  $4,276,702,023  $3,160,859,438 
131.  7       664,  781,  526         489,  267,  507 


109.0 
120.9 


16,  364 
40, 625,  000 


14,  417 
33, 937,  000 


120.8 
113.9 


306,008,675 
116,083,000 


264, 603,  061 
77.  316,  000 


119.1 


422. 091,675 


341,919,061 


139.  3  584,  045,  284 
221.3  435,207,000 


431,321,233 
223,  657,  000 


164.  0     1,  019,  252,  284 


654,  978,  233 


132.3 
187.0 


890,  053, 959 
551,290, 000 


695,  924,  294 
300,  973, 000 


147.7  1,441,343,959 


996,  897,  294 


Exhibit  49 

EQUIPMENT  LEASE  AGREEMENTS 

Effec- 
tive                  Rent  due 
Expiration      date       Original     after  Dec. 
date     (per-           cost      30, 1970 
cent) 

Equipment  covered 

Dated :  Lessor/agent 

Pas- 
senger 
cars 

Freight 
cars     Locos  Other 

Renewal 
option 

May  11,  1950:  Equitable  Life 

Assurance  Society. 
Aug.  8, 1950:  Equitable  Life 

Assurance  Society. 
Sept.  1,  1950:  Equitable  Life 

Assurance  Society. 
Nov.  1, 1950:  Equitable  Life 

Assurance  Society. 
Feb.  1, 1951:  Equitable  Life 

Assurance  Society. 
Mar.  1, 1952:  Equitable  Life 

Assurance  Society. 
Apr.  1,  1952:  Equitable  Life 

Assurance  Society. 
Feb.  1,  1956:  Chase  Manhattan 

Bank 

Nov.  1, 1957:  Morgan  Guaranty 
Trust  Co. 

Dec.  20, 1957:  Manufacturers  Han- 
over Trust  Co. 

Nov.  1, 1958:  Greenville  Steel  Car 
Co. 

May  1, 1959:  Morgan  Guaranty 

Trust  Co. 
May  15, 1959:  First  National  City 

Bank. 

June  1,  1959:  Harris  Trust  Co.  

June  15,  1959:  First  National  Bank 

of  Chicago. 
Aug.  1,  1959:  St.  Louis  Union  Trust 

Co. 

Nov.  1,  1959:  Morgan  Guaranty 

Trust  Co. 
Jan.  1,  1960:  Morgan  Guaranty 

Trust  Co. 
Mar.  24, 1960:  General  Electric  Co.. 
May  31, 1960:  First  National  City 

Bank. 

May  23, 1961:  Port  of  New  York 

Authority. 
Apr.  24, 1962:  City  of  Philadelphia. 
Sept.  24,  1963:  Port  of  New  York 

Authority. 
Sept.  30, 1963;  Chase  Manhattan 

Bank 

Dec.  16. 1963:  Chase  Manhattan 
Bank. 

Jan.  21, 1964:  Chase  Manhattan 
Bank. 

Feb.  14, 1964:  National  Bank  of 
Detroit. 

Mar.  11, 1964:  Chase  Manhattan 
Bank. 


Aug.  3,1975 

Sept.  1,1975 

Mar.  28, 1976 

May  25,1976 

June  9,1977 

June  25, 1977 

July  14,1978 

Apr.    1, 1971 

Jan.    1, 1973 

July    1, 1973 

Nov.  1,1978 

Dec.  31,1979 

Aug.  1,1979 

Oct.  1, 1979 
Nov.  1,1979 

Feb.    1, 1990 

Apr.    1, 1980 

Mar.  1,1980 

.  Sept.  1, 1978 
May  31,1980 


(1)  $7,237,500 
6.15  53,029,000 
(1)     5, 169,  000 
5,  281,  000 
5,  004,  000 
2, 903,  500 
5,  005,  200 
2,  408,  342 
4.49  32,325,795 

3.  79     5,  866,  375 

4.  73  2,  928,  730 
4. 37    18,  350,  000 


$374,  865 


1,324   None. 


(>) 
(') 
C) 
0) 
3.46 


8,  592, 142    7, 138  . 

364,597    897  . 

367,  462    900  . 

74,  560    165  . 

33,852    70  . 

308, 016    552 

73,008    

5,791,703  --- 

1,778,435  

175,200    350 

5,447,812    1,958 


20 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 


174  10  years. 


25 


4.93   84,840,000   40,131,677    9,265 

3,482,046    1,000 

6,249,317    1.700 


5. 13  9,  975,  000 

4.63  16,354,000 

5.  50  3,  567,  000  2, 928, 355    299 

4. 88  10.  250,  000  3,  399, 693    989 

5  39,800,000  25,229,239    3,931 

5.38  32,699,634  18,506,871    

5.38  3,106,600  1,475,635   


66 


Do. 

Do. 

Do. 

Do. 

Do. 
Do. 

None. 

10  years. 

Do. 

Do. 


Dec.  15,1987      2.72     8,165,172  7.014,523 


Apr.  24.1991 
Feb.    1, 1989 


3.75 
2.72 


4,  868,  653 
2,  400,  000 


3,917,020 
5,  520,  240 


J  7  5  years. 

53    25  years. 

17  ...  None. 

34  ...'.".v."."."-".-'-   24  years. 


Dec.  1. 1983 
Sept.  1,1979 
Jan.  1, 1972 
Feb.  15,1972 
Jan.  1,1972 


4. 38  6,  400,  000     4,  999,  819 

4.63  27,503,347  14,671,773 

4. 63  474, 349        93, 054 

4.  50  900,  504 

4.63  422,552 


50  None. 

109    3,531   -         --  Do. 

  23  -  --  Do. 

175,518   -  -—    '12'  D"- 

82,893    30    -  Do. 
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EXHIBIT  49-Coutinued 
EQUIPMENT  LEASE  AGREEMENTS 


Date:  Lessor/grant 


Expiration 


Effec- 
tive 
(per- 
cent) 


Equipment  covered 


Rent  due  -   

Original     cffer  Dec.      Pas-  Freight 

cost      30, 1970   senger      cars  Locos 
cars 


Other 


Renewal 
option 


Nov.  30, 1964:  National  Bank  of 
Newark. 

Dec.  18,  1964:  City  of  Philadelphia 
Feb.  1,  1965:  First  National  City 
Bank. 

Mar.  26,  1965:  National  Commercial 

Bank  &  Trust  Co. 
Apr.  1,  1965:  Morgan  Guaranty 

Trust  Co. 
Apr.  1,  1965:  Pittsburgh  National 

Bank. 

Apr.  15,  1965:  Morgan  Guaranty 

Trust  Co. 
Apr.  23,  1965:  Continental  Illinois 

National  Bank. 
May  25,  1965:  First  National  Bank 

of  Cincinnati. 
May  20,  1965:  First  National  Bank 

of  Chicago. 
June  22,  1965:  Huntington  National 

Bank. 

June  30,  1965:  National  Bank  of 
Indianapolis. 

July  30,  1965:  Manufacturers  Na- 
tional Bank,  Detroit. 

Aug.  6,  1965:  First  National  Bank 
of  Cincinnati. 

Sept.  15,  1965:  Merchants  National 
Bank  of  Indiana. 

Sept.  20,  1965:  American  National 
Bank  &  Trust  Co. 

Nov.  15,  1965:  Chase  Manhattan 
Bank 

Dec.  15,  1965:  National  Boulevard 

Bank  of  Chicago. 
Dec.  15,  1965:  National  Bank  of 

Detroit. 

Feb.  1,  1966:  First  National  Bank 
of  Erie. 

Mar.  15,  1966:  First  National  Bank 
of  Chicago. 

Mar.  24,  1966:  Equitable  Life 
Assurance  Society. 

Sept.  8,  1966:  Northern  Trust  Co 

Sept.  15,  1966:  Chemical  Bank 

Jan.  16,  1967:  U.S.  Railv^ay  Equip- 
ment Co. 

May  22,  1967:  Continental  Illinois 
National  Bank. 

May  23,  1967:  Fidelity  Bank 

June  1,  1967:  Irving  Trust  Co 

Aug.  11,  1967:  U.S.  Leasing  Inter 
national,  Inc. 

Oct.  16, 1967:  Equitable  Life 
Assurance  Society. 

Oct.  20,  1967:  U.S.  Leasing  Inter- 
national, Inc. 

Dec.  1,  1967:  C.l.T.  Corp 

Dec.  1,  1967:  U.S.  Leasing  Inter- 
national, Inc. 

Dec.  1,  1967:  U.S.  Leasing  Inter- 
national, Inc. 

Dec.  1,  1967:  U.S.  Leasing  Inter- 
national, Inc. 

Dec.  1,  1967:  First  Pennsylvania 
Bank. 

Jan.  2,  1968:  U.S.  Leasing  Inter- 
national, Inc. 

Mar.  1,  1968:  Provident  National 
Bank. 

May  15, 1968:  American  Security 
STrutCo. 

Miy  12, 196i:  American  Security 
it  I  rust  Co. 

Aug.  1,  1968:  U.S.  Leasing  Inter- 
national, Inc. 

Aug.  15, 1968:  U.S.  Leasing  Inter- 
national, Inc. 

Aug.  15,  1968:  Mercantile  Safe 
Deposit  S  Trust  Co. 

Aug.  15,  1968:  U.S.  Leasing  Inter- 
national, Inc. 

Oct.  10,  1968:  U.S.  Leasing  Inter- 
national, Inc. 

Oct.  15, 1968:  Merchants  Despatch 
Trans.  Corp. 

Oct.  15, 1968:  New  England  Mer- 
chants National  Bank. 


Nov.  30,  1979      4.63   $1,418,496   $1,059,722  10 

3.75  9,250,441  9,834,966  38 
4.73     5,458,860  4,078,400 


Dec.  18,  1989 
May  27,1980 

Sept.  7,1973 

Apr.    1, 1980 

Dec.  18,1977 

May    1, 1980 

Oct.  10,1979 

Dec.  31,1975 

Dec.  18,1977 

Mar.  8,1978 

Aug.  28, 1980 

Dec.  14,1980 

Dec.  26,1975 

Dec.  26,1980 

Dec.  27,1977 

Dec.  31,1980 

Mar.  12,1978 

Apr.  26,1978 

May  29,1978 

July  27,1978 

Oct.  30,1978 

.  Nov.  26, 1978 
-  Dec.  13,1986 
Mar.  22,1975 

Oct.  31,1979 

.  July  24,1979 
.  Sept.  17, 1982 
Sept.  28, 1979 

Dec.    2, 1977 

May  20,1982 

Jan.  13, 1983 
Jan.  17,1980 

Jan.  17,1980 

Jan.  29,1980 

Jan.  13,1983 

Feb.  21, 1988 

Feb.    1, 1976 

May    6, 1976 

May  16,1976 

Dec.  31, 1980 

Mar.  12, 1983 

Sept.  15, 1983 

June  10, 1980 

Dec.  20, 1968 

Oct  14, 1976 

July    1, 1983 


10  years. 


  None. 

25   10  years. 

4.90     1,711,350       652,254    461    None. 

4. 85  22, 440, 300  16, 846, 647    99  10  years. 

4.20    3,966,000    2,769,410    487    5  years. 

  25   10  years. 

381    None. 

4.04     3,107,916     1,616,270    561   5 


4.85  5,651,684  4,241,589 
4.87     1,657,128  1,226,367 


4.20  4,637,885  3,153,010 

4. 52  2. 463, 468  1, 980, 467 

3.23  3,112,764,  2,490,091 
3. 46  3, 286, 526  2, 366, 298 
3.90  851,788  482,265 
3.41  2,813,180  1,746,740 
3.75  2,181,000  1,716,863 
3. 74  5, 460,  572  4,  289, 820 
3.95  805,406  628,128 
3. 95  805, 406 
4.92  402,703 

4. 24  3, 690, 000 
4.78  10,783,000 


years. 

497    Do. 

294   4  years. 

  15   None. 

  15   Do. 

87   5  years. 


10 


None. 


295    5  years. 


25 


  187 

628, 128    189 

304,642    96 

3,  241, 980    437 

8,601,943    1,384  . 


5.32  3,052,000  2,553,504  389 
4.20     8,936,240   10, 031, 193  I'll.".":;  482 


4. 48  2, 237, 500  1, 481, 896 

4. 49  1, 625, 000  2, 886, 120 

4.  74  2,  331, 250  3, 018,  025 

5.27  11,205,800  11,387,512 

5.32  4,029,250  3,775,941 


None. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
Do. 


489    5  years. 

391    None. 

245  


  Do. 

  50   Do. 

246        20    Do. 


4.67    3,000,000    2,050,119    398  2 

4.28   11,407,009  11,215,942   


years. 


5.69  14,162,384  22,192,194 

4. 28  3, 107, 000  3, 128, 825 

5. 27  2, 520, 000  2, 656, 080 

5.13  5,785,800  5,178,642 

5.69  11,205,012  14,382,169 

5. 12  881,  000  1, 149, 225 

7  1,  689,  432 

7. 50  321,  668 

6.50  841,943 

5.  31  1,  995,  000 

5.  3  1,  384,  391 

5.94  21,476,713  29,422,538 

5. 75  6,  283, 000  6,  528,  533 


492 


50 
50 


30 


598 


50 


50 


1, 312, 768    J  227 

266,480   _   3  51 

431,012   3  126 

2,  115,400   12  

1. 913,  243    13   5  years. 

  89   Do. 

594   None. 


None. 

Do. 
Do. 

Do. 

Do. 

5  years. 

None. 

Do. 

Do. 

Do. 

Do. 


5. 60  3,  218,  000 
7.  75  674,  700 
5. 70    5, 058, 940    6,  729, 432 


3,217,640    326  ....   Do. 

807,669   3  90  Do. 

  20   Do. 
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EXHIBIT  49-Confinued 
EQUIPMENT  LEASE  AGREEMENTS 


Date:  Lessor/grant 


Effec- 
tive 

Expiration  (per- 
date  cent) 


Original 
cost 


Rent  due 
after  Dec. 
30, 5970 


Equipment  covered 


Oct.  15, 1968:  New  England  Mer- 
chants National  Bank. 

Nov.  1,  1968:  Mercantile-Safe 
Deposit  &  Trust  Co. 

Nov.  1,  1968:  C.l.T.  Corp  

Nov.  1, 1968:  Merchants  Despatch 
Trans.  Corp. 

Nov.  13, 1968:  U.S.  Leasing  Inter- 
national, Inc. 

Nov.  10,  1968:  Fidelity  Bank  

Jan.  9,  1969:  Merchants  Despatch 
Trans.  Corp. 

Feb.  1, 1969:  Merchants  Despatch 
Trans.  Corp. 

Mar.  10, 1969:  Merchants  Despatch 
Trans.  Corp. 

Apr.  25, 1969:  Bankers  Trust  Co... 

May  15, 1969:  Chemical  Bank  

June 9, 1969:  U.S.  Leasing  Inter- 
national, Inc. 

Aug.  1, 1969:  C.l.T.  Corp...  

Sept.  15, 1969:  C.l.T.  Corp  

Dec.  11, 1969:  C.l.T.  Corp  

Jan.  10, 1970:  Ford  Motor  Credit  Co 

Mar.  1, 1970:  First  Pennsylvania 
Bank. 

Nov.  3, 1970:  Mercantile-Safe 

Deposit  &  Trust  Co. 
Dec.  5, 1970:  EL-PC  Leasing  Corp.. 


Dec.  15,1988 

Jan.  15,1984 

Jan.  15,1984 

Dec.  19,1976 


5  $16, 393, 171  $25, 577, 183 
5.70   13,217,570  18,942,717 


13,217,570  18,905,415 
1, 063, 240    1, 151,  221 


Dec.  20,1980     6.43  3,521,400 


Jan.  1, 1981 
Dec.  31,1976 

June  15, 1977 

Apr.  30, 1977 

May  15,1981 
Nov.  15, 1978 
Dec.  2,1987 

Dec.  11,1984 
Oct.  14,1984 
Dec.  1, 1984 
Jan.  30, 1985 
Apr.  28,1985 

May  15,1985 

.  Dec.  15, 1985 


6.56 
7. 50 


7.50 
8. 25 


2, 191, 026 
1, 642,  576 

995, 300 

797, 895 


3,  593, 128 
3,  550, 772 


8.25  11,613,550  13,660,000 
8.12  12,082,257  20,930,093 

7.39  16,188,478  29,262,913 

6.26  7,483,502  11,542,904 
6.  28  5,  000,  285  8,  875,  921 
8.63  19,193,503  34,139,688 
7.60  16,278,810  26,548,574 

7.40  26,405,373  44,208,845 

7.27  30,000,000  50,734,570 


Pas- 
senger 
cars 

Freight 

Locos 

Other 

PpnpwA  1 

option 

49 

10  yeafs. 

55 

None. 

55 

Do 

3 185 

Do! 

IQft 

Do. 

282 

Do. 

J  212 

Do. 

J 130 

Do. 

>  136 

Do. 

1,240 
.   1,487  . 

30 

•10 
«74 

Do. 
5  years. 

60 

None. 

79 

3  years. 

265  . 

None. 

246 

25  years. 

8669 

15  years. 

909 

Do. 

112 

5  years. 

137 

.  10  years. 

1  These  agreements  are  presently  on  an  extended  term  at  the  nominal  rate  of  $0.20  per  car  per  day. 

2  Tugs. 

3  Racks. 
« Work. 

Note:  $61,917,051  will  be  paid  in  rent  due  during  1971  under  the  foregoing  agreements. 
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novembeb  21,  1966. 

S  T  S  •  Any  sound  comparison  of  the  earnings  of  the  Pennsylvania  Railroad  and  the 
New  Yoi^  Central  can  only  be  made  if  it  is  fully  realized  and  recognized  that  qualitatively 
thl7eira  very  substantial  difference  in  composition.  Basically,  from  a  policy  standpoint 
there  are  two  perfectly  proper  approaches  to  the  income  statement  which  may  be  made  by 

any  t«P/;f °f S/^^^-^^  instituted  of  attempting  as  far  as  possible  to  keep  net  income  and 
cash  flow  as  closely  together  as  possible  without  regard  to  what  the  immediate  effect  is  on 
eaSings  Up  S  severa^ears  ago  this  was  basically  the  policy  pursued  by  the  Pennsylvania 

^^'^2"The  policy  may  be  instituted  of  maximizing  earnings  to  the  greatest  extent  possible 
within  the  limits  of  good  accounting  practices.  In  the  last  several  years  this  has  been  done 
Tn  the  Pennsylvania  in  accordance  with  your  expressed  desires.  It  does  mean,  however,  that 
we  tend  to  create  a  wider  and  wider  difference  as  between  reported  income  and  cash  flow 
Today  the  cash  flow  of  the  Pennsylvania  Railroad  is  substantially  less  than  its  reported 
income.  We  changed  the  basis  of  consolidation  and  therefore,  a  substantial  amount  o^^ 
earnings  of  subsidiaries  are  now  included  in  our  reported  income  but  are  not  act^aUy  avail- 
able to  us  from  the  standpoint  of  dividends.  We  were  the  first  railroad  in  the  Umted  States 
to  capitalize  overhead  in  conjunction  with  capital  expenditures  and  numerous  other  changes 
hflVG  occurred 

Over  the  short  term  today  the  New  York  Central  earnings  as  reported  are  much  more 
real  and  tangible  from  the  standpoint  of  an  ability  to  pay  dividends  than  are  those  of  the 
Pennsylvania.  Virtually  all  of  their  earnings  are  actually  available  for  the  Payment  of 
dividends,  i.e.  the  rentals  received  from  real  estate  are  in  no  way  required  to  be  Ploughed 
back  into  the  existing  properties  in  order  to  have  them  maintained.  These  are  net  rentals 
and  are  available  immediately  for  dividend  payments.  On  the  other  hand,  much  of  Penn- 
sylvania Railroads  income  is  in  this  form  of  income  of  subsidiary  companies  ^hich  m 
turn,  have  their  own  requirements  for  the  plough  back  of  money.  From  the  longer  term 
standpoint  our  situation  is  better.  New  York  Central  rentals  are  subject  to  the  corpor- 
ate income  tax  of  48%  and  as  a  consequence.  New  York  Central  operating  by  ^tse  f  will  run 
out  of  tax  carrv  forward  loss  sooner  than  the  Pennsylvania.  We  in  turn  pay  only  a  7^2% 
tax  on  dividends  received  from  companies  which  are  not  our  consolidated  tax  return  and  it 
will  be  a  long  time  before  we  by  ourselves  would  have  to  pay  taxes. 

Examining  the  statement  attached  on  a  consolidated  basis,  there  is  very  little  to 
choose  between  our  respective  payouts.  Currently,  based  on  our  1966  assumptions  on  a 
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consolidated  basis,  we  will  pay  out  a  slightly  higher  percentage  but  not  significantly.  How- 
ever, the  real  test  is  in  the  payout  of  the  Pennsylvania  Railroad  itself  as  contrasted  with 
New  York  Central  and  this  is  where  the  ability  to  pay  is  crucial.  You  will  note  that  over 
the  six  year  period  we  have  paid  out  over  75%  of  our  earnings.  The  same  is  true  for  five 
years  and  for  the  latest  three  years  it  will  be  over  70%.  As  contrasted  to  this,  New  York 
Central's  percentage  has  ranged  from  48%  or  less  than  half  down  to  a  three  year  average 
of  about  40%.  When  these  facts  are  borne  in  mind,  it  is  easy  to  see  that  New  York  Central 
is  paying  dividends  well  within  its  capacity  whereas  in  the  case  of  Pennsylvania,  we  are 
stretching  our  financial  resources  to  the  limit. 

1.  Our  maturities  equal  our  total  depreciation  as  against  New  York  Central  maturities 
equaling  about  only  one-half  their  total  depreciation. 

2.  Our  capital  expenditures  over  a  long  period  of  time  are  almost  double  those  of  the 
New  York  Central. 

3.  Their  percentage  of  payout  in  dividends  is  far  below  that  of  the  Pennsylvania 
Railroad  and  far  more  conservative. 

D.  C.  B. 

DIVIDEND  PAYOUT 


Company 


Consolidated 


Ysar 


Net 

income 


Dividend 


Percent 
payout 


Net 

income 


Dividend 


Pennsylvania  RR.: 

1961   $3,515,586 

 --                        --  (3.209,885) 

1963   _..  9,158,870 

964.     29,132,927 

1965   33,896,504 

1966    _.  1  45,  000,000 

Averages: 

6-ye3r  average  (1961-66)    19,  582, 334 

5-  year  average  (1962-66)    22,  795,  683 

3-year  average  (1964-66)    36,  009,  810 

1961  --   (12,549,048) 

9"  —  -  -  -   (3.835,538) 

1963   7,039.843 

964  _  27,046,846 

1965        41,518,728 

1966     '58,000,000 

Averages: 

6-  year  average  (1961-66)    19,  536, 805 

5-year  average  (1962-66)   25, 953  976 

3-year  average  (1964-66)   42, 188, 525 


J3,  291. 939 
3,  362,  289 
6,  755,  458 
17,  176,  338 
27,  661,  346 
'  31,  250,  000 


93.64  $17,229,491 
20,  522,  243 
31,  834,  930 
60,  097,  048 
70,  113,  462 
>  90,  000,  000 


73.  76 
58. 96 
81.61 
69.  44 


$3,  291,  939 
3, 362,  289 
6,  755,  458 
17,  176,  338 
27,  661,  346 
I  31,  250,  000 


2, 126,  642 
3,  271,414 
II,  798,  258 
17,  725,  564 
'  22,  200,  000 


46.  47 
43.  62 
42.  69 
38.  28 


(10,  334,  489) 
210,  218 
13,  825,  544 
35,  511,376 
52,  355,  635 

'  69, 000,  000 


2, 126, 642 
3,  271,  414 
11,798,  258 
17,  725,  564 
'  22,  200,  000 


Percent 
payout 


19. 11 
16. 38 
21.22 
28.58 
39.  45 
34.72 


14,916,228  76.17  48,299,529  14,916,228  30.88 
17,241,086  75.63  54,513,537  17,241,086  31.63 
25,362,561       70.43    73,403,503    25,362,561  34.55 


1,011.64 
23.64 
33. 22 
33.86 
32.17 


9,520,313  48.73  26,761,381  9,520,313  35.57 
11,424,376  44.02  34.180,555  11,424,376  33.42 
17,241,274       40.87     52,289,004     17.241,274  3Z97 


■rf,"tPH*i,AYn  n?r''^hl« '  1966-Pennsylv3nia  RR.  dividend-85  cents  in  December.  $2.25  for  year.  New  York  Central  earnings-  consol- 
limes'pe?ni;iv'a"il'Rro:$uS5''tola^^  ''''  ^lO.SOO.OOO)-  Dividends:  December  dfvidend"  1.3 

'  Estimate.  '  ' 


PENNSYLVANIA  CO.  DIVIDEND  INCOME 


1965 


1966 


1967 


Rate 


Amount 


Rate 


Amount 


Rate 


Amount 


te:^^^<^^^:^on■RR:c.;;::::::-: $15-45-  'lllfTzl  ui-io  lin-Z" - 

Great  Southv^est  Corp.  preferred                    —     *      '  J,S-:/,4^5      $12.40  3,042,080     

Macco  Realty  Co.,  preferred                                                                        VX  ,  n!n               m  7  «S'S5? 

Norfolk  &  Western  Hy.  Co.  common  ^  :::: --6.-56—15-228-096-       6  50  15  068  096       Jfi  sn  u'ltl'ltl 

Toledo.  Peoria  &  Western  RR.  Co                              5  00  225  000        5  00  'wnm       ^Im  ^  'o^'Snn 

Wabash  RR.  Co.  common  3  Ill  i3j2f;?0»       J;00  ^^25  000       ^5.00  ^2  5,00 

 - -  -  --  -      4,893,624                     4,608,368   4;593,915 

- -  -  — -    43,434,386                    41,085,183    36,526,655 


'  Six  percent. 

'  Interest— N.  &  W.  debentures:  1966,  $120,250;  1967  $761  577 
'  Includes  special  dividends  account: 


1965   1966  1967 

Rate         Amount        Rate         Amount        Rate  Amount 


D.T.  and  I .  stock    $7. 94      $4, 725, 881 

Ann  Arbor  stock   1.25         744,069      "$3.-75-— $2,-232,- 206- 


*  Principally  leased  line  stocks  and  Wabash  preferred. 
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1964  1965  196E  (estimated) 


I        D  $29,133,000       »3. 897. 000  $45,000,000 

1.  Net  income.  Pennsylvania  Railroad  Co   100  843  000       244  236. 000        185, 000, 000 

2.  Total  capital  expeditures..-..   53  073  000       226  276,000  127,524,000 

3.  Capital  expenditures,  financed   47'770'000        17  960  000  57,476,000 

4.  Capital  expenditures,  cash.-   933'930'000    1  188,409,000  1,290,800,000 

5.  Outstanding  debt.-  —   '     '  '  . 
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memorandum 


Date  :  September  12,  1969. 
To :  Mr.  David  C.  Bevan. 

IS^ect^S^  AlScfttr-Agreement  Between  GSC  and  Penn  Central  Company. 

Tn  nreoarine  our  new  Form  S-1  Registration  Statement,  it  was  necessary  for  our  coun- 
sel to  r^evlew  ?he  sibjert  Tax  Allocation  Agreement  in  order  to  fully  disclose  its  terms 
Ind  its  eS  upon  GSC's  tax  picture.  Tbis  led  us  to  a  reexamination  of  the  reasons  and 
SSsiilfss Tu?tmcSon  for  the  existence  of  such  Agreement  between  our  two  companies,  and 
raised  certain  new  issues  which  I  now  consider  to  be  very  pressing.  ^        a  n^.^ 

While  I  was  not  actually  a  director  of  GSC  at  the  time  its  Board  ^PPf  o^^^  this  Agree- 
Tnpnf  mir  files  indicate  the  possibility  that  insuflScient  facts  were  known  to  such  directors, 
rnTinrffiSent'cSera^^  was  ^ven  by  them,  to  the  business  Justmcat  ons  fo^  and 
the  consequences  of,  such  Agreement,  prior  to  their  approval  of  same.  This  is  »ot  7  say, 
Sd  l  SSly  do  not  contend,  that  such  Agreement  was  improperly  or  ^advisedly  ap- 
S?oved  in  light  of  the  then  existing  circumstances,  or  that  compelling  reasons  do  not  ^t  11 
?x7stwhrch  justify  and/or  require  its  continued  ^'.^^^^^^^^ 
rPooCTiize  the  Penn  Central's  ownership  and  control  of  GSC,  and  reaauy  acKiiowieuge 
S^t^ere  may  be  facts  and  circumstances  unknown  to  us  which  absolutely  require  Pemi 
Central's  iZosition  of  this  Agreement  upon  GSC.  However,  if  there  are  no  such  compel- 
S  unknoT?Ssons  and  if  the  continued  existence  of  this  Agreement  is  a  matter  which 
r?s?s^?hTtie  sound  business  judgment  of  the  GSC  management,  /.  f  [/^f  ^  ^^^^^^^^^^ 
thni-  thP  matter  reauires  further  examination  and  consideration,  in  the  light  of  suDse- 
iuent  eveSf  new  legaT  authorities  furnished  us  by  counsel,  and  the  possibility  of  n^w 
Sopments  "n  GSC's  tax  picture.  For  that  reason,  I  submit  herewith  our  most  recent 
Sngrand  conclusions,  including  the  latest  findings  of  our  legal  counsel,  and  respect- 
fully reauest  your  careful  consideration  of  the  issues  herein  raised. 

PriS  to  original  GSC  Board  approval  of  the  Agreement,  attention  was  given,  and 
counsel's  opinion  was  sought  and  obtained,  as  to  whether,  in  approving  and  executing 
S  an  Agreemenrthe  directors  of  GSC,  and  Penn  Central,  in  its  capacity  as  maDonty 
shareholdtf  wS  satisfy  their  respective  fiduciary  responsibilities  to  the  minority  share- 

ifolXs  ol  GSC^  The  GSC  Board  had  been  f-^-J^f^^  ^^ff/ ^T'S  wh  ch  Sflcafly 
the  New  York  law  firm  of  Sullivan  &  Cromwell  dated  Apnl  24,  19b8,  wfiicn  specmcaiiy 
deilt^th  and  relied  upon,  an  almost  identical  agreement  theretofore  approved  by  the 
N^w  York  Courtrbetween  Mahoning  Coal  Railroad  Company  and  the  New  York  Central 
^Xjad  cSSfny  such  case  being  styled  Case  v.  New  York  Central  Railroad  Company, 
S  N  Y  2? S  (1965)  By  the  sami  token,  the  GSC  Board  sought  and  obtained  an  opinion 
of  its  own  corporate  counsel.  Both  opinions  reached  the  same  conclusion,  j  e,  that  the 
Penn  Central  Xuld  not  be  taking  "undue  advantage"  of  its  position  as  majority  share- 
holder fnexecuttag  the  Agreement,  and  that  the  directors  of  the  subsidiary  would  not 
thufvioLte  their  Ligations  of  gok  faith  and  reasonable  care  in  the  discharge  of  the  r 
?uttes  ?f  they  a^^^^  executed  such  agreement  "in  the  exercise  of  thetr  reasonable 

*"'Tnui"e'' anremphasize  this  last  phrase  because  the  identical  language  was  used  by 
both\arflrm'sinTherr"opinions  and  in  arriving  at  their  conclusion.  It  is  -w  my  s  ncere 
belief  that  subsequent  events,  both  of  a  business  and  corporate  nature  as  well  as  recent 
tax  developments  and  legislative  proposals,  have  cast  considerable  doubt  upon  wh^^^^^^ 
the  Tax  Allocation  Agreement  between  the  Penn  Central  Company  and  GSC  is  any  longer 
supported  by  "reasonlble  business  judgment,"  whether  certain  factual  assumptions  made 
by  the  aforesaid  legal  counsel  still  exists,  whether  the  Penn  Central  Company  would  s  11 
be  held  (by  a  court)  not  to  be  taking  "undue  advantage"  of  its  position  as  majority 
shareholder  of  GSC,  and  whether  the  directors  of  GSC  have  suflBcient  factual  data  upon 

which  to  exercise  their  "reasonable  business  judgment'' in  this  regard.    onininn 

For  example,  and  taking  these  issues  in  inverse  order,  the  Sullivan  &  Cromwell  Opm  on 
noted  that  while  the  New  York  Court  in  the  Case  suit  did  not  expressly  make  "s  holding 
dependent  upon  a  finding  that  the  parent  would  have  subsequent  i°come  against  which 
the  losses  for  which  it  was  being  paid  could  be  offset,  the  court  nevertheless  suggested 
and  Sullivan  &  Cromwell  concluded,  that  whether  the  advantage  realized  by  the  parent 
from  payment  by  the  subsidy  for  use  of  its  losses  was  permanent  or  illusory  might  well 
depend  upon  there  being  a  substantial  certainty  of  the  parent's  future  tax  liability  increas- 
ing bv  an  amount  at  least  aqual  to  the  subsidiary's  payments.  In  other  words,  the  Court 
referred  to  the  parent's  losses,  which  it  was  allowing  the  subsidiary  to  utilize,  as  a  poten- 
tial asset"  to  Central  and  assumed  (as  did  Sullivan  &  Cromwell)  that  no  loss  carryovers 


619 


of  the  Penn  Central  aflSliated  group  would  expire  if  the  income  of  the  affiliated  subsidiaries 
with  substantial  minorities  were  excluded.  Stated  another  way,  an  intermediate  New  York 
Court  had  reached  an  opposite  result  in  the  Case  suit,  because  "although  the  use  of  Central's 
losses  to  offset  Mahoning's  profits  deprived  Central  of  their  availability  for  carryforward 
or  carrybacli  purposes,  it  seemed  unlikely  at  the  time  that  Central  would  have  sufficient 
profits  in  the  foreseeable  future  to  necessitate  carryforward  of  present  losses  for  tax 
liability  to  be  avoided.  Absent  the  expectation  of  future  profits,  the  consolidated  return 
provided  immediate  gain  without  attendant  risk  of  future  loss."  See  77  Harvard  Law 
Review  1142  (1964). 

Therefore,  apparently  the  New  York  Court  in  the  Case  suit,  and  certainly  Sullivan  & 
Cromwell,  concluded  that  the  parent's  reasonably  certain  future  profit  situation  was  an 
important  factor  in  determining  whether  or  not  the  Agreement  was  fair  and  just  to  the 
subsidiary's  minority  shareholders.  In  this  connection,  we  have  no  data  from  which  to 
answer  this  question.  GSC  has  never  been  told,  or  even  given  a  real  estimate,  indicating 
how  long  the  tax  loss  carryover  will  last,  or  how  long  such  loss  benefits  might  be  available 
to  GSC.  This  leads  us  to  the  conclusion  that  the  GSC  directors  were  and  are  lacking  facts 
which  the  New  York  Courts  and  Sullivan  &  Cromwell  considered  to  be  a  very  important 
consideration  in  determining  whether  the  execution  of  such  an  Agreement  was  the  exercise 
of  "reasonable  business  judgment." 

Quoting  further  from  Sullivan  &  Cromwell,  its  writer  voiced  his  belief  that  the  Penn 
Central  Directors  would  be  derelict  in  their  responsibility  if  they  did  not  insure  that  it 
would  receive  "adequate  compensation"  for  the  utilization  of  a  group  asset  (the  tax  loss 
carryovers)  from  subsidiaries  having  substantial  minority  interests.  I  quote  this  comment 
to  emphasize  that  the  writer  of  such  opinion  did  not  imply  any  duty  on  the  part  of 
Penn  Central  to  sell  its  "potential  asset"  (the  tax  loss  carryover)  to  its  subsidiaries,  or  to 
receive  a  cash  payment  therefor,  but  only  that  they  had  a  duty  to  insure  receipt  of  "adequate 
compensation."  This  naturally  raises  the  question  of  just  what  constitutes  "adequate  com- 
pensation to  Penn  Central  for  GSC's  use  of  the  consolidated  group's  tax  shelter  position, 
and  I  suggest  the  distinct  possibility  that  adequate  compensation  to  Penn  Central  can  better 
be  obtained  by  outright  elimination  of  the  agreement,  as  opposed  to  its  continued  imposition 
upon  GSC.  As  just  one  illustration,  GSC  stock  has  been  selling  since  July  1st.  of  this  year 
at  an  average  price  of  $29.25  per  sliare.  Most,  if  not  all  analysts,  agree  that  the  market  value 
or  a  stock  IS  ordinarily  determined  by  capitalization  of  after-tax  earnings.  GSC's  after-tax 
t9aV^Lo''f  P^"^'*  30,  1969,  were  released  to  the  press  as 

*^0,700,t>89  (or  $.68  per  share)  ;  producing  a  price-earnings  ratio  of  43  to  1,  considering  onlv 
these  six-months  earnings  and  the  ensuing  market  price.  Therefore,  assuming  $55,000  000 
pre-tax  earnings  m  the  year  1969,  and  $36,000,000  after-tax  earnings  under  the  present  tax 
muUh  ,P°nf^/,T'"*  the  market  price  of  the  sto?k  (using  only  ?he  same 

iTnnd^if  thi  t5  oT'  ^""-t^^  earnings)  could  well  reach  $53.00  per  sharl  On  the  other 
hand  If  the  tax  allocation  agreement  were  lifted  this  year,  and  pre-tax  earnings  (or  non- 
taxable earnings)  were  capitalized  at  the  same  multiple,  the  minority  shareSrs  maSt 
$81  rLpeSivS).'""'^'"         3239,400,000  to  $365,900,000  (at  a  price  per  share  of  $53  and 

$1 18?m  Sbto%?8T7?^-frS'^r°  "^^'^^i^^^l^y  i°  GSC  stock  could  well  increase  from 
version  ofTnn  r^'S  '  '  (flff  the  above-cited  per  share  figures  and  total  con- 
version of  Penn  Centrals  convertible  notes  .  Now,  of  course,  this  would  not  increase  the 
?n  S'^f'  w  ^r*'  ^^"^"1'  «f  its  inability  to  write  up  its °nvestLent 

in  the  stock  to  its  increased  market  value.  However,  I  would  remind  you  that  as  a  resuU  Sf 
the  acquisition  of  Macco  by  GSC,  Penn  Central  now  owns  or  control  or  hL  the  riX  to 
l^Z  T/'"^'  35,000,000  shares  of  GSC  stock  more  than  is  necessary  for  i  to  fife  con- 
solidated tax  returns,  and  for  it  to  retain  absolute  voting  control  of  the  coroorat^on  TWs 

oroZZZ:''s!u^t^S^^^^  o^L^oXry  oSerTn'g 

sid25;,Ts^JnSrsuTanTnc^^^^  ^^^^  — 

tn  oJI!"-^^        •'■^'"^  C^^t'^al  Directors  how  to  run  their  companv  or  how 

wnnM  ^'"^  their  own  business  judgment,  I  do  seriously  question  whether  Kn' Centric 

o?i^ra=^^ 

of^approximately  $19,000,000  which  GSC  is  certainly  no?  iT.  posS^  S^y  al  tfeTreS 

^oulATae^tlSt^^^^^^^  &  Cromwell  that  Penn  Central 

for  allowinffts  subsidiari^iii  nff^S^^        'l^?^^^      ^^^'^^  "adequate  compensation" 

ported  by  the  citation  of  an v  a nthL^HoI  rl  ^  inserted  in  the  opinion  and  was  not  sup- 
of  its  reLonabSess  unde^Drese^^^^^^^^  ^^'^  Agreement,  and  the  question 

and  have  found  competent  jSSl  aThoSv^w^^^^^^^  f^^t  f"""'^^  '''^^''^  this  point 
the  said  conclusion,  but  oL  ^a^e  whlS  Satlv  contrnS«''?i''  considerable  doubt  upon 
exact  opposite  result.  ^  contradicts  the  Case  decision  and  reaches  the 


4-924  O  -  73  -  41 
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In  AlUelro  v.  Fan  American  Bank  0/  Miami.  136  So.  2d  656  oert.  ^en-  W9  So-  24  *e 
PlorWa  "Sate  Court  held  that  the  pa.vmenl  ot  tax  beneats  by  a  P™»«-f '"''J 
l^S^arcit  wofthe  equivalent  ot  Illegal  dlTidends  whlcb  could  not  be  paid  to  the  exclusion 

»'  "srff  ^aToTS  "o:"''«   s;r,T.r?rj.„„.  a.  2d  ,86  .mT,  .he 

Del.pair»a|o^.£rtte™w^^^^ 

S^l^ri^'^^s^Sn'^J^oK^ 
r.k£if=tS'fhaS\^^'rc^rsitrht^^^^^^ 
ttr;Sn-AfioSt  =f ;h%%fa.;tS'Lf  .^s^^^^^^^ 
LTiLit'rsf b:  tTii^,;'sro,Tcrt™L  spf  ^^^^ 

looking  forward  from  the  da  e     Judgment  J^^.^'^Jj^^^^'ot  just  put  its  stamp  of  ap- 

.Tor'?v'Theru,:'foLT7hTU';,rcZ«^  SSirnot^^'^^f a,°o  tound^he 

H«aElHHicHsi^^ 

tax  losses  during  the  affiliated  and  consolidated  tax  return  periods.  ^^^^'^  "^/J^Vf ' 

btorisrb^sr^S!ii» 
i-,forf/iurau'rs;tinr"Lt'%°.';srorf^^^^ 

rui,«'rErr,^^'o-^K^^^^^^^^ 

bv  wSv  ot  7„creaslng  the  value  ot  its  stock  and/or  b,  »' 

rsiit7oTtt^uaToL"e;r^"«,r/uTS^^« 

breach  of  their  obligation  to  the  parent  and  P^^^"^!ies  and  E^^^ 

making  such  assertions,  the  plaintiffs  cited  three  ^^f^fY^'f^"  J^^^^  anv 

Commission  in  support  of  their  views  that  the  rationale  of  the  tax  laws  reqmres 

aTs'^r^aXStlrr  Sl^r^rrS^^  .--at  the  three  declaions  of  the 
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Securities  and  Exchange  Commission  not  only  wholly  failed  to  support  the  plaintiffs' 
contention,  but  that  all  three  decisions  made  clear  that  the  company  whose  loss  was  utilized 
for  the  benefit  of  the  group  does  not  have  a  right  to  compensation  from  those  who  beuefltted. 
The  Court  also  said  that  such  decisions  presented  "a  decided  view  point  that  the  tax  savings 
from  consolidated  returns  shall  not  be  paid  over  to  the  parent  if  this  would  in  any  way 
endanger  the  position  of  the  creditors  of  the  subsidiaries."  At  this  point,  I  would  like  to 
parenthetically  point  out  that  our  present  iTax  Allocation  Agreement  was  executed  long 
prior  to  GSC's  acquisition  of  Macco,  and  its  resulting  assumption  of  all  of  Macco's  liabilities. 
Prior  to  the  merger  or  acquisition,  GSC's  total  indebtedness  to  creditors  other  than  its  Penn 
Central  parent  amounted  to  $56,155,000.  At  the  present  time,  and  having  assumed  all  of 
Macco's  liabilities,  GSC's  total  indebtedness  to  creditors  other  than  its  Penn  Central  parent 
amounts  to  $157,472,351.  Therefore,  it  can  hardly  be  gainsaid  that,  in  the  light  of  subsequent 
developments,  the  imposition  of  the  tax  allocation  agreement  upon  the  present  GSC  clearly 
endangers  the  position  of  its  creditors ;  of  especially  in  view  of  our  almost  constant  tenuous 
cash  position. 

The  Ninth  Circuit  went  on  to  make  certain  other  general  observations  about  the 
relationship  of  a  parent  and  subsidiary,  their  fiduciary  relationship  one  to  the  other,  and  the 
result  and  effect  of  filing  or  not  filing  income  tax  returns  on  a  consolidated  basis.  While  I 
hate  to  bore  you  with  all  of  these  quotas,  since  some  of  them  only  restate  well  settled 
corporate  principles,  I  nevertheless  believe  that  they  deserve  repetition  here  in  this  context, 
and  I  quote: 

"The  Corporation  was  the  sole  owner  of  the  subsidiary's  capital  stock.  As  such  it  was  under 
a  duty  to  deal  fairly  with  the  subsidiary  having  full  regard  to  the  interests  of  the  creditors 
and  holders  of  other  securities.  Consolidated  Rock  Products  Co.  v.  DuBois,  312  U.S.  510, 
522,  61  S.  Ct.  675,  85  L.  Ed.  982.  It  owed  a  duty  not  to  require  its  subsidiary  to  forego  a 
legitimate  tax  saving  and  could  not  bargain  to  perform  its  duty.  A  parent  company  is  not 
acting  in  the  best  interests  of  its  subsidiary  when  it  seeks  to  appropriate  to  itself  an 
advantage  which  the  tax  laws  give  the  subsidiary.  (Emp.  Supp.) 


The  dual  oflicers  owed  fiduciary  duties  to  both  corporations  to  promote  the  interests  of  both 
and  to  obtain  for  each  what  it  was  entitled  to  under  the  tax  laws.  Under  this  state  of  facts 
these  oflicers  had  a  positive  duty  to  make  use  of  the  loss  as  they  did,  that  is,  to  offset  the 
income  of  members  of  the  affiliated  group  with  deductible  losses  of  other  members  .... 
Indeed,  this  very  thing  had  occurred  in  previous  years  of  the  affiliation  and  [parent]  had 
effected  substantial  tax  savings  (Def.  Ex.  46)  by  reason  of  filing  consolidated  returns. 
The  record  is  clear  that  on  none  of  these  occasions  was  tribute  paid  to  a  subsidiary  which 
which  had  suffered  a  loss. 


There  is  nothing  in  the  Code  or  Regulations  that  compels  the  conclusion  that  a  tax  saving 
must  or  should  inure  to  the  benefit  of  the  parent  company  or  of  the  company  which  has 
sustained  the  loss  that  makes  possible  the  tax  saving. 


//  [parent]  had  required  tribute  as  a  condition  of  its  cooperation,  then  it  icould  have  been 
acting  with  less  than  the  required  standard  of  fairness  to  the  subsidiary's  creditors." 
(Emp.  Supp.) 

The  next  factor  bearing  upon  whether  our  execution  of  this  Agreement  is  a  reasonable 
exercise  of  business  judgment,  and  whether  same  is  fair  and  just  to  the  minority  share- 
holders, is  again  illustrated  by  a  passage  from  the  Sullivan  &  Cromwell  Opinion  which 
directly  quotes  an  observation  by  the  court  in  the  Case  suit,  noting  that  a  majority  share- 
holder is  required  not  to  "use  its  power  to  gain  undue  advantage  at  the  expense  of  the 
minority  .  .  .  and  to  follow  a  course  of  fair  dealings  toward  minority  shareholders  in  the 
way  it  [manages]  the  Corporation's  business."  I  am  confident  that  you  realize  I  personally 
am  not  about  to  criticize  Penn  Central's  management  of  GSC,  vis-a-vis  the  minority  share- 
holders or  otherwise,  to  accuse  it  of  being  unfair  to  us  or  them,  or  to  accuse  it  of  trying  to 
take  any  undue  advantage.  However,  issues  such  as  these  do  get  examined  in  the  context 
of  assertions  that  can  be  made  by  a  disgruntled  minority  shareholder,  possibly  in  a  share- 
holder s  derivative  action,  and,  as  always  in  such  situations,  with  the  benefit  of  20/20 
hindsight. 

,  ,..^°7v-^^^^  litigation  would  presumably  be  predicated  upon  an  assertion  by  such  a  share- 
holder that  the  alleged  5%  tax  saving  afforded  GSC  by  filing  consolidated  Federal  Income 
Tax  returns  with  the  Penn  Central  group,  and  utilizing  the  group's  tax  loss  carry- 
overs. If  more  than  offset  by  the  tax  liability  incurred  by  GSC  in  failing  to  avail  itself  of 
all  possible  tax  savings  in  an  effort  to  produce  needed  profits  for  its  controlling  shareholder 
n?f^°^T,^"  r.^"i*'  w^^."!'^  certainly  testify  that  I  have  always  been  advised  by  officers 
^  ^'^^  *o         myself  of  an  tax  minimizing  devices  possible 

and  that  I  have  certainly  never  been  coerced  to  produce  profits  at  the  expense  of  tax  savings. 
However,  and  by  the  same  token.  I  would  have  to  admit  under  oath  that  GSC  has  always 
rlt\r  JltZ^S^\  ^  ^  ^  value,  an  excellent  day-to-day  working  relationship  with  our  Penn 
Central  parent,  take  great  pride  in  our  contributions  to  its  earnings,  and  consistently  make 
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every  effort  possible  to  increase  that  contribuuo.  ^^^^VS^^^ 
fess  foresee  a  judge  and/or  jury  c^^^^^^^^^ 

'at?eS  Sn'the  form's  anlcoount  payable  (on  a  consolidated  return  basis),  as  a 

^""gylhfver^'mlre^oTGlc^^^^^^^^  operations,  it  operates  in  a  constant  tenuous 

P«.h  nositi\)rThis  is  nothing  peculiar  to  us,  but  is  a  fact  inherent  in  our  business.  Thus. 
Sf  neSa?.  effit  o?  the  Tax  Allocation  Agreement  is  to  drain  resources  from  one  of 
t£e  ma7or  e7rninS  contributors  to  the  consolidated  group;  thereby  1^11^^^"^ "J" 
\r.t  l?«  flhilitv  to  continue  being  a  major  contributor  of  such  earnings.  As  I  noted  earlier, 
?  caned  upon  immSely  to  pf v  its  fill  account  payable  to  the  Penn  Central  arising  frorn 
the  Tax  AUocatToTAgreeLnt,  GSC  would  be  unable  to  do  so,  because  it  just  does  not  have 
lil  P««h  Rv  the  same  token  we  are  expected  to  independently  finance  our  own  operat  ons 
Ssofaf  as  po  sfble^ut  S  th^  same  time,  our  ability  to  do  so  is  lessened  by  the  fact  that 
mir  balaLf  Set'  must  show  this  resulting  substantial  account  payable  to  our  Penn 
Stral  paren?  Agar  therefore.  I  personally  question  whether,  in  the  exercise  of  reason- 
S  busfness  udient,  this  is  proper  utilization  of  group  financial  resources. 

Heretofore  I  have  dealt  with  our  current  corporate  structure,  our  existing  Tax  AlK^a- 
tionlgreement  prevTous  opinions  on  the  subject  legal  counsel,  and  w  th  events  occurring 

executed^  use  of  excelerated  depreciation  on  new  commercial  property  will  be  curtailed 
bv  terJnatron  of  thl  use  of  the  double  declining  balance  method  of  depreciation.  This  will 
cJrtai^v  have  an  elt?emely  adverse  effect  on  all  new  commercial  properties  owned  and 
hPldbv  GSC  whether  under  lease  or  for  investment  purposes.  4.t,„4.  o„v. 

h  The  denrSiation  recapture  provisions  are  to  be  changed,  with  the  result  that  sub- 
stanLT?  mfre  ordinarv  income  wiU  be  realized  upon  the  sale  of  depreciated  real  property^ 

c  Se  proposed  complete  repeal  of  the  investment  credit  would  have  increased  GSC  s 

TSlTit^ll^^^eZS^^^^  the  recent  change  in  the  IRS  ruling 

on  dedu^on  of  pxSpa  d  in  erSt  has  already  adversely  affected  GSC's  ability  to  make  and 
Zs™te  certainVofitable  real  estate  transactions.  ^^^J  Jf/.^^^"^.  Tr?^^^^^^^^  all  the 
In  conclusion,  I  want  to  again  emphasize  my  awarenes  sthat  ^  /"^y^X^^^ 
problems  of  the  Penn  Central  which  may  bear  upon  this  issue.  ^^J^l^f^^^'^'l^i^'SSt 
&  Cromwell  ,as  well  as  the  Courts  of  Florida.  Delaware,  New  ^ork,  and  the  Ninth 
all  agree  that  the  real  issue  is  one  of  "fairness",  and  leave  the  determination  g  that  ^^^^J 
to  the  "reasonable  business  judgment"  of  the  respectively  concerned  ^^^fjjf  ^^f/.^^ 

the  exercise  of  their  good  faith  and  their  use  of  reasonable  care  in  t^e  discharge  of  their 
duties  Therefore,  unless  there  are  compelling  reasons  not  now  known  to  me  ^T.^'j^ll  ^^^^ 
or  CO  mterbalance  the  foregoing  facts,  circumstances,  developments  and  authorit  es  I  must 
SrSX  que^on  whl^^  this  Agreement  constitutes  the  exercise  ''7/-%^-^^? 
udgment"  on  the  part  of  GSC.  under  present  circumstances.  At  the  very  least  I  think  that 
heTtrre  GSC  Board  must  be  advLsed  of  the  possibility  of  this  Agreement  creahng  or 
giving  rise  to  a  potential  conflict  of  interest,  however  remote.  Therefore  I  would  certainly 
feel  derelict  in  mv  responsibilities  to  our  directors  if  the  foregoing  f^fts  and  conclusions 
were  not  promptly  called  to  their  attention,  and  would  he  strongly  reluctant  to  take  any 
action  to  perpetuate  the  existence  of  this  Agreement  without  giving  our  Board  adeqiiate 
opportunitv  to  reconsider  their  prior  approval  of  same.  In  view  of  the  foregoing.  I  sincerely 
hope  that  you  will  appreciate  my  position  in  this  regard.  wniiAM  C  Bakek. 

P  S  I  apologize  for  the  rough  nature  of  this  memorandum,  which  was  hastily  prepared 
upon  short  notice,  and  I  will  be  happy  to  have  same  resubmitted  in  a  more  comprehensive 
and  neater  form,  if  you  so  desire. 
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Exhibit  62 

June  1,  1967. 

Mr.  Saunders:  We  spent  virtually  all  yesterday  afternoon  reviewing  the  operations 
and  results  for  the  2nd  quarter.  The  situation  is  not  good. 

Starting  with  the  Pennsylvania  Railroad  itself  we  had  a  deficit  of  $1,060,000  in  April. 
We  had  forecast  a  profit  of  $1.3  million  in  May.  It  now  appear.s  tentatively  that  we  are 
going  to  have  a  loss  of  $500,000.  It  is  estimated  that  revenues  will  be  $1..'")  million  less  than 
anticipated  and  that  operating  expenses  may  be  $300,000  over.  The  revenue  figure  is  still 
not  firm  and  it  is  possible  it  might  be  worse  than  this.  On  the  other  hand  the  estimate  on  ex- 
penses could  be  cut  somewhat  by  decreases  in  maintenance  work,  M.  of  E.  or  M.  of  W.  At 
the  moment,  we  are  using  the  June  estimate  of  $3,260,000.  However,  with  the  current  trend 
in  revenues  and  expenses  this  appears  optimistic  unless  it  is  possible  to  make  very  substan- 
tial reductions  in  maintenance  expenses.  On  this  basis,  before  adjustments  Pennsylvania 
Railroad  will  then  have  earnings  of  $1.7  million  in  the  2nd  quarter. 

In  reviewing  the  severance  pay  situation  and  making  charges  to  income  only  on  the 
basis  of  actual  cash  payments  made,  we  can  come  up  with  a  credit  of  $360,000  on  severance 
pay  in  view  of  the  fact  these  payments  will  not  be  made  until  July,  and  applying  the  same 
policy  to  net  charges,  we  can  pick  up  another  $879,000,  or  a  total  of  $1,239,000.  This  will 
give  us  income  of  $2,939,000  in  the  2nd  quarter  as  compared  to  $13,001,600  in  the  2nd  quarter 
of  last  year,  or  a  decrease  of  77.4%. 

Turning  to  the  consolidated  picture,  we  have  a  possible  credit  in  Buckeye  of  $932,000 
which  is  being  reviewed  and  we  hope  that  it  can  be  used,  increases  of  $61,000,  for  D.T.&I. 
and  $130,000  for  Great  Southwest,  giving  total  adjustments  if  the  $932,000  holds  up  of 
$1,123,000.  Arvida  had  already  been  improved  by  $35,000  and  it  is  possible  we  may  get  some 
small  additional  improvement.  With  the  $9,932,000  previously  forecast  plus  the  $1,123,000 
discussed  above  we  come  up  with  a  figure  of  $11,086,000.  It  should  also  be  noted  that  in  the 
$9,983,000  of  other  income  we  are  including  about  $880,000  as  a  result  of  the  contemplated 
sale  of  additional  Wabash  to  maximum  extent  possible.  The  $11,086,000,  compares  with 
$12,725,000  in  the  2nd  quarter  of  last  year,  a  decrease  of  12,9%.  The  two  areas  in  which 
we  are  most  hurt  in  other  income  are  Macco  and  D.T.&I. 

On  this  basis  we  would  have  for  the  2nd  quarter  consolidated  income  of  $14,025,000  as 
compared  to  $25,726,000  for  the  2nd  quarter  last  year,  a  decrease  of  45.5%.  Comparison 
of  figures  for  the  1st  quarter,  2nd  quarter  and  the  6  months  with  comparable  periods  last 
year  and  the  percent  of  decline  are  set  forth  in  the  attached  table. 

■^xPi^^  ^  particularly  bright  picture  but  my  guess  is  that  it  will  compare  favorably 

with  that  of  other  Eastern  railroads.  We  have  included  everything  that  we  can  think  of  in 
the  parent  company  and  consolidated,  and  we  know  of  no  other  steps  to  take  from  an  ac- 
counting standpoint.  We  have  pushed  credits  and  revenues  to  the  limit.  As  indicated  previ- 
ously. I  think  the  only  possible  way  at  this  late  date  to  improve  the  situation  is  for  very 
drastic  cuts  in  maintenance,  if  this  is  feasible.  Actually  this  is  undoubtedly  going  to  have 
to  be  done  to  make  the  June  figures. 

David  C.  Sevan. 


Exhibit  53 

LaBRUM  &  DOAK, 

Mr.  GEORGE  DELLER.  Philodelphui,  Pa.,  Feiruarv  15, 1972. 

Six  Perm  Center  Plaza, 
Philadelphia,  Pa. 

which  ^TmiS^  ^fl^^L  I'^'^^T^  herewith  are  David  Sevan's  answers  to  the  questions 
tl?  nensZ  f^ind  «S ""^^^i  ^^^^  paragraphs  in  connection  with 

me  pen>,ion  fund  and  have  attached  certain  enclosures  referred  to  in  the  answers 
very  truly  yours, 

LaBrtjm  &  DOAK, 

[Enclosures.]  ^""^^^  ^-  German. 

Answers  of  David  C.  Sevan 
"^"^       dividend  policy  of  the  PRE,  PCTG  and  the  Penn  Central  Cot 

the  PRR  ^""^  P^'^t      P«yi°g  dividends.  As  far  as 

tne  P.K.K   and  later  the  P.C.T.C.  was  concerned,  I  think  it  is  fair  to  state  that  all 

^ecor'd'ffhe  PR^R'a'nd'S'"'  '""'^'^^'^^  ^^^"^  «^  long  un?ro£n' dividend 
recora  ot  the  P.R.R.  and  that  over  a  period  of  years  it  did  add  somethins  to  thP  wav 

nvestmen  ana  ysts  regarded  it  from  a  quality  standpoint.  Thereforrthere  was  a  deSe 
to  maintain  this  unbroken  record  if  feasible  and  in  a  number  of  y^ars  so-ca"ed  tSen 

2.  Q.  Was  this  policy  articulated  in  writing* 
whiPh  h^^'tn^hr^^  *?!f  ^'I'^^^  P""''^  "^^^        flexible  and  involved  too  many  factors 
diSdend^p'oncyloSIs^^^^^^^^^^        ^'^^"^^  ^     ^^^^^^^^  -  over-simplificatiL  oJ^h" 
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S  Q  Did  J>oara  meml>erB  fully  understand  the  dividend  policy,  particularly  those 
members  who  were  on  the  fimncecomimU^^^^  committee  and  at  board 

.eettgfl  meSs  Z^'S^—tl..  basically  in  agreement  witb  the 

so-called  dx^idend^oUcy^  searching  were  finance  committee  decisions  of  quarterly 
dividend  Pll^ent^l^^^  ^^.^  ^^^^^.^^  ^  ^^^^^^  ^p.^i„„  degree  and  the  number 
of  questions  and  discussions  varied  from  time  to  tune  commttfec,  t«ere 

^5.  0.  W/iat  dividend  P^oPO««^,  ^^^S/,f  n^Sf  LbTw^  payments?  Pro- 

related  matters  discussed  in  detail— availaMity  of  cashT  ueot  maiur^iy  p 

jected  future  earnings?  Past  earnings?  .  ^  j  executive  officer,  I  presided  at 

Report,  which  is  part  of  the  board  d«cket  was  presented  m^m^^  g  ^ 

w^nLe'TrSThfC'^rSMl.te,.  there  ^ere  (re<,ue„t  Questions  and 
alse^ssMre.^  S'TtiMf  jr^r^rarS^nTta-os't  =°'n.ee?.?i" 

,rre  w'afsorrsrL' at  Jo"  ft  SIcHo™  be  taken,  but  tbe  ,eeon,n.enaat.on 
nf  thp  Chairman  was  finally  approved  without  dissent. 

l«'irw«=  ^rtL^TSreSbSsTt/rat'te.  ban.  .n.«. 

«.  Did  tank  reUlei  director,  pre,,  lor  (.i!,).  or  JonlTteS'ever 
ea„e^nre„rsl.rtU1i^M'one'iS?ioVr 

*'^'?2°'^0  Were  6oard  and  /Inance  committee  members  fully  aware  of  t^l^^^l^^J", 
iz.  V-  were  wuujit         /  rQ«of      «of  tcfcw  was  this  mformation  wtthhelar 

b-j—^rtre^JTA^Ts^^^^^^^^ 

Tn'll  ;^rei?.sX;J??''eaot  L'oS1rc?p7  o?' ^eb^^riTsS  ,a  attache,  as  an 
were  dirHdend  deeUzrMon,  di«^„ed  with  ham  related  director,  prior  to 
finance  commUtee  meeting,  or  hoard  meettnirs*  ^rrit^  on  bv  either 

-.——HHis^S^ 

':o:iTr:^cXi,^^^^^^^^^^^ 

"Z^oL  siZ  tke  opportunitp  to  fullp  prcent  their  di„enl«w  memmntt 
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A.  On  a  number  of  occasions  I  felt  that  certain  presentations  made  were  overly  opti- 
mistic. However,  I  think  there  was  an  honest  effort  made  by  everybody  concerned  to  allow 
sufficient  time  for  discussion  and  review  and  on  a  number  of  occasions  the  method  of  report- 
ing was  changed  in  order  to  reduce  the  reporting  of  minor  matters  and  allowing  more 
discussion  of  the  important  subjects.  In  my  opinion,  all  directors  were  given  a  full  oppor- 
tunity to  express  their  opinions.  After  one  presentation  by  myself,  which  was  certainly 
not  on  the  optomistic  side  with  respect  to  the  operation  of  the  railroad,  Mr.  Perlman  stated 
that  he  was  not  a  harbinger  of  gloom  like  one  or  more  of  his  associates  and  that  he  was 
looking  ahead  and  not  concerned  about  current  results. 

15.  Q.  Can  you  give  us  some  background  on  John  Sea  brook's  election  to  the  board  of 
directors  of  the  New  York  Central  Railroad?  Do  you  know  if  his  election  was  at  the  behest 
of  Howard  Butcher  III  of  the  investment  firm  of  Butcher  and  SherrerdT 

A.  I  know  nothing  about  the  background  concerning  Mr.  Seabrook's  election  to  the  board 
of  New  York  Central. 

16.  Q.  When  Mr.  Butcher  resigned  from  the  PCTG  board  in  September  1968,  teas  there 
any  discussion  as  to  removing  Mr.  Seabrook  from  the  PCTC  board  also? 

A.  There  was  some  discussion  to  this  effect. 

n.  Q.  Did  Mr.  Perlman  press  to  have  Mr.  Seabrook  resign?  Did  any  other  directors 
join  Mr.  Perlman' s  effort? 

A.  I  do  not  recall  which  directors  were  involved.  I  know  the  question  was  raised,  but 
I  do  not  know  whether  anybody  really  pressed  the  matter  or  not. 

18.  Q.  Did  you  consider  that  Mr.  Butcher  continued  to  have  representation  on  the 
PCTC  board  through  Mr.  Seabrook? 

A.  No,  Mr.  Seabrook  was  an  independent  thinker. 

19.  Q.  Were  you  told  why  you  were  excluded  from  the  board  of  the  merged  company 
in  1968? 

A.  I  was  given  no  explanation,  but  since  a  very  substantial  number  of  my  duties  and 
responsibilities  were  taken  away  from  me,  it  seemed  aU  part  and  parcel  of  some  action 
decided  upon  by  Messrs.  Saunders  and  Perlman. 

20.  Q.  Canyou  tell  us  what  the  explanation  was  and  by  whom  it  was  given? 
A.  In  view  of  the  answer  to  19,  this  does  not  require  an  answer. 

21.  Q.  Did  you  believe  this  explanation  or  did  you  feel  there  was  some  other  reason 
for  your  exclusion? 

A.  In  view  of  the  answer  to  19,  this  does  not  require  an  answer. 

22.  Q.  Can  you  give  us  some  background  on  your  reappointment  to  the  board  in 
August  1969? 

A.  During  the  spring  of  1969  on  a  number  of  occasions,  Mr.  Saunders  pressed  me  to 
go  back  on  the  board  of  directors  and  on  the  Executive  committee  and  I  refused  I  agreed 
to  go  back  on  the  board  in  August  1969  when  I  had  reluctantly  under  pressure  agreed  not 
to  resign. 

28.  Q.  Did  you  write  a  letter  of  resignation  to  Stuart  Saunders  in  the  summer  of  1969  f 
M  hat  was  your  reason  for  wanting  to  resign?  Why  did  you  not  do  so? 

m  t  J  ^^i'*^  ^  ^^^^  definitive  letter  of  resignation  to  Stuart  Saunders  in  June  of  1969. 
ihe  letter  of  resignation  speaks  for  itself.  A  number  of  directors  and  Mr.  Saunders  pressed 
me  not  to  resign  and  emphasized  the  harm  it  would  do  to  the  company  if  I  took  such  action 
and  insisted  that  I  had  a  responsibility  to  the  bankers  lending  us  money,  to  our  stockholders 
I  further  discovered  that  despite  my  request  to  the  contrary,  the  new  President  who  agreed 
to  come  in,  Mr.  Paul  Gorman,  had  not  been  advised  of  my  decision  to  resign 

2J.  Q.  In  a  letter  dated  11/21/66,  you  attribute  a  policy  of  maximization  of  earnings  /o 
Mr.  Saunders.  Did  you  understand  this  policy  to  emanate  from  Mr.  Saunders?  Was  it  in 
writing?  If  not,  in  what  manner  was  this  policy  circulated? 

A.  The  fact  that  this  was  the  accepted  policy  is  well  indicated  bv  the  fact  that  Mr. 
hf,!J"fr^  contradicted  my  memorandum  of  11/21/66  and  it  was  impossible  to  attend 

Sr  policy  was™  discussion  involving  earnings  without  knowing  what  his 

25.  Q.  We  are  aware  of  a  considerable  amount  of  correspondence  from  you,  spanning  a 
^^w''  n^^^'^''*'  "^^'T*'  ^'*-  Saunders  of  the  critical  and  difficult  cash  position  of  the  raAl- 
ZnV,»l  ^"l  «'^'^'«f  Saunders  to  abort  the  maximization  policy  and  report  earn- 
tnps  more  in  hne  with  cash  floto?  In  writing?  »  f 

eirni^'^J  Jnitv  of  verbal  discussions  with  Mr.  Saunders  on  the  maximization  of 

pnrn  '    K     °  Writing  pointed  out  on  at  least  several  occasions  that  our  reported 

SLf  exPcTtf.r'ffi.^"'^  were  getting  further  and  further  apart.  However,  Mr.  Saunders  as 
lXni  r.  lTJ^^^'  was  w  fbjn  his  rights  to  set  the  policy  and  it  was  my  duty  to  conform 
under  mv  TrSL'^'n  accounting  practice.  While  accounting  was 

w  !^  ^  -1  "'^  accounting  action  was  ever  taken  with  my  knowledge  that  did 

not  come  within  the  bounds  of  sound  accounting  practice 

thisfoUcy?"       ^^^'^""^        ""^  following  are  some  illustrations  of  the  implementation  of 

(a)  Write  off  of  passenger  facilities  and  equipment? 
(6)  Sale  of  Clearfield  Bituminous  Coal  Co.? 

(c)  Exchange  of  Madison  Square  Garden  stock? 

(d)  Use  of  the  merger  reserve? 

(e)  Capitalization  of  New  Haven  ear  repairs? 
if)  New  York  Central  Transport  dividends? 

(g)  Washington  Terminal  dividends? 

(h)  S trick  Holding  Co.  dividend? 
(t)  Others? 
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A  I  think  that  the  write  ofiE  of  passenger  facilities  was  a  realistic  and  sound 
move  somlwhaf  sSnflar  to  that  recently  taken  by  RCA  in  -""jig  off  huge  amounts  in 
^onnectiSi  with  its  data  processing  business.  No  one  can  deny  at  the  same  time  that  in 
Se  yearT  eari  ngs  wo^ld  be  helped  by  the  reduction  in  depreciation  charges,  but  the 

s?S^^.sr:SnSSz^^^ 

^^^^(c)  We  exchanged  a  25%  interest  in  Madison  Square  Garden,  Inc.  which  was  a  non- 
marketabVe  slock  and  a  55%  equity  interest  in  an  office  building  for  Madison  Square  Gar- 
den st2°kwhkh  gave  us  a  participation  in  the  whole  project  and,  most  important,  a 
^"rfctSe  sec«riA  This  rcasthe  primary  purpose^  Here  «f;"' "J^^.^^Vltl^^^^^^^^ 
thP  pa  mines  of  the  owning  company,  but  had  no  effect  on  the  consolidated  statement, 
the  "4^f^-''-'^aEfis^^        of  a  major  reserve  was  sound  and  proper  because  it  was 

in  no  way  hidden  ?rom  eSe?Jhe  stockholders  or  the  public.  It  also  meant  ti,  t  -^^^^ 

compare  earnings  or  losses  before  and  after  the  merger  on  a  comparable  ^^as'S  . 

S  non  rew^curring  items.  I  do  think  that  undue  pressure  was  exerted  from  time  to  time  to 

charge  items  to  the  reserve  which  did  not  belong  there. 

T  am  not  familiar  enough  with  this  to  comment.  .  j 

m  I  was  nS  a  member  of  the  board  of  New  York  Central  ?^a"sP«^t 

consiited  about  this  transaction.  I  was  told  it  was  f^^/^ J^X?  on^he  coVsoUda  ed 

that  it  improved  the  earnings  of  the  railroad  but  had  no  effect  on  the  consoiiaatea 

^^"■"igf  I  think  this  transaction  was  handled  properly  accountingwise  except  as  to  whether 
or  not  it  was  ordinary  or  extraordinary  income  and  I  did  not  participate  in  the  latter 
discussions.^^  not  recall  what  was  involved  in  the  Strick  Holding  Co.  dividend,  and  to  the 
''^^iTT^o^f  SoJlS.°e!'r;r.?S  airectors  a.are  of  the  policy  of  ma^mi- 

tranfJarSleZloZ  ma^rnization  of  earr^i^o^r  {J^^  tt^rd'SdTgS 

A   On  some  occasions  when  questions  were  raised  with  PMM  tney  aecioea  agaiuoL 
the  raii?oad  but  I  of  course  did  Sot  participate  in  all  "iiseussions.  When  accoun^^in|  was 
under  my  jurisdiction  before  the  merger  and  again  starting  m  the  faU  of  ^^^^^^^ 
rpnl  nnestion  arose  we  would  sit  down  and  discuss  the  matter  with  feat,  ^laywicK  « 
^LtchXnd  accept%heir  conclusions  as  to  what  was  proper  accounting  practice  and  always 

''"T/V  wir/ou"  the  l>uaoet  commiUeer  Dia  you  attena  ^^^^c 

WPrf  'the  mZithlu  or  periodic  meetings  concerned  with  xcays  and  means  of  '^"f '»«^»^»"f 
Zrningsf  7^ooL?^edme  meetings?  Were  minutes  of  the  meetiZ'* 
retary  or  sZneonc  appointed  to  act  in  that  capacity  f  Did  you  keep  notes  of  these  meettngsT 

'^*7'yes' MSgTprior  to  merger  were  more  truly  budget  meetings  in  my  opinion 
^trbe^ause  Mr  Perlman  claimed  that  it  was  not  practical  to  make  true  income  budgets  for 

TiSSr  aM  7:;^^^  to  the 

71  TFrTmrhe-'dTe 

"''"r  The/e  S'nrdoubt  in  mv  mind  and  I  never  heard  any  doubt  expressed  by  anyone. 

32  Q  ArlyZ  Twire  of7nref}ort  on  anyone^s  part  to  withhold  accounting  or  finanaal 

'"^T"l'''rm^;ro'Sv''nTa?are  of  anyone  withholding  accounting  information  from  Mr. 
Perlman  and  I  believe  it  would  have  been  impossible.  After  all  Mr.  Perlman  ^as  the^esi- 
den  In  addition.  Mr.  Cook,  who  was  Vice  President  of  Aeoountin^  rej^rted  t^^^^^^ 
Grant  who  was  Executive  Vice  President  and  formerly  with  the  New  York  Central  ana  ne 
Pn "uriiTeported  to  Mr.  Perlman.  Mr.  Perlman  received  the  same  information  Jat  aU  board 
members  received  and  he  received  all  information  received  by  members  of  the  ^^^fecuyjj^ 
SommiUee  the  Finance  Committee  and  the  Budget  Committee.  As  far  a^ 
mation  is  concerned,  I  personally  never  refused  any  financial  information  to  Mr.  Perlman. 
nor  to  the  best  of  mv  knowledge  did  anybody  in  my  department  do  sa  . 

SS  Q.  Did  you  hear  or  hecome  aware  of  an  incident  at  one  of  Mr  Pe'^'"'"",''^'''/,™^ 
ings  where  Mr  Perlman  asked  Mr.  mil  (Controller)  for  certain  figures  and  was  demed 
such  figures  6v  the  response,  "I  am  proscribed  from  oivino  you  those  fi^'>resr  „ 

A  I  have  no  knowledge  with  respect  to  this  situation.  I  did  not  attend  Mr.  Perlman  s 
staff  meetings. 
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34.  Q.  To  your  knowledge,  were  major  OSC/Macco  sales,  and  the  acoounting  therefor, 
approved  in  advance  by  PCTC  offlcersf  If  so  can  you  identify  such  officersT 

A.  Sales  over  a  certain  amount  were  approved  by  the  Board  of  Directors  of  Great  South- 
west and  Macco.  With  respect  to  accounting,  after  merger,  accounting  came  under  the  juris- 
diction of  Mr.  Perlman  until  the  fall  of  1969  when,  as  stated  before,  it  was  returned  to  me. 
Before  the  end  of  1969,  at  my  request,  Mr.  Hill  and  perhaps  one  or  two  others  went  to  the 
west  coast  to  review  major  transactions  with  the  staff  of  Great  Southwest  and  with  Peat 
Marwick  &  Mitchell. 

35.  To  your  knowledge,  were  detailed  OSC/Macco  income  forecasts  or  budgets  presented 
to  the  railroad  or  Pennsylvania  Company'f  Did  the  forecasts  project  earnings  by  project? 

A.  Yes,  the  forecasts  did  not  however  contain  breakdowns  by  individual  projects. 

36.  Q.  Were  you  aware  of  pressure  brought  to  bear  on  GSC/Macco  officers  to 
maximize  earnings?  How  was  this  pressure  brought  to  bearf  By  whomT 

A.  As  far  as  I  was  concerned  I  always  advised  them  that  our  policy  was  to  earn 
as  much  money  as  possible,  but  no  improper  accounting  should  be  involved,  nor  should  any 
sales  be  made  hastily  at  a  sacrifice  in  order  to  increase  earnings.  Mr.  Saunders  frequently 
called  the  top  oflJcers  of  various  subsidiaries  directly  in  regard  to  earnings  and  although 
I  was  not  a  part  of  these  conversations,  my  impression  was  that  pressure  was  applied 
In  the  last  report  by  the  ICC,  there  were  a  number  of  statements  critical  in  nature 
that  we  consider  unjustified,  but  since  they  have  been  answered  elsewhere  it  would  be 
repetitious  to  do  so  again  here,  except  for  the  matter  of  investments.  In  various  places  it 
has  been  alleged  that  the  investment  of  the  pension  fund  was  completely  under  the  control 
and  domination  of  Robert  Haslett,  Investment  Vice  President,  myself  and  Mr.  Hodge  of 
the  firm  of  Glore  Forgan.  Mr.  Hodge  has  also  been  characterized  as  Chief  investment  adviser 
of  the  pension  fund.  Actually,  neither  Mr.  Hodge  nor  his  firm  ever  had  any  connection 
whatsoever  as  investment  adviser  to  the  fund.  Since  its  inception,  Drexel  &  Co.,  up  until 
quite  recently,  was  the  one  and  only  investment  adviser  to  the  pension  fund. 

Further,  the  operation  of  the  pension  fund  has  always  been  under  the  direct  supervision 
of  the  Pension  Committee  of  the  Board  of  Directors  and  every  purchase  and  sale  was 
reported  and  approved  by  them  quarterly.  Actually,  the  operation  of  this  pension  fund  under 
the  supervision  of  Mr.  Haslett  and  myself  was  one  of  the  most  successful  of  any  pension 
fund  in  the  country.  Attached  hereto  is  a  report  made  by  me  to  the  Board  of  Directors 
covering  the  operation  of  the  pension  fund  from  the  time  it  came  under  my  supervision 
through  the  close  of  1968  and  this  record  speaks  for  itself. 


Memorandum 

April  21,  1960. 

This  memorandum  contains  the  highlights  of  the  administration  of  our  Pension  Fund 
since  I  became  Chairman  of  the  Managers  of  Pensions  eighteen  years  ago.  Attached  is 
of  the  Fund      information  which  gives  additional  details  in  connection  with  the  operation 

f^M  noA  ^*        totalled  $22,359,000  and  the  market  totalled  $22,- 

001,000,  slightly  less.  Approximately  97%  was  invested  in  fixed  income  securities,  preferred 
stocks  and  bonds,  and  3%  in  common  stocks.  At  the  end  of  1968,  on  a  cost  basis  the  Fund 
aggregated  $268,000,000  and  on  a  market  basis  $376,000,000.  On  a  cost  basis,  approxfma?ely 
vM'^'^^  o'JIf^*^'*  ^"  ^"""^^^  '''"^  preferred  stocks,  and  one-half  in  common  stocks.  On  a 
market  basis  34%  was  invested  in  bonds  and  preferred  stocks  and  66%  in  common  stocks 
Mfi4?S^in  io^^"'"^  unfunded  liability  of  the  Pension  Fund  reached  a  peak"  of 
$95  462  000  in  1956  as  contrasted  to  total  assets  in  the  Fund  of  $68,173,000  at  that  time 
S  nee  then  increased  benefits  built  into  the  plan  to  make  it  competitive  with  other  Pension 
Of  iSs  o^an  e^t^-^'ftlH^h"''-  "'.h'""'  ""^""^^^  «^  $53,400,000.  Despite  this,  at  the  enS 
SShnVnr  f        ^  Hf'^'  ^^^^^  over-fuuding  of  the  plan  on  a  market  basis 

of  $8  200,000  or  a  net  overall  improvement  in  the  unfunded  liability  of  $158,000  000 

reacS^Sak^nT^fs^TtoTo^n-^  ^"T*  ^"^  ^^^^  ^^'^''^  «°  actuarial  basis 
reacnea  a  peak  in  1958  of  $9,700,000  and  have  been  reduced  to  an  all  time  low  of  S;!  147  nno 

oX-«  d1o"$9%00Si;?S«*'^  T  f  combineVpr  St?al^^aflrZ 

^Ifn         $9-700-000  in  1958,  a  charge  solely  against  the  Pennsylvania  Railroad 
Finally  as  of  December  31,  1950,  on  a  cost  basis  32%  of  the  Fund  was  invested  in 
fni^if  hl'''°'^  Railroad  or  affiliated  company  securities  and  as  of  February  2?  iS  o^t^e 
same  basis,  ownership  in  company  and  affiliated  securities  had  been  reduced  to  7% 

David  C.  Bevan. 
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[exhibit  I] 


PENN  CENTRAL  SYSTEM  PLAN  FOR  SUPPLEMENTAL  PENSION  PLAN 
COMPOSITION  OF  SECURITIES  IN  FUND-MARKET  BASIS  (1950-68.  INCLUSIVE) 
[In  thousands  of  dollars) 


Bonds 


Preferred 
stock 


Common 
stock 


Total 


Dec.  31: 
1950... 
1951... 
1952... 
1953... 
1954... 
1955... 
1956... 
1957... 
1958... 
1959... 
1960... 
1961... 
1962... 
1963... 
1964... 
1%5... 
1966... 
1967... 
1968 


18,961 
19,715 
24, 249 
29, 505 
31,622 
34, 404 
38, 423 
45,632 
51,833 
60, 913 
72,919 
73, 474 
75, 323 
84, 528 
83,  704 
80,  707 
81,195 
77,  567 
107,999 


2,265 
2,878 
4,670 
6, 497 
9,714 

8,  752 
7,  736 
8, 169 
8, 287 
9,267 

9,  309 
10, 520 
11,107 

9, 200 
7,134 
5,  530 
4, 205 
9, 937 
20,188 


775 
3,618 

5, 723 
6, 213 
12, 734 
20, 091 
23,393 
23,840 
38, 239 
51,753 
60, 708 
85, 663 
83, 284 
100, 707 
115, 030 
136, 051 
115,964 
127, 934 
247, 723 


22,001 
26.211 
34,642 
42, 215 
54, 070 
63, 247 
69, 552 
77,641 
98, 359 
121,933 
142,936 
169, 657 
169,714 
194,  435 
205, 868 
222,  288 
201,364 
1  215,438 
375,910 


1  Excludes  Long  Island  RR.  a/c  withdrew  from  joint  administration  Sept  30, 1967-$12,824,098. 
J  Includes  former  New  York  Central  funded  plan  assets. 


PENN  CENTRAL  SYSTEM  PLAN  FOR  SUPPLEMENTAL  PENSIONS-UNFUNDED  LIABILITY 
[1950  to  1968,  inclusive,  In  thousands  of  dollars) 


Dec.  31 


All  companies 


1950   „,  „, 

1952:::::::::::::   ^0,020 

1953  — - ^4,578 

1954                        -  -   77,541 

1955 -  -   81,617 

1956    85,  738 

1957 -  -   96,462 

1958   95, 189 

{959  "   82.969 

  68, 169 


Dec.  31 


All  companies 


1960...  . 

1961  

1962  

1963  

1964  

1965  

1966  

1967  

1968  


52,  505 
30,  752 
35,561 

9,052 
(7, 346) 

7,316 
22, 234 
14,  746 
(8, 181) 


Estimated.  Includes  former  New  York  Central  Funded  Plan. 


Note:  Figures  in  parentheses  denote  surplus. 
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[EXHIBIT  m] 

AMENDMENTS  TO  SUPPLEMENTAL  PENSION  PLAN.   MAY  1,   1961  TO  APRIL  1,  1969 

r  7    f    lo'ii     rnmmilsorv  retirement  for  officers  scaled  down  to  age  65  by  7-1-58 

adopS  UKTei^^^^^^^^^    fr.riTa\o''^"t:.T^  =^;'it^draw:i 

;s"a^pprrndrr^^^^^^^^ 

the  plan  on  and  after  1-1-55;  ^^^J^^^^^ed  credit  for  fu^^^^  ^^^.^.^^ 
lished  after  retirement  options  ^^^^-^f'^^^'^^^^^^  membership  and 

members  leaving  service  after  ^^'^f^^'^^J^^f'^'^l^^^^^^  and 
either  attaining  age  55  or  havi^^^^^^^^^  ^'er  age  7oXSTedL"«.-420400,0«0  . 

''"11u?/,^f'lS-Contributions  and  service  credits  restricted  to  age  65.  Estimaiea 

"""'VuST  iPJS.-Plan  amended  to  correlate  -^th  Railroad  Retirement  ba^^^ 

?:i50  to  $400,  and  a  12  month  withdrawal  period  approved  ending  6-30-60  for  members 

61 ;  new  membership  Permitted  on  a  ^f^^^^^^/J.^^^^t^s  ^^^^  ^g'es  60-65  ;  pro- 

Ssy;in:d^eroTrm?wU?d^a4?^^^^  contributions  and  interest  at  any  time. 

''^""7)cccm6c.  19,  J962.-Occupational  disability  approved--under  65' with  30  years  of  serv- 

^^^■'°.jS:;XTriT5-S^^  with  Railroad  Retirement  base  increase 

from  $400  to  $450  agreement  emploves,  plan  made  non-contributory  and  pen- 

^'''7,?if//967^?'Son  made  for  election  of  widow's  survivorship  option  which  could 

^''''Xufar?f7£6"ipian  amended  to  correlate  with  Railroad  Retirement  base  increase 

:3rI;Sr^s?^^o^^^ 

raterf?om  T%V  to  1%%.  Pensi^^ns  of  n        r,,„,^     „,embers  retired  before  11-1- 
^^^^ar«f/r.S.3ir^^^^^  with  Railroad  Retirement  base  increase 

from  $550  to  $650.  ^^^^^^^  ^^,^^^3  Contributory 

RetifemenrPlan  Sb^rs   aU  noTagre^^^^^^^^  employes  of  merged  company  made  members 
of  plan  everthoiTgh  they  had  previously  declined,  f-led  to  subscnbe^or  w^^^^ 
service  creditable  only  from  2-1-65  (PRR  members)  or  3^1-65  (><YC  members).  DisaDiiity 
computation  no  longer  subject  to  reduction.  Estimated  cost  $7,200,000. 
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•  •  EDUCATIONAL  INSTITUTION  AND  COMMON  TRUST  FUNDS  IN  PHILADELPHIA  AND  NEW  YORK  BANKS 


Indexes 


Supplemental 
pension 
plan 


June  30 
(A) 


July  31 
(B) 


Aug.  31 ,  1956. 
Aug.  31,  1957.. 
Aug.  31,  1958.. 
Aug.  31, 1959.. 
Aug.  31,  I960.. 
Aug.  31,  1961  . 
June  30,1962.. 
June  30,1963.. 
June  30, 1964 
June  30, 1965 
June  30, 1966.. 
June  30, 1967 
June  30, 1968 


Oct.  31 
(C) 


Nov.  30 
(D) 


Oct.  31 
(E) 


100 
97 
105 
117 
121 
139 
129 
153 
170 
181 
189 
208 
231 


100 
94 
98 
99 
99 
104 
103 
115 
118 
120 
110 

no 

106 


100 
95 
99 
114 
111 
128 
118 
132 
145 
145 
135 
144 
148 


100 
93 
108 
114 
113 
133 
121 
138 
150 
154 
137 
139 
152 


100 
96 
113 
116 
115 
137 
130 
139 
150 
152 
137 
138 
165 


100 
93 
108 
113 
114 
138 
116 
139 
155 
167 
146 
175 
182 


PENNSYLVANIA  NEW  YORK  CENTRAL  TRANSPORTATION  CO. 
REPORT  OF  TREASURER,  PERIOD  FEB.  1-20,  1968,  INCLUSIVE 


(F) 


100 
97 
100 
114 
113 
125 
121 
132 
142 
145 
138 
143 
150 


Feb.  20,  1968 


Jan.  20, 1968 


Feb.  20, 1967 


Working  cash  position: 
Gross  cash  

Less  outstanding  paychecks,  vouchers^  divYdVnd"checks,"etc.' 
Net  working  cash   


)59, 209, 266 
33,  938,  425 


25,  270,  841 


0  J29, 489, 552 

I  4,078,051 

D  33,  567, 603 


D  $56, 090, 878 
D  2,599,512 

0  53,491,066 


Dec.  31, 1966. 
Dec.  31, 1967 
Jan.  31,  1968 


Net  working  cash 

$93,641,034 
55,171,955 
46,517,  847 


Working  capital 

J22, 583, 315 
'  8, 606, 051 
2  26, 279,  095 


Working  capital 
less  materials 
and  supplies 

'  J67, 968, 128 
'  100, 208, 772 
'  121,342,095 


'  Deficit. 

'  Estimated  deficit. 


632 


Exhibit  54 

IN  THE  UNITED  STATES  DISTRICT  COURT 
FOR  TiIe  EASTERN  DISTRICT  OF  PENNSYLVANIA 

.  „f  In  Proceedings  for  the 

In  the  Matter  of  Reorganization  of  a 

PENN  CENTRAL  TRANSPORTATION  :  Railroad 
COMPANY.  ^^^^^^  ,o_3^7 


REPORT  OF  TRUSTEES 
ON  REORGANIZATION  PLANNING 
FEBRUARY  15,  1972 


The  Court  on  November  3.  1 97 1 .  extended  the  time  ^''l^'" 

\  Z  fr.  Anrii  1  1972  and  Instructed  the  Trustees  to  file  by  February  15,  1972. 

TZ7r.::x^^^^^^^^^^^  f^^'^-  -^^ '''' '''' 

report. 

SUMMARY 

The  basic  question  put  to  the  Trustees  by  the  Court  is  whether,  in  their  judgment. 
^  ^-^Si^S^d  is  that  in  the  Trustee. 

^.agment  Penn  ca.  .a  su  ce^^^^^^^^  ^^^^^ 

account  of  (!)  prospective  general  ^^smess  conditions  ^'^^  ^ 
currently  deferred  taxes. 

Debtor  at  the  rate  of  approximately  $100       °"  ^^^^  Y!^!  for  pre-banlcruptcy  interests. 


■M  in  ■h,s  Repor,,  ,h.  tt,m  "Penn  Cen,„r  ,efe,s  to  .h.  D.b.o.  in  reo.gani.at.on: 
Penn  Central  Transportation  Company. 
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year  or  next  would  enable  the  Trustees  promptly  to  begin  at  least  partial  payment  of 
obligations  now  deferred  {e.g..  current  state  and  local  taxes). 

On  these  assumptions,  the  Trustees  now  conclude  that  Penn  Central  may  be 
expected  (i)  to  begin  generating  substantial  income  available  for  fixed  charges '  in  1974, 
and  (ii)  to  show,  by  1976.  income  available  for  fixed  charges  of  between  $220  million  and 
$290  million.  This  provides,  in  the  Trustees  'judgment,  a  basis  for  reorganizing  the  Debtor 
and  for  preparing  their  plan  of  reorganization. 

If  these  three  changes  were  not  to  be  made  —  or  if  there  were  undue  delay  in  making 
them  —  there  would  not  be.  In  the  judgment  of  the  Trustees,  the  basis  for  reorganizing  the 
Penn  Central  as  a  private  enterprise.  This  conclusion  is  based  on  studies  and  analyses 
which  show  that  maximally  effective  self-help  measures  alone  —  taken  with  the  most 
reliable  available  estimates  of  traffic  increases  in  the  future  —  would  resulfin  continued 
losses  during  the  next  four  years  and  would  show  only  marginal  earnings  by  1  976.  That 
would  be  too  little  and  too  late  —  for  there  would  have  been  unconscionable  and  possibly 
unconstitutional  erosion  of  the  Debtor's  estate  in  the  meantime.  This  judgment  could  only 
be  invalidated  by  an  unlikely  confluence  of  favorable  developments  including  a  spectacular 
and  sustained  increase  in  revenues  far  beyond  what  is  here  forecast. 

The  prospect  of  reorganization  therefore  hinges  on  achieving,  in  significant  degree, 
the  three  changes  which  have  been  identified  as  requiring  the  participation  and 
cooperation  of  interests  other  than  the  Penn  Central  management,  the  Trustees,  or  the 
Court,  as  well  as,  of  course,  the  utmost  efforts  on  the  part  of  the  management  and  the 
Trustees. 

1.  The  proposed  rationalization  of  the  Penn  Central  plant  involves  (i)  taking 
advantage  of  the  potential  for  increased  efficiency  made  possible  in  theory  by  the  1968 
merger  but  never  realized  in  fact,  (ii)  abandonment  of  those  freight  lines  which  have  neither 
business  nor  public  service  justification,  and  (iii)  making  appropriate  arrangements  for 
contmuing  those  freight  lines  found  to  be  essential  to  the  public  service  but  inoperable 
on  a  sound  business  basis. 

The  Penn  Central  system  presently  covers  approximately  20,000  route  miles. 

Approximately  80%  of  Penn  Central's  freight  business  comes  from  1  1 ,000  of  those 
route  miles.  This  is  graphic  reflection  of  the  fact  that  the  Penn  Central  system  has  the  lowest 
freight  revenue  per  mile  of  line  of  any  major  railroad  in  the  East. 

Thus,  1 1,000  miles  have  been  taken,  for  purposes  of  this  reorganization  feasibility 
determination  only,  as  a  "core"  system  —  with  full  recognition  that  this  alone  would  not 
constitute  a  full-service  system,  taking  all  interests  into  account.  Similar  analyses  are  being 
made  of  larger  "core"  systems. 

With  respect  to  the  remaining  9,000  route  miles,  virtually  all  shippers  have 
abandoned  well  over  a  third  of  them.  This  should  be  recognized  by  appropriate 
abandonment  certificates  from  the  Interstate  Commerce  Commission,  and  its  newly 
revised  procedures  should  expedite  this  result. 

The  remaining  route  miles  which  still  serve  a  useful  purpose  can  continue  to  be 
operated  —  some  of  them,  hopefully,  by  a  revitalized  Penn  Central  itself,  some  with  help 
from  those  interests,  either  public  or  private,  which  are  prepared  to  underwrite  the  losses. 
A  particular  branch  line  may  be  of  sufficient  importance  to  the  shippers  or  communities 
It  serves  that  contracts  assuring  continued  service  at  a  price  that  makes  Penn  Central  whole 
can  be  negotiated.  Under  these  circumstances,  the  Trustees  would  not  be  compelled  to 
seek  abandonment  of  any  mileage  which  serves  a  substantially  useful  purpose. 


ofeq"u?pmen\'fersTremars'°"'  '^^d-^'"" 
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No  simple  or  single  quantification  of  the  benefits  of  the  rationalization  we  propose 
i<t  nossible  —  there  are  too  many  variables. 

'  2  The  proposal  with  respect  to  personnel  reductions  is  that  only  those  tram  and 
engine  service  employees  determined  to  be  necessary  to  safe  and  eff.c.ent  fre.ght 

°''"'ro 'ect!vTbayg%' ning  on  this  issue  is  now  in  progress.  If  it  fails,  as  it  has  in  the  past 
the  Trustees  wm  accept  -  as  has  already  been  indicated  to  the  National  Med.at.on  Board 

an  inriftnpndent  third-party  determination  of  the  issue. 
"       The  issue  here  is  LVx^er  approximately  9.800  employees  presently  reQ-red  to  be 
employed  by  prior  labor  agreements  (and  by  "full-crew"  laws)  are  necessary  for  safe  and 
efficient  operation^         here,  at  1972  levels,  approximates  S150  million  per  year 

^Ile  Trustees  propose  that  the  reductions  in  question  will  be  gradual  and  that 
nrotection  will  be  afforded  present  employees. 

protectK)n  w,  corr^pensation  for  providing  passenger  serv.ce  .sXU^X 

Penn  Centrafbe  ^u'ly  reimbursed  for  the  costs  of  providing  that  service.  The  reorganizat  on 
of  Penn  Central  can  and  should  provide  whatever  passenger  service  is  -^-^-^^^ ^^J^^ 
nubl!c  interest  At  the  same  time,  the  burden  which  that  service  imposes  on  the  system 

Tnot  Iroviid  as  a  b7^  of  freight  service  but  is.  rather,  the  principal  service  and 

shol'be  paid  for  accordingly.  Even'greater  losses  are  being  sustained  in  commuter 

''"'%he  reimbursement  factor  involved  here  amounts  to  $87.2  million  on  a  1972  basis 
(exclusive  of  return  on  investment). 

"'^  "''?he  remainder  of  this  Report  details  what  is  summarized  here  and  considers 
additional  maTer  identme  in  Ord'er  No.  475.  including  the  a'ternatives  to  reorganizat.^ 
additional  ma  gnernatives  warrants  particular  notice,  and  it  has  P'ayed  a 

private  seJ  Xcipline.  and  the  cooperation  of  those  public  and  private  agenc|^.s  and^^^^^^ 
w^ose  interests  are  involved  here.  Nationalization  would  be  a  sorry,  needless  price  to  pay 
Tor  lack  of  the  exercise  of  common,  ordinary  good  sense  and  responsibility. 
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I.     PROGRESS  IN  ELIMINATING  OBSTACLES 
TO  THE  VIABILITY  OF  THE  DEBTOR 

Penn  Central's  problems  lie  in  two  areas.  Some  obstacles  to  a  successful  enterprise 
are  within  management's  competence  to  overcome.  But  there  are  certain  conditions  with 
regard  to  which  self-help  —  in  the  present  context,  by  management,  the  Trustees,  and  the 
Court  —  can  be  effective  to  only  a  limited  degree  because  of  constraints  imposed  by  law 
regulation,  or  other  external  factors. 

A.     Management  Accomplishments 

Where  obstacles  to  viability  can  be  overcome  by  better  management,  progress  has 
been  substantial. 

Stricter  internal  controls  have  enabled  the  Trustees  to  curtail  the  rate  of  cash 
attrition  which  they  encountered  at  the  beginning  of  their  stewardship.  The  Court  acting 
under  the  Bankruptcy  Act,  has  permitted  the  deferral  of  both  post-  and  pre-bankruptcy 
expenses  which  could  not  have  been  met  out  of  operating  revenues. 

Tighter  controls  have  brought  the  railroad's  operating  ratio  (percentage  of  operating 
revenues  consumed  by  operating  expenses)  for  the  first  11  months  of  1971  down  to 
88.32%,  compared  with  92.11%  for  the  same  period  in  1970. 

Employment,  which  was  90,319  in  January  1971,  was  reduced  to  83  322  bv 
January  1972,  or  by  7.7%.  ' 

Equipment  utilization  has  been  substantially  improved.  The  railroad  is  making  more 
use  of  Its  own  cars  and  correspondingly  less  use  of  foreign  line  equipment,  and  is  handling 
more  net  ton  miles  per  average  car  day  on  line.  Faster  turnaround  for  repair  work  has 
sharply  increased  locomotive  availability. 

All  this,  plus  equipment  acquisition  and  improvement  of  roadway  and  facilities  now 
gives  the  railroad  the  capacity  to  solicit  and  handle  an  increased  volume  of  traffic  Further 
details  are  set  out  in  "A  Report  on  1971,"  Issued  on  December  22,  1971  by  Mr  William 
Moore,  president  of  Penn  Central,  a  copy  of  which  is  attached  hereto  as  Exhibit  A. 

This  IS  not  to  suggest  that  we  have  any  feeling  of  complacency,  or  that  the 
possibilities  for  progress  have  been  exhausted. 

Railroads,  and  Penn  Central  in  particular,  have  lost  much  ground  which  can  and 
should  be  recovered.  Of  the  total  ton  miles  of  freight  in  the  United  States,  the  share  carried 
by  railroads  declined  from  62.0%  immediately  prior  to  World  War  II  to  approximately  40% 
in  1970.  The  eastern  railroads'  share  of  the  total  United  States  rail  revenue  ton  miles 
declined  from  38.6%  in  1 958  to  33.3%  in  1 970.  Penn  Central  (that  is,  the  three  systems 
which  preceded  it)  had  34.9%  of  the  ton  miles  carried  by  eastern  railroads  in  1958  but 
^/K^foJ"  Between  1966  and  1970.  originating lonmge  on  the  Penn  Central 

/e//by  1 4.8%,  while  on  other  eastern  railroads  it  decreased  by  only  0.6%;  on  southern  and 
western  lines  it  rose  by  12.0%  and  4.6%  respectively. 

While  Penn  Central's  tonnage  decreased  from  282  million  in  1970  to 
approximately  261  million  in  1971.  freight  operating  revenues  increased  from  $1  392 
million  to  approximately  51,535  million. 

The  competitive  picture  is  starting  to  change.  Penn  Central  handled  34  8%  of  the 
net  ton  miles  of  rail  traffic  in  the  eastern  district  during  the  first  nine  months  of  1971 
compared  with  32.9%  during  the  same  period  in  1970. 

Penn  Central  is  now  making  important  exceptions  to  across-the-board  freight  rate 
increases.  Moreover,  it  is  reducing  rates  selectively  whenever  the  evidence  indicates  that 
this  will  result  in  greater  contribution  to  earnings  by  attracting  more  volume.  At  the  same 
time.  It  has  not  hesitated  to  file  increases  in  those  instances  in  which  rates  are  below  costs 
Penn  Central  is  becoming  a  more  effective  competitor.  Divergence  of  views 
regarding  piggyback  service  on  the  part  of  the  former  New  York  Central.  Pennsylvania  and 
New  Haven,  and  unfulfilled  commitments  after  the  merger  -  along  with  increases  in 
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piggyback  rates  almost  twice  as  great  as  increases  in  trucic  rates  —  resulted  m  a  post- 
merger  drop  in  Penn  Central  piggyback  business  from  520,000  trailers  in  1968  to 
420  000  trailers  in  1  97  1 .  In  the  last  half  of  1 97  1 ,  when  Penn  Central  s  new  services  and 
reduced  rates  began  to  take  effect,  that  trend  was  reversed.  It  could  be  reversed  faster  if 
transportation  costs  could  be  cut  by  1 0  to  1  5  percent  by  using  three-man  train  and  engme 
crGws- 

The  Trustees  have  moved  vigorously  to  achieve  the  objective  of  divesting  the  estate 
of  non-rail  assets  without  sacrificing  maximum  realization  of  values.  Principal  efforts  are 
reflected  in  proposals,  to  be  brought  before  the  Court,  for  the  sale  of  certain  Park  Avenue 
properties  and  the  transfer  of  the  Trustees'  stock  in  Pennsylvania  Company.  Other  major 
real  estate  sales  have  been  made,  although,  because  of  encumbrances,  there  has  not  been 
material  progress  thus  far  in  making  the  proceeds  of  sales  available  for  capital 
expenditures. 

B.     External  Constraints 

Given  the  volume  of  traffic  which  can  reasonably  be  projected  for  Penn  Central  over 
the  next  five  years,  as  explained  below,  the  principal  obstacles  to  viability  involve  elements 
beyond  the  exclusive  control  of  management  and  the  Trustees.  While  self-help  is  required 
in  these  areas  as  well,  outside  cooperation  and  assistance  is  necessary  to  achieve  (1) 
changes  regarding  the  physical  plant,  (2)  the  complete  elimination  of  redundant  labor,  and 
(3)  full  reimbursement  for  the  costs  of  furnishing  passenger  service. 

There  has  been  some,  although  relatively  little,  progress  regarding  these  obstacles. 
A  good  deal  has  been  done  about  each  of  them,  but  the  results  as  of  now  fall  far  short  of 
the  goals.  Most  progress  has  been  procedural. 

1  Plant  Rationalization.  So  far  as  restructuring  Penn  Central's  plant  is  concerned, 
applications  have  been  filed,  since  January  1,  1971,  to  abandon  995.7  route  miles,  and 
approvals  covering  350.9  miles  have  been  received.  Filing  of  applications  to  abandon  an 
additional  829.2  miles  has  been  approved  by  the  Trustees. 

This  piece-meal  approach  obviously  is  not  the  answer.  Even  the  new  and  welcome 
streamlined  Interstate  Commerce  Commission  procedures  are  not  enough  to  fully  achieve 
the  plant  rationalization  which  is  a  necessary  part  of  a  Penn  Central  reorganization. 

2  Surplus  Personnel.  So  far  as  concerns  Penn  Central's  redundant  manpower 
situation,  the  Trustees'  report  of  August  31,  1971  covers  most  of  what  has  taken  place 
—  and  has  not  taken  place. 

Negotiations  at  the  national  level  regarding  the  fireman  manning  issue  have  not 
been  active.  The  procedures  of  the  Railway  Labor  Act  have  been  exhausted,  and  either 
party  is  free  to  resort  to  self-help  measures. 

The  critical  train  crew  consist  negotiations  are  proceeding  under  the  rules  of  the 
Railway  Labor  Act  and  have  been  carried  forward  diligently.  The  National  Mediation  Board 
has  now  as  the  last  step  in  the  mediation  process,  urged  both  parties  to  submit  the  dispute 
to  binding  arbitration.  Penn  Central  has  agreed  to  do  so.  The  United  Transportation  Union 
has  not  yet  responded.  We  mark  time  —  at  an  estimated  unnecessary  cost  of  almost  a  half 
million  dollars  a  day. 

Agreement  has  been  reached  with  the  United  Transportation  Union  and  the 
Brotherhood  of  Locomotive  Engineers  to  change  several  outdated  work  rules  regarding 
interdivisional  assignments,  the  elimination  of  radio  arbitraries  as  such,  and  a  liberalization 
of  road-yard  switching  limits  and  interchange  rules.  The  contract  with  the  Union  has  been 
signed  (on  January  27,  1972),  and  the  Trustees  have  been  authorized  by  the  Court  to 
implement  these  work  rule  changes.  The  ultimate  annual  savings  that  will  result  from  these 
changes  will  be  approximately  $  1 5  million.  Full  realization  of  the  benefits  will  be  achieved 
in  progressive  stages. 
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Under  the  several  1971-1972  labor  contracts,  most  of  the  other  work  rules  in 
dispute  are  referred  to  various  labor-management  Standing  Comminees.  In  general  there 
has  been  little  progress  through  the  Standing  Committees  procedure 

The  New  York  "full-crew"  law  has  been  repealed.  The  Ohio  legislature  is  considering 
repeal,  but  there  can  be  no  further  action  now  until  it  reconvenes  on  March  8  1972  In 
Indiana,  the  legislature  amended  the  full-crew  law  on  February  9,  1972,  in  a  manner  which 
would  materially  improve  the  situation  in  that  State. 

3^  Passenger  Losses.  There  has  been  partial  progress  regarding  the  passenger 
service  dram  on  Penn  Central's  resources.  o  «"> 

The  Amtrak  contract  of  April  1  97  1  provides  for  reimbursement  of  expenses  which 
are  solely  for  the  benefit  of  Intercity  Rail  Passenger  Service  .  plus  all  other  costs 
reasonably  and  necessarily  incurred  in  connection  therewith  .  which  are  shown  to  be 
avoidable  costs"  (Sec.  5.1).  The  Trustees  accepted  this  formula  as  an  interim  measure 
pending  establishment  of  a  long-run  basis  for  continuing  inter-city  service  Under  this 
contract,  Penn  Central  is  currently  receiving,  in  addition  to  reimbursable  expenses  which 
are  solely  for  the  benefit"  of  intercity  passenger  operations,  $7.9  million  annually  as 
supplernental  payments.  The  Trustees  cannot  accept  these  supplemental  payments  as  an 
equitable  measure  even  of  "avoidable  costs"  -  that  is.  costs  which  could  be  eliminated 
If  the  service  were  terminated.  Preliminary  studies  of  avoidable  maintenance-of-way  costs 
in  the  Boston-Washington  corridor  are  now  being  reviewed  by  Amtrak.  The  contract 
provides  for  arbitration  if  agreement  cannot  be  reached.  But,  in  any  event,  it  should  be 
noted  here  that,  as  discussed  below,  "avoidable  costs"  are  not  an  appropriate  basis  for 
compensation  in  the  case  of  Penn  Central. 

Penn  Central  also  continues  to  sustain  heavy  losses  in  commuter  service  Even 
where  some  reimbursement  is  being  received,  it  does  not  in  most  areas  cover  the  full  costs 
of  operating  the  service,  much  less  a  return  on  investment.  The  Trustees  are  aggressively 
attempting  to  cure  this  situation.  ^ 
4.  Other  externa/  constraints.  P-enn  Central  s  competitive  position  could  be  further 
improved  if  it  had  more  freedom  to  control  its  own  rates.  Managerial  initiative  and 
judgment,  within  reasonable  limits,  no  longer  need  to  be  frustrated  by  a  regulatory  scheme 
adopted  in  an  era  of  monopoly,  which  has  now  been  replaced  by  vigorous  intermodal 
competition.  Canada,  Great  Britain,  and  most  of  Europe  now  permit  contract  rates  in 
varying  forms,  in  return  for  shipper  commitments  to  use  rail  services.  United  States 
railroads  should  be  free  to  enter  into  similar  arrangements. 

Divisions  of  rates  for  traffic  moving  between  the  East  and  points  in  the  South  and 
certain  areas  of  the  West  are  disproportionate  to  the  service  rendered  by  the  Eastern  lines 
at  a  cost  to  Penn  Central  of  tens  of  millions  of  dollars  annually.  The  Trustees  have  proposed 
an  amendment  to  Section  15(6)  of  the  Interstate  Commerce  Act  -  not  to  change  the 
present  standards  for  fixing  divisions,  but  rather  to  provide  a  faster  procedure  for  resolving 
divisions  disputes  on  their  merits. 

With  respect  to  taxes,  the  Trustees  note  that  railroads  generally  bear  an 
unreasonable  burden  of  property  taxes,  impairing  their  ability  to  compete  for  freight  traffic 
now  moving  on  the  highways.  The  practice  in  most  States  of  taxing  railroad  property  as 
though  It  could  be  sold  for  other  use  costs  Penn  Central  many  millions  each  year.  Moreover 
railroad  rights  of  way  are  generally  taxed  while  those  of  the  trucks  and  barges  are  not' 

•  •  •  • 

rontrni' p!l!°  n  ^^f^.l^^^^been  progress  -  real  progress  -  In  areas  within  management's 
control.  Penn  Central  made  do  in  cash  flow  terms  to  such  an  extent  in  1 9  7 1  that  not  going 
back  to  the  Congress  for  more  money  -  as  had  been  expected  -  was  one  of  the 
significant,  unnoticed  "non-events"  of  the  year. 

There  are  critical  areas  which  require  the  cooperation  and  assistance  of  others 
Nevertheless,  the  progress  management  has  made  is  the  basis  for  combining  our 
response  to  the  Court  s  question  about  the  future  viability  of  the  Debtor  with  our  advice 
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regarding  the  probable  feasibility  of  reorganization  to  which  we  now  turn  We  "nderstancJ 
he  term  viabiMty,  and  use  it  in  this  Report,  as  referring  to  an  economically  successfu 
'aSroad  enterprise  which  generates  enough  earnings  to  P-ide  for  a  reasonable  lev  I  of 
fixed  charges,  to  permit  reinvestment  as  necessary  m  rolling  stock  ^''^ed  Plant  to 
provide  a  reasonable  rate  of  return  for  an  equity  interest,  and  by  v.rtue  of  all  that  to  attract 

"^l^tn7rTbstacles  to  viability  in  those  terms,  or  to  a  feasible  plan  of 
reorganization,  which  appear  to  us  insurmountable. 

II     THE  PROBABLE  FEASIBILITY 
OF  SUCCESSFUL  REORGANIZATION 

The  probable  feasibility  of  successful  reorganization  -  or  the  creation  of  a  viable 
railroad  enterprise  -  necessarily  involves  two  questions.  The  first  .s  whether  a  plan  can 
be  devLd  which  will,  when  consummated,  result  in  a  viable  railroad  company  the  second 
Ts  whe  her  assuming  such  a  plan,  it  can  be  consummated  within  a  reasonable  penod  o 
Le  -  that  is  soon  enough  so  that  continued  operations  before  consummation  do  not 
sHrode  the  Debtor  s  estate  as  to  be  either  practically  or  constitutionally  .mpermiss.ble^ 
ft  is  not  enough  simply  to  see  light  at  the  end  of  the  tunnel;  the  length  of  the  tunnel  .s  also 
critically  important. 

A.    Can  a  successful  reorganization 
plan  be  devised? 

The  Trustee's  answer  is  Yes. 

Two  possible  sets  of  assumptions  must  be  dealt  with  here^ 

1  It  would  be  one  matter  whether,  assuming  maximum  self-help  efforts  alone  and 
v^ithout  the  cooperation  of  others  in  removing  or  reducing  external  constramts.  the  railroad 
Tould  become  viable  in  a  reasonable  time.  The  Trustees  considered  ^7'='"='°; °" 
Zs  assumption  there  would  be  no  reasonable  prospect  of  a  successful  reorganization  of 
he  Debtor  The  prasenf  Penn  Central  plant,  burdened  with  uneconom,c  l.nes^  "^^""f  J 
redundant  labor  an6  absorbing  continued  passenger  serv.ce  dehats.  could  not  be  put 
back  in  shape  within  the  time  available,  or  perhaps  ever. 

This  Conclusion  is  based  essentially  on  a  study  forecasting  Penn  Central  s  revenues 
and  expenses  up  to  1976  on  the  assumption  that  there  would  be  no  important  progress 
in  dealina  with  the  three  principal  external  constraints  previously  referred  to. 

The  study  has  taken  into  account  (i)  predictions  as  to  future  traffic  on  a  detailed 
commodity  by  commodity  basis,  checked  against  inquiries  as  to  the  expectations  of  major 
ShZers- Oi)  various  available  economic  models  providing  overall  predictions  as  to  he 
economy  with  particular  reference  to  the  northeastern  United  States;  (i.i)  the  vulnerability 
of  rauTraffic  generally  to  competition;  and  (iv)  the  probable  effects  of  wage  and  price 
Inflation  on  ?he  JJebtor  and  on  competitive  modes  °V ^ 
hypothesizes  significant  increases  in  traffic  -  which  are  believed  reasonable. 

The  key  element  in  such  projections  is.  of  course,  ^^e  volume  of  traffic  o  be 
expected  in  future  years.  The  Trustees  have  retained  the  firm  of  Temple,  Barker  &  Sloane 
to  pro  ect  traffic  and  business  trends  over  the  next  decade.  For  purposes  of  this  Report, 
°was  neceTsary  to  make  the  best  informed  judgment  possible  on  the  short-term  prospects 
of  volume.  After  exhaustive  discussions  and  analyses  with  the  -^^^^^^^^^^^^^.f^^J^^, 
independent  consultants,  it  appears  reasonable  to  the  Trustees  to  P^^di^^J^'^  J^^'^*^; 
volume  will  reach  between  307  million  and  322  million  tons  annually  by  1976.  A 
continued  growth  is  anticipated  beyond  that  time,  but  at  a  slower  pace^ 

While  the  study  predicts  some  net  railway  operating  income  for  the  ^'^^t  ^''^^ 
1 975  and  1 976.  the  amount  is  not  large  enough,  soon  enough,  or  certain  enough  to  permit 
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serious  consideration  of  reorganization  on  the  existing  system  basis.  Major  unpaid  post- 
bankruptcy  clainns  would  continue  to  accumulate  until  1975. 

The  study  does  not  project  sufficient  income  available  for  fixed  charges  in  1976, 
in  the  judgment  of  the  Trustees,  to  support  new  securities  sufficient,  after  post-bankruptcy 
claims  and  equipment  debt  were  satisfied,  to  assure  anything  of  substance  for  pre- 
bankruptcy  interests. 

2.  The  key  question  thus  becomes  whether  Penn  Central  can  be  successfully 
reorganized,  if  reasonable  and  reasonably  attainable  success  is  achieved  in  dealing  with 
the  three  principal  external  constraints  previously  referred  to— a  task  which  will  require 
continuing  maximum  efforts  of  management  and  Trustees  and  critically  necessary 
cooperation  of  others. 

The  Trustees  advise  the  Court  that  the  Penn  Central  canh&  successfully  reorganized 
if  the  requisite  changes  are  made,  and  furthermore  that  there  is  reasonable  prospect  of 
their  being  made.  As  to  that  prospect,  however,  it  is  the  Trustees'  understanding  that  the 
Court  contemplates  —  by  the  procedure  prescribed  for  the  distribution  of  this  Report  — 
that  a  fuller  basis  for  evaluating  that  prospect  will  be  obtained  from  the  reactions  to  the 
Report. 

Successful  reorganization  depends,  then,  on  achieving,  in  significant  degree,  three 
changes. 

(a).  Plant  Rationalization.  The  Penn  Central  track  system  must  be  restructured  (i)  to 
realize  the  increased  efficiency  made  possible  by  the  1 968  merger,  (li)  to  eliminate  those 
freight  lines  the  operation  of  which  cannot  be  justified  in  terms  of  either  sound  business 
practice  or  the  necessities  of  public  service,  and  (lii)  to  make  appropriate  arrangements 
for  the  operation  or  underwriting  of  those  freight  lines  which  the  public  interest  warrants 
maintaining  but  which  cannot  be  operated  by  Penn  Central  for  its  own  account. 

Penn  Central's  plant  has  a  much  lower  traffic  density  and  a  much  lower  freight 
revenue  per  mile  of  line  than  any  other  major  eastern  railroad.  When  compared  with  the 
C&O/B&O  and  N&W,  for  instance,  Penn  Central  is  lower  by  16%  to  44%.  Penn  Central's 
business  volume  is  too  low,  and  its  plant  too  large.  Approximately  80%  of  the  Debtor's 
1970  freight  operating  revenues  can  be  identified  with  movements  between  origins  and 
destinations  on  the  railroad  (including  interchange  points  with  other  railroads)  linked  by 
approximately  11,000  of  the  railroad's  approximately  20,000  route  miles.  Had  such  a 
"core  "  been  in  existence  in  1970,  it  would  have  had  high  traffic  density  and  a  revenue  level 
per  mile  of  line  in  keeping  with  the  leading  eastern  railroads. 

Further  analysis  of  this  theoretical  higher-density  "core"  in  relation  to  operating 
practicalities  appears  to  indicate  (the  studies  are  still  in  progress)  that  a  great 
preponderance  of  the  Debtor's  freight  traffic  could  continue  to  be  realized  from  this  "core- 
system.  There  is  basis  for  the  expectation  that  further  development  of  this  approach, 
mcludmg  more  refined  marketing  and  operating  analysis,  will  result  in  some  enlargement 
of  the  present  hypothetical  "core"  system. 

Calculation  of  the  cost  of  operating  such  a  freight  "core"  is  an  extremely  complex 
matter,  and  the  continuing  studies  will  produce  more  sophisticated  estimates  on  that 
question. 

Those  studies  will  also  permit  a  more  precise  identification  of  potential  revenues 
and  costs  of  additional  lines.  Up  to  now,  because  of  time  pressures,  the  allocation  of  costs 
among  the  various  lines  has  had  to  be  on  a  generalized  basis,  involving  system  averages 
m  many  mstances,  which  may  distort  the  results  so  far  as  particular  lines  are  concerned. 
The  Trustees  are  preparing  analyses  of  larger  "core"  systems. 

The  analysis  made  thus  far  indicates  that,  had  a  "core"  freight  railroad  system  of 
approximately  1  1,000  route  miles  been  in  operation  in  1970.  and  had  it  retained  some 
80%  of  the  freight  revenues  of  that  year,  it  would  have  produced  net  railway  operating 
income  in  the  neighborhood  of  $94  million,  which,  after  addition  of  an  approximate  $37 
million  (non-operating  income  less  miscellaneous  deductions),  would  have  resulted  in 
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some  $131  million  of  income  available  for  fixed  charges.  The  $94  million  income  figure 
contrasts  with  an  actual  net  railway  operating  loss  for  that  year  from  freight  operations 
on  the  existing  system  of  approximately  SI 04  million. 

These  calculations  have  been  made  on  the  basis  of  income  from  freight  operations 
alone  and  thus  do  not  reflect  the  existing  losses  from  passenger  service.  They  also  assume 
various  operating  efficiencies  and  economies  which  were  not  in  effect  in  1 970,  but  which 
have  since  been  put  into  effect. 

The  "core"  concept  does  not  assume  termination  of  all  facilities  on  the  remainder 
of  the  Debtor's  present  system.  Other  lines  in  the  system  may,  on  the  basis  of  the  studies 
presently  under  way,  properly  form  part  of,  or  be  operated  by,  a  reorganized  Penn  Central. 
They  may,  in  the  alternative,  remain  in  operation  through  acquisition  or  underwriting  either 
by  other  interests  including  shippers,  or  by  local  governmental  bodies.  In  the  latter  case, 
the  rail  service  could  be  operated  either  independently  or  by  Penn  Central  under  contract 
or  through  other  arrangements  which  would  be  fully  compensatory.  In  addition,  piggyback 
arrangements  can  be  expanded  to  provide  freight  service  to  many  localities  and  industries 
presently  served  by  uneconomic  branch  lines. 

The  plan  of  reorganization  itself,  when  approved,  as  it  must  be,  by  the  Interstate 
Commerce  Commission,  can  provide  the  necessary  authority  and  procedure  for  much  of 
this  restructuring.  The  Commission  can  approve  a  plan  of  reorganization  which  authorizes 
the  abandonment  of  lines  if  no  compensatory  basis  can  be  obtained  for  their  continuance^ 
The  plan  can  provide,  in  order  to  protect  the  public  interest,  that  any  line  so  designated 
for  abandonment  be  operated  for  a  reasonable  time  to  enable  interested  parties  to  subrnit 
proposals  for  compensating  Penn  Central  for  continued  operations.  It  can  provide,  to  the 
extent  necessary,  renegotiated  arrangements  with  leased  lines  to  permit  operations  on 
them  to  continue.  And  it  can  provide  for  sale  to  or  operation  of  segments  by  other  interests 
whenever  specific  terms  have  been  arrived  at  prior  to  approval  of  the  final  plan. 

The  Trustees  recognize  that  the  feasibility  of  contract  services  with  public  bodies 
depends  on  requisite  appropriations  being  made  at  the  local,  state,  regional  or  perhaps 

Federal  level.  ^.  ,  , 

(b).  Work  Force.  A  second  condition  which  must  be  met  to  achieve  a  successful 

reorganization  of  the  Debtor  is  a  major  reduction  in  its  work  force. 

Management  has  recognized  this,  and  in  respect  of  employment  within  its  control, 

has  achieved  significant  reductions,  as  indicated  above,  and  contemplates  further 

reductions.  ,        ,     ^        .  ■ 

Excess  manpower  remains  in  areas  where  Penn  Central  confronts  restraints 
imposed  both  by  labor  agreements  and  by  state  "full-crew"  laws.  These  agreements  and 
laws  involve  outdated  requirements  for  the  use  of  firemen  on  locomotives  in  freight  and 
yard  service,  and  constraints  against  reducing  the  number  of  trainmen  or  yardmen 
assigned  to  road  and  yard  crews. 

The  Penn  Central  position  is  that  normal  freight  road  and  yard  operations  require 
a  train  and  engine  crew  of  no  more  than  three  men.  On  this  basis,  Penn  Central  employs 
approximately  9,800  crewmen  in  excess  of  those  needed  for  safe  and  efficient  operation^ 
Almost  half  of  these  9,800  train  and  engine  service  crewmen  are  in  Ohio  and 

Indiana^^^  Trustees'  evaluation  of  this  situation  is  reinforced  by  the  results  of  the  national 
manning  dispute  which  culminated  in  the  1963  award  of  Arbitration  Board  No.  282 
created  by  Act  of  Congress.  That  award  found  that  firemen  were  not  required  in  yard  and 
freight  service  except  on  a  relatively  few  engine  assignments.  It  also  found  substantial  over- 
manning of  trains  and  established  a  procedure,  which  expired  in  1966,  for  independent 
third-party  determination  of  the  consist  of  yard  and  branch  line  freight  train  crews. 
Arbitrations  under  this  procedure,  including  many  on  lines  of  the  Penn  Central,  found  two 
trainmen  appropriate  in  most  instances.  Operations  pursuant  to  these  awards  were  entirely 
satisfactory  from  the  standpoint  of  safety  and  efficiency. 
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In  the  case  of  excess  firemen,  the  history  and  current  status  of  this  long-standing 
dispute  was  described  in  the  Trustees'  Report  of  August  31,  1971  to  the  Court.  It  will 
suffice  to  note  here  that  Presidential  Emergency  Board  No.  177  concluded  that: 

"It  was  unanimously  found  by  the  public  neutral  members  of  all  previous 

boards  that  there  is  no  need  for  firemen  on  freight  and  yard  diesel 

locomotives  except  under  rare  operating  conditions. 

"The  new  evidence  presented  to  this  Board  is  not  sufficiently  compelling  to 

warrant  a  contrary  conclusion  Neither  the  new  evidence  relating  to  safety 

or  work  burden  supports  the  asserted  need  for  restoration  of  firemen." 

At  projected  1972  wage  and  employment  levels,  excess  labor  adds  about  SI 50 
million  to  the  Penn  Central's  annual  costs. 

(c).  Passenger  Service.  The  third  change  required  for  a  successful  reorganization 
is  the  elimination  of  the  large  continuing  drain  from  passenger  service,  both  intercity  and 
commutation.  The  Trustees  do  not  seek  to  discontinue  such  service.  Their  position  is  simply 
that  the  passenger  service  which  is  to  be  continued  cannot  be  permitted  to  remain  a 
financial  burden. 

It  is  widely  assumed  that  Amtrak  has  relieved  the  railroad  of  unprofitable  intercity 
passenger  service.  However,  Penn  Central  is  in  fact  subject  to  a  continuing  major  drain 
on  its  resources  in  supplying  this  service. 

While  the  Trustees  will  continue  their  efforts  to  secure  proper  reimbursement  under 
the  present  Amtrak  contract,  they  believe  that  its  terms  do  not  reflect  accurately  the  special 
characteristics  of  the  Boston-Washington  corridor.  The  present  contract,  for  example,  does 
not  provide  for  any  sharing  between  Amtrak  and  other  services  of  common  maintenance- 
of-way  costs  —  despite  the  fact  that  passenger  service  accounts  for  more  than  two-thirds 
of  the  train  miles  operated  in  the  corridor.  With  only  minor  exceptions,  all  main  trackage 
IS  used  jointly  by  intercity,  commuter  and  freight  services.  Even  on  that  part  of  the  corridor 
where  freight  traffic  is  the  heaviest,  two  main  tracks  would  suffice  for  that  traffic;  but  the 
demands  of  the  passenger  service  are  such  that  up  to  six  tracks  are  required. 

Nor  does  the  present  contract  permit  any  charge  to  Amtrak  for  common  costs 
incurred  in  providing  passenger  service.  The  "avoidable  cost"  concept  now  incorporated 
m  the  Amtrak  contract  means  that  in  situations  in  which  Penn  Central's  tracks  are  used 
for  freight,  intercity  passenger,  and  commuter  service,  Penn  Central  has  to  pay  100%  of 
the  costs  which  ought  to  be  allocated  among  all  three  services.  Finally,  the  present  Amtrak 
contract  gives  no  recognition  whatever  to  investment  in  property  used  in  the  passenger 
service. 

The  basis  of  compensation  in  the  present  contract  is  subject  to  change  July  1, 
1973,  for  which  purpose  negotiations  may  begin  in  May  1972.  The  Trustees  will  seek 
appropriate  changes  in  the  Penn  Central  contract.  They  recognize  that  Amtrak  has  not  been 
adequately  funded  to  meet  the  additional  reimbursement  which  is  warranted.  Some  form 
of  relief  from  the  burdens  of  intercity  passenger  service  m(ysr  nevertheless  be  provided. 
Until  It  is,  the  contract  payments  fall  short,  on  the  basis  of  fully  allocated  costs  by 
approximately  $32.5  million  per  year  at  1 972  levels  of  service,  wages  and  prices,  exclusive 
of  return  on  investment. 

There  is  increasing  recognition  that  commuter  services  are  indispensable  to  many 
major  metropolitan  areas.  In  spite  of  this,  the  Trustees  estimate  that  at  1972  levels  of 
service,  wages,  and  revenues  from  all  sources,  Penn  Central's  commuter  service  was 
rendered  at  a  loss  of  $54.7  million  relative  to  fully  allocated  costs,  exclusive  of  return  on 
investment.  (Fare  increases  pending  or  in  preparation,  if  effectuated  promptly,  would 
reduce  this  figure  by  an  estimated  $10  million.) 

The  combined  effects  of  intercity  and  commutation  passenger  service  are  thus 
imposing  a  burden  of  $87.2  million,  not  including  return  on  investment. 
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This  analysis  of  what  is  required  to  put  Penn  Central  on  a  viable  basis  is  regrettably 
involved  But  there  are  no  short-cuts  to  the  right  answers  —  except  across  quicksand. 

What  this  all  comes  down  to  is  that  on  the  "core"  basis  described  above,  with 
passenger  costs  fully  compensated  (exclusive  of  return  on  investment)  and  unnecessary 
labor  costs  eliminated,  Penn  Central  would  have  produced,  on  1970  traffic  levels,  net 
railway  operating  income  of  approximately  $181  million  —  instead  of  the  $237  million 
net  railway  operating  loss  actually  incurred  in  that  year. 

This  analysis  has  been  prepared  entirely  on  the  basis  of  1970  freight  rates, 
revenues  and  costs.  It  remains  to  project  its  results  to  1976.  On  an  extremely  rough  basis 
it  can  be  estimated  that,  with  the  plant  rationalized  and  all  passenger  costs  compensated 
and  unnecessary  labor  costs  eliminated,  income  available  for  fixed  charges  by  1976, 
including  non-operating  income,  will  be  —  depending  on  the  traffic  volume  assumed  — 
between  S220  million  (at  1970  traffic  levels)  and  $290  million  (at  management  s  1976 
projected  traffic  levels). 

These  figures  assume  that  the  changes  are  made  promptly  enough  to  make  their 
effects  fully  available  by  the  beginning  of  1976.  Because  of  the  time  required  to  realize 
those  effects,  implementation  of  the  Trustees'  proposals  will  have  to  begin  promptly  in 
order  to  produce  the  indicated  results  by  1976. 

Elimination  of  the  further  constraints  on  viability  which  are  referred  to  in  Section 
I  would  contribute  further  to  a  successful  reorganization. 

The  figures  projected  in  this  section  as  income  available  for  fixed  charges  exclude 
income  from  assets  owned  by  Pennsylvania  Company  but  include  income  from  the 
Debtor  s  other  non-rail  assets.  The  continued  availability  of  such  income  for  railroad 
operations  cannot  be  ensured  if  the  railroad  cannot  ultimately  be  made  viable. 

The  Trustees  have  proceeded  aggressively  toward  the  liquidation  of  non-rail  assets, 
on  the  basis  that  the  implementation  of  the  proposals  in  this  Report  will  create  a  situation 
in  which  the  proceeds  from  the  sale  of  such  assets  may  be  used  for  purposes  relevant  to 
the  restoration  of  the  viability  of  the  Penn  Central. 

B.     Can  Such  a  Plan  Be  Consummated 
Soon  Enough  To  Be  Practicable, 
Fair  and  Equitable,  and 
Constitutional? 

The  second  aspect  of  feasibility  —  whether  a  plan  can  be  consummated  within  an 
acceptable  period  of  time  —  raises  additional  questions.  The  Trustees  believe,  however, 
that  it  can  be,  if  the  necessary  changes  are  made  promptly. 

The  problem  arises  from  the  continuing  accumulation  of  unpaid  administration 
claims  which  has  been  taking  place  since  bankruptcy.  Although  the  rate  of  operating  losses 
has  decreased,  service  of  equipment  debt  has  been  maintained  and  the  cash  position  has 
stabilized,  the  estate  available  for  pre-bankruptcy  creditor  and  equity  interests  has  been 
diminished  through  the  end  of  1 97 1  by  approximately  $  1 00  million  in  accumulated  post- 
bankruptcy  real  estate  and  corporate  taxes,  $75  million  thus  far  in  the  Trustees'  Federally 
guaranteed  borrowing,  and  up  to  S50  million  in  leased  line  rentals  under  leases  which  may 
eventually  be  affirmed.  Thus,  the  estate  available  for  such  pre-bankruptcy  interests  has 
already  been  diminished  by  up  to  $225  million  from  these  factors. 

On  the  present  basis,  unpaid  administration  claims  are  continuing  to  accumulate 
at  the  rate  of  about  $  1 00  million  per  year.  This  diminution  of  value  affects  most  adversely 
the  junior  pre-bankruptcy  interests  which  are  not  protected  by  liens. 

It  should  be  recognized  that  asset  values  have  been  enhanced  by  capital 
improvements  and  reductions  in  the  principal  indebtedness  on  equipment  obligations.  Yet 
continued  accumulation  of  high  priority  administration  debts  cannot  continue  indefinitely. 
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On  the  other  hand,  if  there  is.  as  the  Trustees  believe,  a  reasonable  probability  that  a  plan 
of  reorganization  can  be  formulated  which  will  both  provide  for  the  post-bankruptcy 
obligations,  including  equipment  debt,  and  produce  adequate  values  for  pre-bankruptcv 
interests,  deferral  of  administration  claims  can  continue  for  a  reasonable  time  so  as  to 
permit  attainment  of  that  prospect. 

In  a  plan  of  reorganization,  the  values  for  pre-bankruptcy  interests  should  be  at  least 
m  a  fair  equivalence  to  the  liquidation  value  of  the  estate.  Those  who  invested  in  or  lent 
rnoney  to  a  regulated  utility  may  be  forced  to  make  some  sacrifice,  but  it  is  not  acceptable 
that  the  entirety  of  pre-bankruptcy  interests  be  wiped  out  if  substantial  values  could  have 
been  preserved  for  them  by  liquidation. 

The  Trustees  have  given  careful  but  not  as  yet  fully  conclusive  consideration  to  the 
remarkable,  indeed  startling,  variety  of  valuation  estimates  which  result  from  invoking  one 
theory  of  valuation  or  another. 

Although  cessation  of  rail  operations  over  the  entire  Penn  Central  system  is  an 
unreal  prospect,  the  Trustees  have  for  purposes  of  analysis  commissioned  studies  of  the 
scrap  value  of  physical  assets  and  the  present  discounted  value  for  non-rail  purposes  of 
other  assets  in  order  to  provide  the  Court  and  interested  parties  with  the  basis  for  a 
judgment  as  to  the  minimum  values  which  are  approached  as  a  limit  as  one  assumes  less 
and  less  of  the  Penn  Central  system  continued  in  rail  service.  As  is  summarized  in  Exhibit 
B  the  present  discounted  value  of  the  Penn  Central  Transportation  Company  for  scrap  and 
o  her  non-raii  purposes,  plus  the  net  value  of  its  interests  in  other  companies,  is  in  the  range 
of  $1,427  billion  to  $1,858  billion.  ■  "te  range 

h  *  '*  possible,  on  a  reproduction-cost-less-net-depreciation  theory  approach  to 
reach  a  figure  as  high  as  $  14  billion  for  the  entire  Penn  Central  system,  including  leased 
lines  and  operating  subsidiaries.  That  figure  has  no  presently  practical  meaning 

The  liquidation  value  of  the  property  owned  by  the  Debtor,  including  the  net  value 
of  Its  interests  in  other  companies,  depends  in  large  part  on  what  assumptions  are  made 
nnl°,t  r  r     •?         ^'''''"^  ^y^*^'"  »«ken  and  continued  in 

Soads  or^bolh!  °  governmental  agencies,  other  private-enterprise 

n.rtv  rT'°r^°^  ^y^^^""  '"^y  substantial  enterprise  values 

particularly  if  there  is  taken  into  account,  in  assessing  such  values  for  purposes  of  a 
governmental  taking,  those  elements  of  value  which  have  been  reduced  or  eliminated  as 
a  resul  of  governmentally  imposed  constraints.  It  might  be  assumed,  if  only  for  purposes 
of  analysis,  that  rail  service  would  be  continued  on  portions  of  the  system  on  a  basis 
Ztr^T"^^^^  compensation.  It  is  also  possible  that  substantial  prices  might  be  paid 
for  individual  segments  by  other  railroads. 

would  n°o"t  H^rT^'  u  "  °^       ^V^*^'"  ^^^'^  ^3''  service 

would  not  be  continued  would  be  held  down  by  a  number  of  factors.  Most  of  the  bridges 

olZT  '""'"3"  f^^-e  "o  value  for 

Tntrr-.  h  M     ;  '  substantial  portion  of  the  real  property 

interests  is  held  under  easements  or  other  titles  providing  for  reversions  if  and  when  ral 
cZZ      r"'"-  'l':'''''^'^-  substantial  real  property  assembled  in  the  Penn 

oerioH  nf't  T  °'  ^''^-P^  Over  a  substantial 

period  of  time  and  with  substantial  expenses  for  holding  and  disposition.  As  a  result  the 

would  hl'l'7''?K''  "!  °'  disposition  for  non-rail  purpo  es 

would  be  far  less  than  the  aggregate  present  value  of  the  parcels  to  be  disposed  of 
reasonabTe"tTm?  th    "'^''^^^ ''^.^"^'^'f  ^  in  this  Report  as  necessary  are  taken  within  a 
reasonable  time,  the  accumulation  of  prior  charges  against  the  estate  available  for  pre- 

reduc."'!o.V  f °'  ''^^^^"a^^  '^^-'^^  relief  woTd 
reduce  losses  from  the  moment  such  benefits  were  obtained,  even  though  the  benefits 
from  concentration  of  plant  and  changes  in  work  rules  would  take  some  Le  to  be  fu  y 
realized  after  the  right  to  make  the  changes  had  been  established  ^ 
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Once  the  benefits  from  the  action  proposed  by  the  Trustees  have  been  substantially 
realized  tSere  wil!  be  significant  income  available  for  fixed  charges.  All  projections  are 
^ub  ec?'to  in  irmities.  However,  the  order  of  magnitude  of  projected  mcome  available  fo 
?ixed  charges  -  from  S220  million  to  S290  million  -  would  support  a  new  capital 
structure  for  a  reorganized  Penn  Central  adequate  to  cover  post-bankruptcy  c  a-ms  and 
equipment  debt  and  still  provide  p re-bankruptcy  interests  protection  greater  than  they 
would  receive  from  any  asswret/ liquidation  value  of  the  estate.  th^nmnosed 

The  values  to  be  achieved  for  pre-bankruptcy  interests  m  the  Proposed 
reoraanization  cannot  be  attained,  however,  unless  the  three  obstacles  to  viabil^  are 
XtaSy  and  promptly  overcome.  It  should  be  possible  for  Federal,  state  a"d  local 
qovernr^ents  and  all  interested  parties  to  analyze  the  situation  as  presented  in  this  Report 
and  toTor^e  to  conclusions  as  to  whether  they  are  prepared  to  cooperate  in  achieving  the 
Jhanaes  necessary  to  allow  the  Penn  Central  to  continue  as  a  private  enterprise.  If  an 
adeaSaJe  response  should  not  be  forthcoming,  the  Trustees  will  be  prepared  to  advise  the 

Coun    at  this"^^^  P-"^'^'"^  '  T'l  d  We'So  n'ofZect  ^ha 

not  intended  and  could  not  constitutionally  have  been  intended.  We  do  not  expect  that 


default. 


Ill      VARIOUS  ALTERNATIVES  IN  THE 

EVENT  A  TYPICAL,  INCOME-BASED 
REORGANIZATION  APPEARS  UNLIKELY 

The  Trustees  have  stated  their  firm  belief  that  an  income-based  plan  of 
r«oraanization  is  feasible  It  clearly  is.  unless  there  is  a  failure  of  response  and  cooperation^ 
"° '  ^t  "na  zatfon  OH  Penn  Central  would  be  error  compounded.  Nationa  ization  of 
this  ranroTd  in  its  present  condition  would  as  a  practical  matter  perpetuate  the 
Jeffictenctes  Tnd  inaSequacies  which  the  Trustees  proposals  would  eliminate.  The  cost 
Tth.  American  taxpayers  would  be.  furthermore,  literally  billions  of  dollars.  Even  if  the 
rvernrnTn^  mred  ^n 'such  a  way  as  to  hold  the  cost  of  acquisition  to  the  lowest^poss,.,e 

'--™^::^=-'p=^^^ 
~v:;Su:s:s=^ 

-^'^^  rw^^i^b":  th^rrs^m-^^krw^hThrpr^^^^^^^^^^ 

to  use  thaT  exUemitl  to  do  all  that  needs  to  be  done.  Resorting  instead  to  measures  which 
t^Z:^'^sZ:::^^ZZ  properly  focused  their  consideration 

-;-:!^;^:-^i^:==^ 

incorporated  and  unionized,  is  going  to  work. 
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A  country  which  may  have  momentarily  lost  some  of  its  essential  self-confidence 
would  take  what  could  well  prove  infectious  pride  and  satisfaction  from  seeing  this 
crippled  corporate  giant  put  back  on  its  own  feet  and  made  to  stand  upright.  That  just 
makes  sense. 

Respectfully  submitted, 


/s/ 

George  P.  Baker 

George  P.  Baker 

/s/ 

Richard  C.  Bond 

Richard  C.  Bond 

/s/ 

Jervis  Langdon.  Jr. 

Jervis  Langdon,  Jr. 

/s/ 

Willard  Wirtz 

Willard  Wirtz 

/s/  Robert  W.  Blanchette 

Robert  W.  Blanchette 
Counsel  for  Trustees 

/s/  Covington  &  Burling 

Covington  &  Burling 
Special  Counsel  for  Trustees 

February  15,  1972 
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Exhibit  A 
A  REPORT  ON  1971 
by 

William  H.  Moore 
President 

Penn  Central  Transportation  Company 


FINANCIAL  PICTURE 

The  year  1971  was  marked  by  a  careful  husbanding  of  Penn  Centrals  cash 
resources.  While  the  railroad  is  still  suffering  a  cash  drain,  a  spartan  management  program 
has  resulted  in  noteworthy  progress  since  the  railroad  s  reorganization  began.  As  a  result, 
the  Trustees  were  able,  on  December  9,  1971,  to  advise  United  States  Senator  Vance 
Hartke,  Chairman  of  the  Senate  Subcommittee  on  Surface  Transportation  as  follows: 

"So  far  this  year  Penn  Central  has  drawn  down  S75  million  of  the 
$  1 00  million  guaranteed  loan  made  possible  by  the  Emergency  Rail 
Transportation  Act  of  1 970,  and  our  planning  had  contemplated  that 
the  remaining  $25  million  would  be  needed  in  the  month  of 
December,  1971.  The  present  prospect  is,  however,  that  we  can 
forego  the  S25  million  credit  in  1971  and  have  $35  million  in  cash 
at  the  end  of  the  year. 

"It  is  still  contemplated  that  Penn  Central  will  have  a  sizeable  cash 
drain  In  the  first  quarter  of  1972.  With  the  availability  of  the  $25 
million  credit  just  referred  to,  Penn  Central,  given  reasonably  good 
luck  should  be  able  to  survive  this  first  quarter  without  further 
borrowing,  although,  In  order  to  be  safe,  we  may  be  compelled  to 
seek  the  Court's  permission  to  apply  for  a  so-called  Amtrak  loan 
under  the  Rail  Passenger  Service  Act  of  1970. 

"Once  past  the  first  quarter,  Penn  Central  should  be  able  to  make 
the  rest  of  the  year  but  only  on  a  bankruptcy  basis  with  the  continued 
deferral  of  State  and  local  taxes,  leased  line  rentals,  and  other 
obligations.  When  such  additional  payments  can  no  longer  be 
deferred,  Penn  Central  faces  another  cash  problem  which  we  are 
planning  to  deal  with  in  the  reorganization  plan  to  the  filed  April  1, 
1972." 

There  has  also  been  improvement  In  reducing  deficits.  For  the  entire  year  1  97  1  the 
deficit,  on  a  fully  accrued  basis  and  before  extraordinary  Items,  Is  estimated  at 
$275,000,000  as  compared  with  a  deficit  of  $325,739,148  for  1970. 

Because  of  freight  rate  increases  granted  during  the  year  and  a  more  favorable 
traffic  mix  revenues  for  the  first  1 0  months  of  1  97  1  (latest  figures  available)  were  $  1 ,290 
millions  compared  to  $1,176  millions  for  the  same  1970  period.  This,  however,  was 
greatly  offset  by  a  sharp  decline  in  traffic  volume  and  staggering  Increases  in  wage  rates 
and  cost  of  materials.  u    ^    »  ir> 

In  the  generally  slack  national  economy,  freight  traffic  volume  for  the  first  10 
months  of  1971  decreased  6.5  per  cent  In  net  ton  miles,  or  from  72  to  67  billions.  For 
the  full  year  the  decrease,  including  the  devesting  effect  of  the  coal  and  dock  strikes,  may 
be  even  greater. 

Penn  Central  was  faced  with  the  following  cost  increases: 
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Increased  Costs  1971  Over  1970 

1.  Wage  increases  $86.9  (million) 

2.  Material  price  increases  9.3 

3.  Payroll  tax  71 

4.  Health  and  Welfare  7.0 


Total  $110.3 

It  is  significant  that  Penn  Central  has  shown  any  improvement  in  the  face  of  these 
two  adverse  factors  (decline  in  volume  and  cost  increases). 

A  significant  reason  for  the  improvement  is  a  close  control  of  expenses  which  for 
the  first  ten  months  of  1971  produced  a  reduction  in  the  operating  ratio  (percentage  of 
operating  revenues  consumed  by  operating  expenses)  from  9  1 .76  to  88  06  per  cent  Most 
of  this  improvement  occurred  in  the  freight  transportation  ratio,  down  from  48  2  to  44  6 
per  cent. 

omni  "^^'^^"=.*®"^J"*f^"e„  improved  ratios  are  reductions  in  personnel.  The  average 
employment  in  1  970  was  93,788  and  our  target  for  1  97  1  has  been  an  average  of  87  900 
But  so  Penn  Central  is  ahead  of  target.  We  should  end  the  year  with  an  employment 
of  about  84,300,  or  1,000  less  than  our  year-end  goal  of  85.300.  P'oyment 
The  financial  drain  from  passenger  service  was  partially  curtailed  during  the  year 

lie  nJ  'ion.?  V^.^'Tl""  '  '  ^  "  P^^'"^"*^  ^"^'"9  '"^^  Vear  from  Amtrak! 

the  National  Railroad  Passenger  Corporation,  the  railroad  also  realized  net  benefits  of 
approximately  $8.5  million  on  an  avoidable  cost  basis  from  discontinuance  of  unprofitable 
intercity  passenger  trains  not  selected  for  the  Amtrak  network 

We  are  definitely  making  progress-solid  progress.  But  it  cannot  be  concluded  that 
the  Penn  Central  crisis  has  passed.  Our  progress  must  not  obscure  the  fact  that  the  railroad 
r^^nn/h"^  "J^ny  priority  claims,  principally  taxes,  for  which  provision  on  a  current  basis 
cannot  be  indefinitely  postponed. 

K«  V.  As  noted  earlier,  we  expect  a  temporary  financial  crunch  to  occur  sometime  in 
March  or  April  of  1972.  However,  if  the  2.5%  emergency  freight  rate  increase  and  further 
selective  increases  are  granted  without  undue  delay  and  if  business  picks  up  as  predicted 
by  many  economists,  the  railroad  should  be  able  to  operate  through  1972  without  infusion 
or  casn  trom  outside  sources. 

EQUIPMENT  ACQUISITION  AND  REPAIR 

Two  key  steps  in  restoring  good  service  to  the  railroad  are: 

1.  Equipment    acquisition    and    repair   to    meet  customer 
requirements. 

2.  Increased  property  maintenance  for  greater  transportation 
speed  and  efficiency. 

Hie..  ^"^"^^"^  financial  stringencies  imposed,  as  the  year  progressed    by  a 

d^couraging  national  economic  picture  and  strikes  in  key  industries,  forced  us  to  curtaM 

beain  1     ^'"'■-K    T'^""^"'  '"'^  maintenance.  Nevertheless.  Penn  Central  will 

begin  1972  wuh  sufficient  transportation  capacity  to  handle  substantially  more  traffic- 
ma  mernrnf'T'^'^  "  '=°"*'"'^'"9  P^°9^am  of  equipment  acquisition  and 

Dnrinn  th"^    ?      "'o'"'  "^"^  f'"^"<^'«'  "imitations 

During  the  past  year,  Penn  Central  acquired  some  7,500  new  freight  cars  and  1  87 
locomotives  through  long-term  lease  arrangements.  and  1  87 

frPloht^Lr^        °^  ^Vl  ""^        ^^""^  '^""'^  ^""^  '"^^^  ^eP^'^s  on  some  1  1.400 

S^q  6  ^  1  ""'^  additional  1  1,470  freight  cars,  a  total  of  22,870  cars  The 

?970  ZcrofTh'     '°V^^«%P^°9rams  was  paid  out  of  operating  revenue,  whereas  in 
1970  much  of  this  work  was  financed  with  borrowed  funds. 

In  1972,  we  plan  to  acquire,  through  long-term  leasing,  6,700  new  freight  cars 
.ncludmg  general  service  box  cars,  equipped  cars  (for  high  va^e  merchandise)!  covered 
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hoppers  (for  grain),  and  some  1.500  open  top  hoppers  (mainly  for  coal  and  ore),  valued 

at  $  1  30  million.  e  Q>ir> 

The  railroad  plans  to  rebuild  1,000  freight  cars,  make  heavy  repairs  on  6.940  and 

upgrade  6.900  more,  for  a  total  of  14.840  in  1972. 

These  amounts  are  calculated  to  meet  volume  forecasts,  taking  mto  account  that 

during  the  year  Penn  Central  will  also  scrap  8,200  freight  cars  which  are  beyond  repair^ 
The  railroad  also  plans  long-term  lease  of  200  new  locomotives  in  1972  valued  at 

$47.8  million. 

IMPROVEMENT  OF  ROADWAY  AND  FACILITIES 

The  railroad  has  continued  to  make  essential  improvements  in  plant  despite  severe 
restrictions  imposed  by  bankruptcy  law  on  the  normal  use  of  proceeds  from  sales  of  real 
estate  and  other  assets  for  such  purposes.  ,  nnr, 

This  year  we  laid  53,000  tons  of  new  rail  (  or  218  miles)  vs.  49.000  tons  (or  200 
miles)  in  1970.  We  plan  to  match  our  1971  program  in  1972. 

In  1972  we  are  budgeting  SI  5.5  million  for  yard  improvements,  mcluding 
continued  work  at  our  key  Midwest  gateway  classification  yard  at  Elkhart,  Ind..  our  Selkirk. 
N.Y.,  classification  yard,  and  our  Buckeye  Yard  at  Columbus,  Ohio. 

TRANSPORTATION  SERVICE 

The  vast  improvements  in  our  service  made  during  1971  have  restored  the  respect 
and  confidence  of  shippers.  We  are  delivering  their  cars  without  delays,  and  have  greatly 
reduced  costly  derailments.  Post-bankrtupcy  claims  are  now  being  settled  on  a  current 

"^^'^  We  initiated  a  quality  control  system  using  computer  analysis  to  monitor  our  daily 
performance  and  are  now  checking  tens  of  thousands  of  cars  each  week,  moving  from  232 
terminals  which  originate  volume  shipments.  This  enables  us  to  pinpoint  trouble  spots 
immediately  and  take  quick  corrective  action. 

We  are  running  more  and  shorter  trains  which  speed  delivery  to  terminals  and 
interchange  connections.  This  gives  us  faster  turnaround  of  equipment,  and  in  turn,  greater 
car  utilization.  It  also  reduces  yard  congestion  and  overtime  expenses.  Even  wjth 
substantially  more  train  service  and  increased  wage  and  material  costs,  total  transportation 
exoenses  in  1971  were  about  the  same  as  in  1970. 

In  the  first  1  1  months  of  1  97  1  the  railroad  ran  20.000  more  trains  than  for  the  same 
period  in  1 970.  or  an  increase  5  per  cent.  Our  average  train  speed  has  increased  by  about 
12  per  cent.  Our  car  days  on  line  per  loaded  cars  handled  decreased  by  7^5  per  cerit. 

Our  on-time  performance  in  making  interline  connections  has  improved  sharply.  In 
the  first  nine  months  of  1971.  for  example.  Penn  Central  trains  made  connections  a 
Chicago  82  per  cent  of  the  time,  vs.  55  per  cent  in  1 970.  and  at  Cmcmnati.  88  per  cent 
of  the  time  in  1971  vs.  72  per  cent  in  1970. 

Greater  availability  of  locomotives  helped  to  make  this  possible.  Working  on  a  much 
faster  turnaround  time  for  equipment  repair,  cur  shops  reduced  locomotives  ""dergomg 
and  awaiting  repairs  by  some  36  per  cent  (October  3 1 .  1 97 1 .  vs.  October  31.1 970)^  The 
percentage  of  locomotives  out  of  service  of  the  total  fleet  was  6.5  per  cent  vs.  10.1  per 
cent  for  the  same  time  in  1970.  . 

The  same  program  of  speeded-up  repair  and  better  utilization  of  equipment  made 
the  equivalent  of  many  hundreds  of  extra  operable  freight  cars  available  to  customers^ 
The  increasing  effectiveness  of  Penn  Centrals  maintenance  and  inspection 
program  helped  the  railroad  cut  its  major  accidents  for  the  first  nine  months  of  the  year 
by  almost  50  per  cent,  as  compared  to  the  same  period  in  1  970. 

One  of  the  most  gratifying  results  in  1 97  1  railroad  operations  .s  our  growmg  file 
of  complimentary  letters  from  shippers.  During  the  year,  our  service  '=°"'P'^;"^^J^;;« 
declined  from  an  average  of  50  a  week  to  four  or  five  a  week  at  year-end.  with  steady 
improvement  throughout  the  year. 
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SALES  AND  MARKETING  PROGRAMS 

With  first-rate  service  to  sell,  the  coriipany  launched  an  innovative  sales  and 
marketing  campaign-including  selective  rate  reductions,  new  services  and  more  trains 
and  new  opportunities  in  industrial  development  for  our  customers.  Our  objective  is  to 
meet  and  outperform  competitors. 

Selective  Rate  Reductions 

II  I/O  ^^^^•^^'"^<^«3<=''°«-'^'«-board  cuts  in  our  TrailVan  (piggyback)  Plan 

II  1/2  and  III  ranip-to-ramp  rates,  averaging  about  6  per  cent.  Since  that  time  a  6  1  per 
cent  cumulative  decrease  in  this  type  traffic  (compared  to  the  same  period  in  1970)  has 
turned  into  a  slight  cumulative  increase  (as  of  the  end  of  October),  despite  the  dock  strike 
and  depressed  economy.  We  expect  to  strengthen  this  upswing  in  1972 

More  recently.  Eastern  railroads  (including  Penn  Central)  jointly  approved  a  new 
scale  of  iron  and  steel  hauling  rates,  with  an  average  rollback  of  8  per  cent  Penn  Central 

wit?trucJ°nd  "T  T'^- '"^^  »°  con^peZl 

with  truck  mdustry  rates  in  quantities  of  40.000  pounds  or  more,  we  stand  to  gain  a  great 
deal  more  of  this  traffic.  We  will  implement  the  new  rate  structure  on  January  8  1972 
Gram  hauling  has  benefited  from  the  virtual  doubling  of  our  fleet  and  from 
substantial  rate  changes  to  accommodate  our  shippers.  This  is  sparking  a  strong  comebacT 
m  recovery  of  grain  tonnage,  which  is  best  indicated  by  the  fact  that  in  the  last  quarter 
of  1 97 1  our  gram  business  will  have  doubled,  vs.  the  same  period  of  1 970. 

More  Trains  and  New  Services 

,„h.t»n?  Ji^^^  "^^^  ^"'^  *°  schedule  42  new  trains-all  aimed  at  either 

substantially  improving  present  service  or  at  offering  new  service  where  volume  potentia 
exists  or  new  services  to  specific  customers  potential 

1 970  ^rZl^^^i'',!  (piggyback)  service  which  dropped  in  volume  during 

1970  and  early  1971.  As  noted,  we  cut  rates  in  several  areas  and  we  also  improved  our 
overa  I  on-time  performance  by  30  per  cent.  We  increased  our  all-TrailVan  trains  by  more 
K  T  ""T  ^"^"^""^  ^"^        schedules  in  the  past  year.  Examples  are  new  services 

cl^::::::cZlTl  '^^^  Rochester-Suffalo,  and  be= 

our  r  J^i"!!?'!*'"^,  substantial  upturn  in  TrailVan  traffic,  we  are  doubling 

exnand^H  ?  I  "  "  '''1''  """^^"^  New  York.  We  have 

expanded  our  Kearny  gatehouse  from  four  to  seven  lanes,  and  have  provided  space  fo^ 
40  more  working  car  spots  to  be  serviced  with  four  "piggypacker"  loading  cranes  We  aTe 

sto7aor':nr"/''inn"'! ''''^  "^^^-V  for  loading  and  unload  nrw  h 

storage  space  for  400  additional  trailers. 

in  1 971"  TnH^^'  '"'^'^^^^'^     F'«'''-P'o  tonnage  more  than  30  per  cent 

in  1971.  and  has  even  greater  expectations  for  1972.  Flexi-Flo  is  a  coordinated  rail- 
highway  service  for  high-value  bulk  commodities  such  as  chemicals,  foods  and  cemeh 
and  IS  operated  to  and  from  1 2  key  geographical  distribution  points 

In    972.  we  will  substantially  expand  the  Flexi-Flo  program   by  establishina 
terminals  in  several  more  cities  (including  Philadelphia),  and  enlarging'  ouJ  exTsting 

shipper^rile'd  FACTe^mrn'r'  ''''''''      ''''  ^"  ^^'-'^  - 

r«nHor''"^'^!l!  ^^^"'^J.^'^'"'^  Specified  territories  will  be  able  to  move  about  freely  to 
render  on-the-ground  services  to  shippers.  Backup  computer  and  communications 
fn   F^r^ah  1  '"^""r  ^''^  '^""'^  "^^V  cities  across  the  raToad  sj  "em 

Zl?^  ^^"'1^°°''"""'^'^  Terminals"  (FACT)  to  centralize  all  paperwork  We  w^ 
better  serve  our  shippers  through  more  efficient  use  of  our  employees  and  imDrorjH 

save7he?:-.°'  T'^'^T'""  FACTermfnal "^oiTam  c'n 
save  the  railroad  several  million  dollars  annually.  Mfogram  can 
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Industrial  Development 

In  the  first  10  months  of  1971  Penn  Central  helped  locate  on  its  lines  41  1  new, 
temporary  or  expanded  industrial  facilities,  with  investment  totaling  S668  m.lhon.  These 
plants  create  jobs  in  local  communities,  as  well  as  build  our  traffic  volume. 

For  1972  some  295  industries  have  already  expressed  bona  fide  mterest  in 
locating  along  our  lines.  We  expect  continuing  heavy  activity  as  the  year  goes  on. 

We  are  making  a  special  effort  to  encourage  new  industrial  parks  along  our  lines. 
We  now  serve  302  industrial  parks,  which  have  some  70.000  acres  available  for  plant 
locations.  Also,  our  Penn  Central  "land  bank"  offers  188  separate  parcels  in  14  different 
states  totaling  about  20.000  acres  for  new  industries. 

EXCESS  CREW  LAWS 

In  collaboration  with  other  railroads,  we  are  continuing  our  vigorous  efforts  to 
obtain  repeal  of  antiquated  state  laws  requiring  unnecessary  personnel  J'-«'9j^^/;;'" 
operating  crews.  In  Penn  Central  territory,  these  laws  are  now  in  force  in  only  two  states 
Ohio  and  Indiana.  A  New  York  law  requiring  a  freight  train  crew  of  five  men  was  repealed 

ihioVequires  a  five-man  crew.  Indiana  requires  a  six-man  crew  on  freight  trains  of 
70  cars  or  more.  These  two  laws  cost  Penn  Central  approximately  $25  million  m  1971 

A  Bill  to  repeal  the  Ohio  law  has  passed  the  House  and  has  been  carried  over  for 
action  in  January.  1  972.  by  the  State  Senate.  A  repeal  Bill  has  been  filed  with  the  Indiana 
General  Assembly  and  will  be  before  the  1972  Session  when  it  converges  Jan^a^^ 

Savings  inherent  in  repeal  of  these  laws  will  not  be  realized  until  settlement  on  a 
national  basis  of  the  locomotive  firemen  issue  and  displacement  through  attrition  of 
employees  involved. 

PROGRAM  TO  RATIONALIZE  THE  PLANT  ,  , 

sVudies  are  underway  to  determine  the  viable  sections  of  the  Penn  Central.  In  this 
regard  more  than  90  per  cent  of  our  gross  ton  miles  is  handled  on  about  60  per  cent  of 
our  rourmileage.  However  these  studies  may  come  out.  it  is  vitally  important  that  we 
discontinue  non-productive  lines  which  cannot  be  justified 

To  date,  we  have  determined  there  are  163  such  lines  covermg  1.732  miles  of 
railroad.  Applications  for  abandonment  of  1  1  7  of  these  lines  have  already  been  subm^ed 
to  the  Interstate  Commerce  Commission.  We  have  orders  approving  45  of  them^ 
Approximately  3.000  additional  miles  of  line  are  being  studied  to  determine  whether 

abandonment  should  be  proposed.  ^     •■  ^  „f  t^^A^r  anH 

in  continuing  studies,  we  will  consider  several  thousand  miles  of  feeder  and 
tributary  segments  of  our  railroad.  We  need  to  weed  out  functionally  duplicative  lines  and 
mileage  not  required  in  terms  of  future  traffic  patterns. 

AMTRAK  CONTRACT  SERVICE  ^,.r 
Since  May  1 .  payments  from  Amtrak  for  intercity  passenger  service  have  aided  ou 
cash  flow  By  the  end  of  the  year  we  will  have  received  an  estimated  S16  million  m  net 
casH  payments,  after  provision  for  our  monthly  payments  on  purchase  of  Amtrak  stock  in 

"wTf'IIuh:":':: -nad^equate  compensation  for  us  in  the  present  contract  especially 
In  the  Northeast  Corridor  for  passenger  expenses  we  incur  which  are  common  with  freight 
service  such  as  maintenance  of  way.  signaling,  communications,  eta 

We  hope  during  1972  to  being  renegotiating  our  present  contract  with  Amtrak  to 
provide  more  adequate  compensation  for  our  costs  of  these  operations. 

COMMUTER  SERVICE  ^  ^^^^.^^^^     ^^^^  ,^  .^^  ^^^^^^^^  , 

the  assumption  by  public  authorities  of  total  financial  responsiblity  for  providing  these 
essent  al  pa  senger  services.  Until  this  objective  is  accomplished,  our  commuter  service 
deficits  are  being  minimized  through  a  variety  of  contractual  agreements  with  State  or 
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regional  transportation  authorities  in  Boston,  New  York.  Philadelphia,  and  northern  New 
Jersey. 

We  are  trying  in  Boston  and  northern  New  Jersey  to  have  reinstated  fare  increases 
granted  but  suspended  because  of  the  national  economic  program  A  3  per  cent  increase 
on  the  New  Haven  Division  will  become  effective  on  January  1  and  a  fare  increase  in  the 
Philadelphia  area  is  pending. 

On  January  1,  1971,  we  entered  into  agreement  with  the  States  of  New  York  and 
Connecticut  for  these  States  to  assume  the  former  New  Haven  commuter  service  between 
New  York  City  and  New  Haven,  Connecticut. 

A  similar  agreement  with  New  York  State  for  commuter  services  on  our  Hudson  and 
Harlem  branches  was  recently  disapproved  by  the  U.  S.  District  Court  in  charge  of  our 
reorganization.  We  are  now  working  to  resolve  this  problem. 

In  the  Philadelphia  area,  the  Southeastern  Pennsylvania  Transportation  Authority 
has  recognized  in  our  1970-71  contract  many  more  of  our  avoidable  expenses  Our 
current  contract  includes  an  understanding  that  SEPTA  will  assume  full  financial 
responsibility  for  operating  this  service  after  July  1,  1972. 

In  northern  New  Jersey,  where  83  passenger  cars  nave  been  purchased  with  State 
funds,  we  are  negotiating  for  additional  State  aid  and  have  begun  work  on  a  plan  for 
takeover  by  the  State  of  the  North  Jersey  Coast  service. 

In  Boston,  we  are  negotiating  with  the  Massachusetts  Bay  Transportation  Authority 
for  contmuation  of  that  city's  rail  commuter  network  on  a  permanent  basis.  At  the  same 
time,  we  are  working  out  arrangements  for  keeping  this  service  operating  until  a  takeover 
is  accomplished. 

BUSINESS  AND  LABOR  CLIMATE  —  1972 

In  1971  Penn  Central  received  $170  million  less  in  revenues  than  originally 
projected,  mamly  because  of  strikes  in  key  industries  and  the  generally  sluggish  national 
economy. 

The  1972  outlook  in  this  regard  is  much  brighter.  All  major  industries  served  by 
the  Penn  Central  (such  as  autos,  steel,  coal)  have  contracts  with  labor  unions  which  run 
at  least  through  the  whole  year.  Moreover,  many  economic  experts  in  the  nation  look  for 
a  business  upturn  in  1972,  and  this  should  add  to  the  railroad  s  gross  revenues. 

A  5  per  cent  increase  in  gross  revenues  would  bring  in  approximately  S90  million 
more.  Each  percentage  point  increase  above  that  could  add  $18  million. 

Penn  Central  would  be  a  major  beneficiary  if  1972  brings  good  business  and 
peaceful  labor  relations. 

SALES  PROSPECTS  FOR  1972 

Penn  Central  is  geared  in  1 972  to  handle  a  much  greater  volume  of  business  while 
sustaining  the  same  high  standards  of  service  the  railroad  achieved  in  1971. 

In  the  year  ahead,  we  will  seek  greater,  profitable  traffic  volume,  for  we  now  have 
the  capacity  to  handle  substantial  increases  with  a  minimum  increase  in  transportation 
expense.  We  intend  to  be  fully  competitive  vis  a  vis  other  modes  of  transportation  by 
selective  freight  rate  increases  and  decreases  (where  warranted),  in  combination  with 
special  services  tailored  to  individual  shipper  and  commodity  requirements. 

In  summary,  during  1971  Penn  Central  became  notably  more  competitive  in  all 
aspects  of  its  operations.  Our  sales  program  in  1972  will  reflect  our  renewed  capabilities. 

December  22,  1971 


74-924  O  -  73  -  43 
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EXHIBIT  B 


PRELIMINARY  STUDY  OF  VALUE  FOR  NON-RAILROAD 
PURPOSES  OF  PENN  CENTRAL  TRANSPORTATION 
COMPANY  ASSETS  AS  OF  DECEMBER  31.  1970 

Transportation  Company  and  '^^ '.^^^^^^^"f^V^.^.'.t^Se^^^^^^^^^  but  the  extent  of  the 
r^asTrr rper:rh;:rch^?r^^^^^^^  -  continued  an.  on  what 

'^:::r.^^:^l^^^^^^ose  of  rea.  property  Held  by  a.,  companies  w.th.n 
the  system.  aoolied  to  reflect  economic  disruption  which 

the  Penn  Central  system.  „e:ti«n  timp  and  sellinq  expenses  for  real 

^S^S:^:^^^^^—  se.me^nts  and  individual  leased  lines 

1.  Assets  owned  directly  by  Penn  Central  Transportation  Company: 

a  Real  property  exclusive  of 
investment  properties  in  the  vicinity  of  Grand 
Central  Terminal  on  Park  Avenue,  New  York 
City  after  applying  a  50%  discount  to 
account  for  time  and  expenses  of  dispos.t.on.  ^^^^^^^ 

a.  {i)     Same  as  above  with  a  72% 

discount.  $354,000,000 

b.  Investment  properties  in  the  vicinity 
of  Grand  Central  Terminal  based  on 
capitalization  of  earnings  for  properties 
subject  to  long-term  lease,  and.  for  other 
properties,  highest  and  best  use  less  a  15% 
discount  to  account  for  disposition  time  and 

expense.  $153,000,000 

c.  Buildings  after  applying  a  61% 
discount  to  account  for  time  and  expenses  of 

disposition.  J  34,000,000 
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d.  Owned  operating  equipment  before 
deduction  of  equipment  financing  liens, 
discounted  18%  to  account  for  time  and 
expenses  of  disposition. 


e.  Track  discounted  50%  to  account 
for  time  and  expenses  of  disposition. 


f.  Materials  and  supplies  discounted 
5%  to  account  for  time  and  expenses  of 
disposition. 


g.  Other  miscellaneous  physical 
assets,  all  of  which  could  be  disposed  of 
without  substantial  expense. 


h.  The  closing  or  dismantling  expense 
for  tunnels,  bridges  and  electrical  traction 
facilities  after  deducting  the  scrap  value  of 
the  materials. 


i.  Net  current  assets  at  December  31, 

1970. 


j.     Deferred     charges     and  other 
miscellaneous  assets. 


2.  Interest  of  Penn  Central  Transportation 
Company  (as  a  stockholder  and  in  some  cases  a 
creditor)  in  subsidiaries  other  than  leased  lines  that 
would  probably  be  liquidated  upon  the  cessation  of 
PCTC  operations,  the  assets  of  each  subsidiary 
having  been  valued  in  the  same  manner  as  were  the 
assets  owned  directly  by  Penn  Central 
Transportation  Company,  after  applying  a  50% 
discount  to  the  subsidiaries'  real  property  to  account 
for  time  and  expenses  of  disposition. 


$476, 000, 000 


$  51,000,000 


$  40,000,000 


$  28,000,000 


($  166,  000,  000) 


$  25,000,000 


nominal 


$  12,000,000 


2.(i)  Same  as  2  above  with  a  72%  discount. 


$  7,000,000 
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3.  Interest  of  Penn  Central  Transportation 
Company  (as  a  stockholder  and  in  some  cases  a 
creditor)  in  subsidiaries  other  than  leased  lines  that 
would  probably  not  be  liquidated  in  the  event  of 
cessation  of  PCTC  operations,  the  value  of  the  equity 
ownership  having  been  based  upon  capitalization  of 
earnings  plus,  where  appropriate,  the  value  of  non- 
income-producing  properties,  and  after  applying  a 
30%  discount  to  account  for  the  time  and  expenses 
of  disposition  of  such  interests.  (Pennsylvania 
Company,  a  wholly  owned  subsidiary,  has  been 
excluded  because  negotiations  are  under  way  which 
may  result  in  the  disposition  by  the  Trustees  of  all  of 
the  stock  of  that  company,  all  of  which  stock  is 
presently  pledged  to  secure  indebtedness.) 

4.  Interests  of  Penn  Central  Transportation 
Company  (as  a  stockholder  and  in  some  cases  a 
creditor)  in  companies  that  are  the  lessors  of  rail- 
roads leased  to  it  and  operated  as  parts  of  the  Penn 
Central  railroad  system,  assuming  complete 
cessation  of  operations  would  result  in  termination 
of  the  leases  and  therefore  valuing  the  assets  of  each 
company  on  the  same  basis  as  were  the  directly 
owned  assets  of  Penn  Central  Transportation 
Company,  with  a  50%  discount  having  been  applied 
to  real  estate  to  account  for  the  time  and  expenses 
of  disposition. 

4.(1)  Same  as  4  above  with  a  72%  discount.. 


Total  value  of  Penn  Central  Transportation  Company 
assets  with  a  50%  discount  applied  to  account  for 
time  and  expenses  of  real  estate  disposition  as 
indicated  above. 


Total  value  of  Penn  Central  Transportation  Company 
assets  with  a  72%  discount  applied  to  account  for 
time  and  expenses  of  real  estate  disposition  as 
indicated  above. 


$270, 000, 000 


$304, 000, 000 

 $155,000,000 

$1  , 858,000,000 

$1  , 427,000,000 
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Exhibit  55 


IN  THE  UNITED  STATES  DISTRICT  COURT 
FOR  THE  EASTERN  DISTRICT  OF  PENNSYLVANIA 


In  the  Matter  of 

PENN  CENTRAL  TRANSPORTATION 
COMPANY, 

Debtor 


In  Proceedings  for  the 
Reorganization  of  a 
Railroad 

No.  70-347 


TRUSTEES'  INTERIM  REPORT  OF  OCTOBER  1,  1972 

Q  The  Plan  for  Reorganization  filed  by  the  Trustees  on  April  1,1972  depends  on 

ti.n^y_j:e|jef  in  eliminating  unnecessary  employee  expense.' losses  on  cassenaer  service 
.-amaioeconomic  frejahtlmjes.  an(*^^  progress  in  attracting  more  traffic  and  moving  it  with 
great^efficiency.  The  first  of  the  periodic  reports  on  these  matters,  filed  on  July  1  1 972 
and  supplemented  on  August  2,  1 972,  dealt  particularly  with  the  progress  which  had  been 
made  in  the  labor  area  on  the  critical  crew  consist  issue.  This,  the  second  of  the  periodic 
reports,  deals  particularly  with  the  specific  lines  to  be  included  in  the  Trustees'  proposed 
reorganized  system. 

I 

THE  PROPOSED  FREIGHT  SYSTEM 

Wyer,  Dick  &  Co.  has  analyzed  and  compared  hypothetical  Penn  Central  freight 
systems  of  approximately  15,000  and  1  1 ,000  miles.  These  studies  are  now  as  complete 
as  they  can  be  made  from  presently  available  data.  The  analysis  is  attached  as  Annex  1 
and  income  statements  based  on  it  are  attached  as  Annex  2. 

The  studies,  it  must  be  emphasized,  assurne  substjintial  attainment  of  the 
_preregyisa«s-which  the  Trustees  believe  essential  to  a  successful"  pMvate-i'r^^^-based 
reorganization.  On  those  assumptions,  set  out  hereafter  at  page  2,  the  1  5  000  mile  system 
would  produce  income  available  for  fixed  charges  of  some  $243  million  in  1976 

This  figure  is  within  the  range  of  $220  million  to  $290  million  in  income  available 
for  fixed  charges  which  the  Trustees  have  stated  permits  reorganizing  the  Debtor  on  a 
private-income  basis. 

On  the  same  assumptions  as  are  made  for  the  larger  system,  the  1  1,000-mile  system 
would  produce  only  $4^^million  available  for  fixed  charges  in  1  976,  which  is  below  the 
minimum  the  Trustees  tielieve  to  be  necessary,  even  though  operationally  the  1  1  000-mile 
system  is  superior  to  the  1  5,000-mile  system.  The  earnings  potential  of  the  smaller,  more 
efficient  system  is  impaired  by  the  vastly  increased  cost  of  "labor  protection":  $  1  77  million 
•n  1976  as  compared  with  $18  million  for  the  15,000-mile  system.  This  reflects  the 

'The  Trustees'  April  1,1972  Plan  for  Reorganization  uses  as  a  reorganization  goal  income 
available  for  fixed  charges  "not  materially  less  than  $275  million,  provided  further  that 
reasonably  anticipated  income  available  for  fixed  charges  in  the  year  in  which  the 
reorganization  is  consummated  and  subsequent  normal  years  is  not  less  than  $275 


million. 


n  view  of  the  inherent  uncertainties  of  long-range  forecasts,  the  Trustees  do  not  consider 
the  difference  between  $243  million  and  $275  million  sufficient  to  warrant  a  material 
departure  fronri  their  Plan  for  Reorganization,  Their  financial  advisors  are  of  the  opinion  that 
the  S243  million  figure  will,  with  minor  adjustments,  support  the  capital  structure 
proposed  in  the  April  1,  1972  Report.  Further,  the  benefits  of  attrition  beyond  1976  would 
all  else  being  equal,  improve  the  earnings  picture.  Finally,  any  material  improvement  either 
in  the  rate  of  future  inflation  or  in  the  railroads'  ability  to  absorb  inflationary  costs  through 
timely  rate  increases  would  bring  the  figure  above  $275  million. 

At  all  events,  barring  any  developments  which  permit  an  upward  revision  of  the  $243 
rnillion  figure  by  the  time  the  April  1,1973  final  Plan  is  filed,  the  Trustees  will  then  make 
the  necessary  adjustments  in  the  proposed  capital  structure. 
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expense  of  retaining  on  the  payroll  dunng  a  period  of  attrition  employees  rendered 
unnecessary  by  the  reduction  in  the  size  of  the  system. 

unnecessary    y^  ^^^^^^  ^^^^  ^^^^^       ^^^^^  protection  costs  would 

disappear  However,  attainment  of  the  full  benefits  of  the  1  1 ,000-mile  system  would  delay 
Sementation  of  a  reorganization  plan  well  beyond  1976  and  would  expose  the  estate 
o  subs?an?ial  erosion  in  the  meantime  Recognizing  th,s.  and  recognizmg  that  a  longer 
system  wi  provide  greater  service,  the  Trustees  have  concluded  that  the  15,000-m,le 
system  identified  on  the  map  forming  part  of  Annex  1  is  the  system  for  which  they  will 
planTeorganization.  This  is  essentially  the  present  Penn  Central  system  ess  the  ,  33 
Identified  as  "clear  losers  '  in  the  Trustees'  Apnl  1  Report,  and  also  less  a  few  hundred  miles 

"'"''Derp'e'tlleirconclusion,  the  Trustees  remain  very  much  aware  of  the  superior 
operating  profitability  of  a  higher  density  system.^  In  the  event  that  labor  Protection  costs 
could  be  assumed  or  mitigated  through  public  assistance,  a  smaller  systen.  would  have 
substantially  greater  long-term  viability.  That  fact  may  become  significant  if  the 
assumptions  on  which  the  studies  are  based  fall  short  of  realization. 

The  results  stated  for  1976  can  be  achieved  only  if  the  following  five  objectives, 
detailed  in  Annexes  1  and  3,  are  met; 

(1)  Realization  of  the  increased  freight  traffic  in  the  most  recent  projection  by 
Temple,  Barker  &  Sloane,  Inc.' 

(2)  Recapture,  through  increased  freight  rates,  of  a  high  proportion  of  inflationary 
costs. 

(3)  Complete  relief  from  all  burdens  attributable  to  passenger  service.  The  Wyer. 
Dick  studies  assume  this  by  identifying  the  system  studied  as  a  freight  only 
railroad. 

(4)  Progress  on  abandonments  sufficiently  rapid  to  reduce  the  present  Penn 
Central  system  to  the  15,000-mile  system  by  1976. 

(5)  Continued  elimination  through  1 976  of  all  unnecessary  trainmen  on  an  attrition 
basis. 

The  Trustees  are  pursuing  these  objectives  as  their  primary  reorganization  effort.  If 
in  the^'ghlof  future  developments  -  which  will  be  assessed  constantly  as  they  occur- 
t  ^ecomel  apparent  that  realization  of  these  objectives  is  falling  short  expectations  to 
a  signmcant  degree,  the  Trustees  will  propose  an  alternative  method  of  dealing  with  the 
nrnhlpm  of  continuinq  the  operation  of  the  railroad. 

'  a  further  word's  warranted  on  the  current  status  of  the  abandonment  progranv 
Between  JuW  1970  and  September  15,  1972,  the  Trustees  have  been  authorized  by  he 
Cou^  to  proceed  with  abandonment  applications  covering  3,670.5  route  miles.  During  the 
Jame  period  the  Trustees  have  applied  to  the  Interstate  Commerce  Commission  for  leave 
JoTbandr2  4  10  8  route  miles.  Only  685.5  miles  have  been  approved.  At  that  pace,  the 
1 5  OoS  r^ile  system  cannot  be  achieved  by  1976.  The  Commission  has  proposed 
standard^  which  would  significantly  speed  up  the  process.  If  and  when  the  court  challenge 
t^these  more  liberal  abandonment  procedures  is  disposed  of,  the  picture  could  change. 

'Certain  features  of  the  analysis  suggest  that  maximum  operating  profitability  -  on  the 
assumptions  made  in  the  Wyer,  Dick  report  -  would  be  achieved  by  a  ^YStem  somewhere 
between  11  000  and  15,000  miles.  The  Trustees  have  therefore  requested  study  of  a 
sysrem  approximately  midway  between  those  figures.  There  is  no  reason  to  be  , eve 
hovlever  that  such  an  intermediate  system  would  produce  as  much  income  available  fo 
fi^^d  Charges  by  1976  as  would  the  15,000-mile  system  -  again  because  of  labor 
protection  costs. 

Srj^TT^^l^^i^^ed  with  the  Trustees-  April  1,  1972  Report  has  been  updated  by  TBS 
al  the  '  quest  of  the  Trustees.  The  most  recent  report,  attached  as  Annex  3,  reduces  total 
tonnage  estimates  slightly. 
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However,  if  it  becomes  necessary,  the  Trustees  will  propose  to  achieve  the  required  level 
of^abandonments  either  as  a  part  of  the  plan  of  reorganization  or  as  one  step  of  such  a 


ELIMINATION  OF  UNNECESSARY  EMPLOYEES 

At  the  time  of  the  Trustees'  July  1  Report,  negotiations  on  the  crev>/  consist  issue  were 
in  progress,  but  no  agreements  had  been  reached.  The  labor  section  of  that  Report  in 
consequence,  was  very  brief.  An  agreement  was  later  achieved  on  the  firemen  issue  and 
an  interim  agreement  negotiated  on  the  trainmen  issue.  It  seems  appropriate,  therefore 
to  include  the  details  of  these  settlements  in  this  Report,  together  with  such  developments 
as  have  since  occurred. 

1Q  ,  firemen,  a  final  settlement  has  been  achieved  on  a  national  basis.  On  July 

19,  1972,  the  railroads  signed  an  agreement,  effective  August  1,  1 972,  the  essential  terms 
ot  which  are: 

(a)  Firemen  will  be  employed  in  numbers  adequate  to  fulfill  the  carrier's 
operating  needs  "for  training,  qualification  and  promotion  to  the  craft  of  locomotive 
engineers  "  and  to  fulfill  the  carrier's  needs  for  passenger  crews  and  for  hostlers  and 
hostler  helpers. 

(b)  The  number  of  firemen  in  each  seniority  district  to  meet  those  needs  will 
be  determined  by  a  formula,  to  be  recalculated  quarterly.  If  the  number  of  firemen 
employed  in  a  seniority  district  exceeds  that  required  under  the  formula,  no  additional 
firemen  need  be  employed  in  that  district,  and  as  attrition  occurs  the  number  will  be 
reduced  to  the  formula  level. 

(c)  Existing  work  rules  which  impose  restrictions  on  work  which  can  be 
performed  by  a  fireman  will  be  referred  to  a  Standing  Committee  (one  carrier  and 
one  Union  member)  for  examination. 
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(d)  Retirement  of  firemen  at  age  65  will  be  compulsory  beginning  January  1, 

nrnnr?^"''''^T  ^"'^  ^^^^         ^"^^'^^         ^"  agreement  establishing  a 

program  to  accelerate  the  training,  qualifying  and  promotion  of  firemen  to  the  craft  of 

©riQ  I  nG6  r. 

nn  pJ^T  "'^i'^ately  reduce  the  number  of  engine  service  employees 

on  Penn  Central  by  about  2,700,  with  a  resultant  annual  saving  in  employee  costs  of  $40  2 
million  at  present  wage  rates. 

Tr„.t<?       ^°  ^'''irf  an  Interim  Agreement  has  been  negotiated  which  the 

Trustees  hope  will  lead  to  a  satisfactory  final  settlement.  In  June  1971  the  Trustees 
instituted  collective  bargaining  procedures  under  the  Railway  Labor  Aci  to  eliminate 
t'.inl^Zr  r"^".""^'^  requirements  as  to  the  number  of  trainmen  needed  on  freight 
trains.  After  all  procedures  under  the  Act  had  been  exhausted  without  reaching  agreement 

Jpirnnt  ■       H  I  T  '''''  ^-^^ority  to  promulgate 

their  notice  and  the  Trustees  announced  that  the  new  rule  would  become  effective  on  July 
26^  The  Union  announced  it  would  strike,  and  also  sought  an  injunction  against 
promulgation  in  the  United  States  District  Court  in  Washington  D  C 

for  .  tul  "'"^^l  °l  '^k'^^^'  '""^  ^'"^  '^'^^"'"'^       "^^'^^♦^^^  '°  to  negotiate 

°H,  «      !  '""^  specifically  to  propose  to  the  Union  that  some  crew 

ecommo'H     'l''''^''  ''^r^       -terim  period  and  that  a  committee  be  created  to 

recommend,  on  the  basis  of  the  interim  experience,  a  permanent  solution.  The  Trustees 

promptly  sought  further  negotiations,  and,  on  July  21,  1972  an  arrangement  of  this  sort 

was  agreed  to.  The  substantial  terms  of  the  agreement  are- 


'The  details  of  .he  agreements  have  been  included  m  a  report  to  the  Court  dated  August  2.  1972. 
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(a)  As  attrition  occurs,  285  crews  now  manned  with  two  brakemen  will  be 
reduced  to  one  brakeman  between  August  1  and  November  30,  1972  (or  later,  if 
attrition  does  not  reach  285  by  November  30). 

(b)  The  285  crews  to  be  reduced  will  be  designated  from  throughout  the  Penn 
Central  system  by  the  Union.  To  be  excluded  from  that  designation  are  crews  in 
commuter  service,  crews  which  cannot  be  reduced  by  reason  of  "full  crew"  laws,  and 
crews  on  those  trains  in  branch  lines  or  yard  service  which  management  believes 
cannot,  having  regard  for  safety  and  workload,  be  operated  with  one  brakeman. 

(c)  A  Standing  Committee  of  five,  two  designated  by  Penn  Central,  two  by  the 
United  Transportation  Union,  and  a  Neutral  Chairman  selected  by  the  parties,  is 
established  to  encourage  further  collective  bargaining,  and  in  the  event  no  fmal 
settlement  is  reached  by  November  30,  1972,  to  set  guidelines  for  a  permanent 
settlement  on  the  basis  of  the  experience  with  the  reduced  crews.  The  parties  have 
agreed  on  the  Rt.  Rev.  Msgr.  George  G.  Higgins  as  Neutral  Chairman.  Monsignor 
Higgins,  of  the  U.  S.  Catholic  Conference,  has  an  extensive  background  as  impartial 
chairman  and  mediator  in  labor-management  matters,  especially  in  the  railroad 
industry.  .  - 

The  Court  has  approved  the  agreement  and  directed  the  Trustees  to  report  to  the  Court, 
by  December  1  1,1  972,  their  recommendations  for  further  action  in  the  event  the  efforts 
of  the  Standing  Committee  do  not  result  in  a  settlement  of  the  dispute. 

The  Interim  Agreement  will  reduce  operating  expenses  for  1972  by  approximately 
$1  0  million  (On  an  annual  basis,  reduction  of  285  trainman  positions  would  lower 
operating  expenses  by  approximately  S4.2  million  at  current  contract  rates.)  As  of 
September  22  138  crews  have  been  designated  to  operate  with  a  conductor  and  one 
brakeman  pursuant  to  the  July  21  Agreement.  Collective  bargaining  by  the  Standing 
Committee  with  regard  to  the  final  solution  of  the  crew  consist  issue  is  continuing. 

The  Trustees  are  also  able  to  report  that  except  in  Indiana  there  are  now  no  state 
•full  crew"  laws  imposing  unnecessary  employees  on  Penn  Central.  The  Indiana  law  was 
amended  early  this  year  to  permit  reduction  of  crews  in  that  state  to  the  size  provided  for 
in  collectively  bargained  agreements,  subject  to  review  and  approval  by  the  Indiana  Pubhc 
Service  Commission.  Hearings  before  the  Indiana  Commission  are  now  in  progress.  If  the 
Commission  approves,  the  law  will  permit  without  further  negotiation  the  reduction  by 
attrition  of  one  trainman  from  trains  which  heretofore  were  required  to  be  operated  in  that 
state  with  three  trainmen.  This  would  result  in  an  annual  saving,  at  current  rates,  of 
approximately  S4.1  million.  In  addition,  the  Massachusetts  Department  of  Public  Utilities 
has  modified  its  regulations  to  permit  the  reduction  of  one  brakeman  from  crews 
designated  for  such  reduction  under  the  Interim  Agreement  of  July  21,1972  between  the 
Trustees  and  the  United  Transportation  Union. 

A  further  comment  is  appropriate.  While  there  has  been  progress,  each  of  the 
agreements  mentioned  above,  and  each  of  the  recently  amended  "full  crew"  laws,  permits 
reduction  from  prior  requirements  only  by  attrition.  As  a  result,  unnecessary  employees 
will  continue  in  service  for  many  years.  An  increase  in  traffic  would,  of  course  absorb  some 
otherwise  unnecessary  employees.  However,  the  program  for  reduction  of  uneconomic 
freight  lines  will  create  even  more  unnecessary  employees,  most  of  whom  must,  under 
present  labor  contracts,  be  continued  in  employment  until  death,  resignation  or  other 
separation  from  service.  The  figures  stated  at  page  1,  above,  in  connection  with  the 
proposed  freight  system,  indicate  the  magnitude  of  the  latter  problem.  Those  figures 
however  include  only  the  costs  attributable  to  retention,  until  reduced  by  attrition,  of 
employees  rendered  unnecessary  by  reductions  in  the  size  of  the  system.  The  costs  of 
employees  who  are  unnecessary  whatever  the  size  of  the  system,  but  who  can  be  reduced 
only  by  attrition,  are  not  separately  identified  but  are  included  in  "railway  operating 
expenses"  in  Exhibit  II  of  Annex  1.  ,  ^ 

Finally  it  should  be  added  that  reductions  in  nonoperating  employees  continue 
although  in  some  aspects  of  the  Company's  business  the  limit  has  been  reached.  Total 
employment,  which  was  95,772  as  of  June  1970,  and  had  been  reduced  to  82,818  on 
June  15,  1972.  has  been  reduced  to  82.328  as  of  August  15.  1972. 
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III 

PASSENGER  DEFICITS 


IV 

TRAFFIC  VOLUME  AND  REVENUE 


fre,gJ^:sVnr"aVanynd'i:p;ns^ 

and  T"-''"'  '^^"-^^  ^^^^  — - 

continues  to  build  in  the  fomMuarte  '^^^^^^^^^  commodities.  Assuming  that  traffic 

Show  a  4%  to  70/0  ,mprovement  oveM97r^^^ 

fall  bltt^he  iTerfore^a'stT:  th':V'"v  ''''T'  ''^^^  ^^^^^       — es 

February  24   197rThI  h  «  f  "^'^^"^^^^  ^ase  Plan  study  filed  with  the  Court  on 

uary  24,  1972.  The  d,fferent,als  ,n  the  original  and  current  forecasts  are  primarSJ 
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explained  by  two  developments.  The  reduced  levels  of  freight  tonnage  and  revenues  are 
traceable  to  three  commodities  or  commodity  groups  —  coal,  iron  ore.  and  iron  and  steeL 
In  addition  the  recent  hurricane  and  floods  and  strikes  (including  strike  threats)  affected 
freight  tonnages  and  revenues  adversely,  causing  the  following  losses  durmg  the  period 


through  August: 


Tons  Revenues 


Flood  Loss  1,  100,000  $8,200,000 

Strike  Loss  500,000  $4,000,000 

1.650,000  $12,200,000 

Looking  beyond  1972.  the  upward  business  trend  so  crucial  to  an  income-based 
reorganization  is  not  so  firmly  established  that  the  Trustees  can  feel  fully  confident  that 
present  growth  in  traffic  and  revenues  will  continue  unabated.  The  revenue  level  originally 
proiected  for  the  1972-  1976  period  for  coal,  a  mainstay  commodity  for  Penn  Central, 
has  been  revised  downward  because  of  anticipated  slackening  in  the  use  of  high-sulphur 

The  Trustees  continue,  however,  to  see  evidence  of  offsetting  gains  in  many  other 
commodities,  some  of  them  highly  rated.  In  the  first  thirty-seven  weeks  of  1972.  Penn 
Central  increased  its  share  of  Eastern  District  traffic  by  3%  over  the  same  period  one  year 
ago  In  respect  of  some  commodities.  Penn  Central  has  shown  increases  over  1971  (and 
in  certain  cases,  over  the  forecast)  during  the  first  8  months  of  the  current  year. 

Reported 


Stone.  Clay  &  Glass  Prods 
Autos  &  Parts 
Grain 

Grain  Products 
Misc.  Food  Products 
Lumber  &  Wood  Products 
Pulp  &  Paper 

Chemical  &  Allied  Products 
Petroleum  Products 
Forwarder-Shipper  Assoc. 

In  addition,  the  prospects  for  solid  growth  in  piggyback  service  constitute  Penn 
Central  s  best  hope  for  sustained  overall  increases  in  volume.  So  far  this  year  piggyback 
traffic  is  up  1  8  percent  over  1971.  Within  the  last  month.  Penn  Central  has  been  authorized 
by  the  Interstate  Commerce  Commission  to  publish  round-trip  rates  on  solid  30-car  (60 
trailers)  piggyback  trains  between  New  York  and  Chicago,  and  service  began  on 
Seotember  15  So  far  the  demand  is  heavy  and  increasing. 

Piggyback  is  the  area  where,  as  previously  reported  to  the  Court,  there  is  an  enormous 
potential  for  gain  in  transferring  trailers  presently  on  the  highway  to  lower-cost 
transportation  by  rail.  Penn  Central  s  rates  must  reflect  this  cost  advantage  and,  even  more 
important,  its  service  must  continually  improve. 


Est.  1972 

1971 

(tons) 

(tons) 

7. 

200, 000 

7. 

084. 000 

-1- 

1.6 

7, 

460, 000 

7, 

182. 000 

+ 

3.9 

3, 

900, 000 

2. 

682. 000 

+ 

45.4 

4. 

980. 000 

4. 

968. 000 

+ 

0.2 

7, 

,510. 000 

7, 

499. 000 

+ 

0.1 

4, 

, 610. 000 

4, 

, 133. 000 

+ 

1  1.5 

9 

, 300. 000 

8 

, 750. 000 

+ 

6.3 

1  1 

, 000. 000 

10 

, 662, 000 

+ 

3.2 

2 

, 000, 000 

1 

. 871 . 000 

+ 

6.9 

1 

, 700, 000 

1 

. 518. 000 

+ 

12.0 
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V 

OTHER  REORGANIZATION  MATTERS 

n^rti.rf.T  ^^-^  "^'f ^''^  *°  recommend  to  the  Court  a  program  for 

partial  resumption  of  payment  of  state  and  local  taxes  in  the  last  quarter  of  this  year  Cash 

frtr^a;:s'r;  orcSiv"^^  ---^  

ri^imJnt^  Trustees  remain  nonetheless  concerned  about  the  impact,  upon  the  other 
claimants  agamst  the  estate  as  well  as  upon  taxing  bodies,  of  continued  deferra  of  taxes 
They  are  presently  exploring  a  variety  of  avenues  which  would  permit  them  to  tender  naS 

tTeirrnrrr;    1V/3  "  t  ''"^"^         "  Pe-its 'their  program  wi"lt  t'aw 

their  January  1,  1973  interim  report;  at  all  events,  developments  in  this  area  will  be 

steps  S^tJTe^ron^'nJ  n  '  ""^'""^  °"  ""T"'  '  ^'^^  the  Court  approved  certain  future 
steps  in  the  Proof  of  Claims  program.  The  Court  has  now  ordered  that  - 

.eadi  l-^^™- -^^^^ 

:^rm'p\ir;L"the?eares^"^"^"^^'^  Ooo^JTa-u'^^'fo: 

orooffnf  Ht""""'"  '^'"''"'^'"^  claimants)  who  were  previously  omitted  from  the 

proofs  of  claim  program  are  to  be  given  further  notice  of  the  requirement  of  filing  p7oofs 
of  claim  and  a  period  of  60  days  within  which  to  file- 

from  !h'  '^"''''^"'^  claimants,  most  of  whom  the  Trustees  cannot  locate,  are  to  be  exempted 
from  the  requirement  of  filing  proofs  of  claim;  c  lo  oe  exempiea 

rl.imlnV-^^^  l'^  '°  investigate  and  report  on  the  claims  of  each  claimant-  each 

c  a  mant  IS  to  be  afforded  an  opportunity  to  establish  his  entitlement  to  an^  Amount  (or 
status,  or  priority)  not  acknowledged  by  the  Trustees;  continuing  differences  Tre  to  Z 
resolved  by  settlement  or  liquidation  by  the  Court  or  a  special  mas  er  and  interested 

ci:;::";:-"'  ^°      "^^^^^""'^^ '°  °''>'^'  ^°  resoMion^of  the  cTa?ms";roS 

.ep^if:^:i^r--:~;- 

:i;h"=:rto'?;^er?of^rn; 

(f)  the  Administrator  of  the  Proofs  of  Claim  Office  is  to  maintain  a  r.,,hi;^  - 
register  containing  the  essential  terms  of  the  liquidation  of  he  c^^^s  of  e  crd  man;"^ 

:r;r:rrp;;^7a?mr 

Railroad' TrL\'o?haTfilpH  T''"'  '°  '''''  °^  «•  Kalamazoo 

xu    u  ^"  answer  consenting  to  such  adoption 

Eastern  Raikoad'hL"  h'"  '°  """^'^'^  agreement  to  operate  the  Peoria  & 

rHh  n.c  t  postponed  due  to  the  uncertainties  surrounding  the  Debtor's 

a^tSnTs^prsibii''^""'^'  °' '"^^'""^  ^"'^    ''"^  -cS:SLL 

The  Interstate  Commerce  Commission  has  affirmed  the  decision  of  Divi<iinn  -i 
g^antmajhfi^afiplication  of  the  Providence  &  Worcester  Comoar^v  for  1  .1^  . 

has^^^T.^'^"'""^^""  ^"^^'^^"^-^  ope^a^n'of  itsTnHf  r  ro^d'a^d'th: 
to       ^  >      """^  ^^'^^'^^d  under  Order  No.  1  70  stating  its  intent  on 

oi  the  Co  commence  operation  in  accordance  with  the  orde  an^cSate 

Oc  ob^r  iri'972"to   ?ford"tJ  't"  T'''''       ''''  No   iTu  n 

be^atro    iat?:'h'  ett  t^th^J^tw  '"^^  *°  ''""''^  °"       ^"^^^^  ^''^  ^^'^^  -V 
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The  decision  by  the  Court  on  the  agreement  to  settle  the  PCI  loan  matter,  described 
In  earlier  reports  of  the  Trustees,  and  now  pending  before  the  Court,  will  remove  some  of 
he  urlcertainties  w,th  respect  to  the  leases  of  Penndel  Co.  and  The  Ph,ladelph,a  Ba^t.more 
&  Washington  Railroad  Company.  A  Court  decision  on  the  settlement  with  pledgees  o 
Pennsylvania  Company  stock  will  likewise  remove  some  of  the  uncertainties  with  respect 

'°  ^%^he  studies  which  bear  on  decisions  whether  to  adopt  or  reject  various  leases  are 
proceeding  as  scheduled.  As  already  reported,  the  study  of  the  costs  °f  P;°-'dmg 
passenger  service  in  the  northeast  corridor  has  been  substantially  completed,  and  Wyer^ 
Dick  &  Co..  having  completed  its  viability  study,  is  now  turning 

of  oroiected  earnings  to  leased  lines  and  other  segments  included  m  the  15,000-mile 
sysS  proposed  for  reorganization.  Completion  of  these  studies  will  greatly  aid  m 
deciding  whether  to  adopt  or  reject  particular  leases. 

A  method  of  allocating  system  revenues  and  expenses  among  leased  lines  and  othe 
segments  of  the  Debtor  s  system  has  been  proposed  and  is  being  tested  for  reliability.  For 
easons  of  economy  and  practicability,  initial  application  of  the  system  will  be  imited  to 
leased  lines.  The  new  record  keeping  required  is  scheduled  to  be  P'^^^^^  m  effect  as  of 
January  1  1  973,  and  the  formula  for  allocating  revenues  and  expenses  will  be  completed 
and  ready  for  application  to  the  results  of  operations  in  the  first  quarter  of  1  97  J. 

The  situations  of  the  leased  lines  not  discussed  herein,  and  of  the  Pennsylvania- 
Reading  Seashore  Lines,  have  not  changed  materially  since  the  Trustees  July  1,  1972 
Report.  The  Trustees  believe,  for  the  reasons  set  forth  here  and  m  their  prior  reports  on 
executory  contracts  and  leased  lines,  that  prudent  action  is  not  yet  possible  with  respect 
TLse  Lses  and  agreements  as  to  which  no  petition  to  adopt  or  reject  has  been  f  led. 
They  recommend,  therefore,  that  the  Court  extend  until  further  order  the  Trustees  time 
to  adopt  or  reject  those  leases  and  agreements,  provided  that  the  Trustees  will  include  a 
further  report  thereon  in  their  report  due  January  1 ,  1973. 

VI 

ALTERNATIVES  TO  AN  INCOME-BASED  REORGANIZATION 

In  their  July  1  1972  Report,  the  Trustees,  while  noting  the  progress  which  had  been 
made  toward  achieving  a  conventional  private-mcome-based  ' 
t^at  a  range  of  alternatives  should  be  formulated  in  case  future  developments  force  the 
Trustees  to  the  conclusion  that  such  a  reorganization  is  not  possible.  This  ,s  not  a  position 
If  pTssimTsm  but  one  of  prudence  so  that  the  Court,  the  public  and  all  interested  parties 
may  beg'nTo  consider  the  alternatives.  The  Trustees  will  be  doing  likewise  during  the 
coming  months,  and  will  welcome  further  suggestions. 

At  the  risk  of  stating  the  obvious,  the  alternatives  to  a  P-^;-'"'=°'-^^^^^^^ 
reorganization  are  by  no  means  limited  to  complete  government  ownership  and  operation 
Nationalization  -  or  cessation  of  service  -  liquidation.  In  between  are  a  vvide  var  ety 
of  po  sib  ties,  and  an  even  wider  variety  of  combinations  of  such  possibilities.  Wha 
follows  therefore,  in  the  first  part  of  this  section  are  basic  elements  of  alternative  plans 
based  upon  public  assistance.  These  include  those  that  involve  public  funds  or  credit^  and 
those  that  do  not.  A  second  part  illustrates  how  some  of  these  elements  could  be  combined 

'  ^re1rusre:Tavr:eached  no  conclusion,  even  tentative  on  the  most  desirable 
alternative  Their  evaluation  continues  and  will  be  obviously  benefited  by  responses  to  this 
slbmission.  They  will  continue  to  evaluate  the  elements  and  combinations  of  elements. 

1.     Elements  of  Alternative  Plans 

A.     Assistance  Involving  Public  Funds 

Public  assistance  could  be  used  to  support  operating  costs,  or  to  supply  capital 
needs.  In  the  former  category  are: 
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1 .  "Need' subsidy.  Such  a  subsidy  would  make  up  any  short-fall  between  income  and 
expenses,  including  some  reasonable  compensation  to  claimants  against  the  bankrupt 
estate.  Analogies  are  the  manner  in  which  the  Federal  Government  supports  local  service 
private-enterprise  airlines,  what  foreign  governments  do  when  they  pick  up  the  "bottom 
line  deficit"  of  their  nationalized  carriers,  and  essentially  the  way  in  which,  until  recently, 
the  United  States  Postal  Service  was  supported.  The  amount  of  the  subsidy  may  also  be 
on  some  type  of  formula  set  in  advance,  such  as  the  Class  Subsidy  Rates  for  local  airlines 
or  the  Index  Subsidy  for  shipping,  which  is  designed  to  build  in  an  incentive  for  efficiency. 

2.  "Ad hoc  " subsidy.  This  is  paid  for  specified  purposes,  services  or  objectives.  Such 
a  subsidy  might  be  paid  either  for  maintaining  a  particular  line  or  for  carrying  certain  types 
of  traffic.  In  the  former  category  would  fall  a  subsidy  for  maintaining  service  over  some 
of  the  lines  excluded  from  the  system  which  the  Trustees  have  selected,  but  which  are 
deemed  essential,  or  branch  lines  which  state  or  local  governments  or  shippers  wish  to 
continue  in  operation.  In  the  latter  category  would  be  a  subsidy  for  handling  recyclable 
material  at  non-compensatory  rates  or  for  encouraging  export  trade.  Canada  has  used 
subsidies  of  the  latter  sort  for  certain  rates  on  export  grain,  and  for  maintaining  rail  service 
in  the  Maritime  Provinces.  In  many  countries  a  considerable  portion  of  passenger  service 
is  operated  at  a  loss  and  is  subsidized  in  such  a  way. 

3.  "Unloading" relief.  A  variant  of  "ad  hoc"  subsidy  is  what  may  be  called  "unloading" 
relief  —  taking  over  from  the  railroad  various  activities  which  it  has  been  required  to 
perform  at  a  loss.  The  financial  consequences  are  similar,  but  in  "unloading"  relief,  as 
distinguished  from  "ad  hoc"  relief,  the  railroad  is  no  longer  in  a  position  of  primary 
responsibility;  some  governmental  or  quasi-governmental  agency  is  interposed.  The 
obvious  examples  are  Amtrak  and  urban  transit  authorities,  but  the  pattern  could  be 
extended  —  for  example,  to  grade  crossing  elimination,  maintenance  of  overpasses  and 
bridges  by  state  highway  authorities,  public  ownership  and  operation  of  branch  or 
secondary  mileage.  "Unloading,"  in  a  somewhat  special  sense,  would  also  include 
abatement  of  all  real  estate  taxes  on  railroad  right-of-way  (many  states  already  abate  such 
taxes)  and  on  some  or  all  yard  facilities.  Any  such  "unloading"  would  doubtless  require  a 
sharing  of  the  tax  burden  by  the  Federal  Government,  since  many  local  taxing  authorities 
are  now  heavily  dependent  on  railroad  real  estate  taxes.  "Unloading"  would  also  include 
an  assumption  by  the  Federal  Government  of  all  or  a  part  of  the  costs  involved  in  reduction 
of  the  labor  force  —  the  labor  protection  liability  which  is  now  involved  in  the  present 
auarargee  of  a  lifetime  job  for  most  oXthe  railroad  s  employes.  Such  assistance  could  be 
either  a  one-time  payment  (if  the  clairnswere  liquidateBThTough  negotiation  on  a  lump-sum 
basis)  or  as  a  diminishing  payment  over  a  period  of  10-15  years. 

4.  Segregation  of  "corridor" railroad.  One  particular  form  of  "ad  hoc"  subsidy  requires 
a  more  elaborate  explanation.  The  northeastern  corridor  from  Boston  to  Washington  has 
important  characteristics  quite  different  from  those  of  the  rest  of  the  system.  As  is 
suggested  elsewhere,  the  general  inability  of  passenger  service  to  be  supported  from  the 
fare  box,  plus  the  huge  capital  costs  and  substantial  additional  maintenance  of  way  and 
signaling  expenditures  associated  with  present  and  future  high-speed  corridor  passenger 
service  will  require  heavy  public  support  of  as  much  as  two-thirds  of  the  corridor  s 
activities.  Given  present  inadequate  divisions,  the  cost  of  operating  major  East  Coast 
freight  terminals  and  the  cost  of  dovetailing  corridor  freight  service  with  the  high  volume 
of  priority  passenger  service,  corridor  freight  service  would  probably  continue  to  be  less 
profitable  than  that  on  the  remainder  of  the  Penn  Central  system.  Despite  its  financial 
problems,  however,  the  northeastern  corridor  is  clearly  essential  in  the  national  and 
regional  interest  for  both  economic  and  environmental  reasons. 

The  rest  of  the  Penn  Central  system  is  primarily  a  freight  railroad  with  relatively 
marginal  intercity  passenger  service  and  commuter  service.  Although  under  present 
conditions  the  rest  of  the  system  loses  money  as  a  whole,  it  can  be  made  self-supporting 
with  much  less  difficulty  than  the  corridor. 

The  foregoing  considerations  suggest  that  the  operating  property  and  facilities  of  the 
northeastern  corridor  could  be  segregated  from  the  balance  of  the  railroad  by_CQnve^ng 
them  to  a  separate  corporation  or  otherwise,  in  order  that  public  funds  could  be  directed 
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toward  this  portion  of  the  system  in  any  of  the  variety  of  ways  stated  in  this  Report 
Participation  in  such  subsidies  by  state  and  local  agencies  as  well  as  by  the  Federal 
Government  might  well  be  anticipated. 

In  the  category  of  public  assistance  in  meeting  capital  costs  are  the  following: 

5  Acquisition  of  right-of-way.  Partial  government  ownership  rather  than  complete 
nationalization  could  be  achieved  by  government  purchase  of  the  railroad  s  right-of-way, 
with  a  provision  for  the  railroad  s  use  of  the  line.  The  purchase  could  be  of  the  entire  right- 
of-way  or  only  a  part  of  it;  it  could  be  of  all  railroads  or  only  of  those  in  the  part  of  the  country 
where  present  railroad  bankruptcies  are  concentrated.  The  acquisition  could  be  limited  to 
the  underlying  right-of-way.  or  could  include  improvements  and  auxiliary  plant  facilities 
such  as  freight  terminals.  The  essential  feature  is  a  governmental  taking  over  the  costs 
associated  with  the  basic  •right-of-way."  as  is  the  case,  in  one  way  or  another,  with 
highways,  waterways  and  airways. 

6  Car  supply.  Government  assistance  in  providing  freight  cars  is  another  possibility. 
The  perennial  shortage  of  cars  at  the  right  place  at  the  right  time,  compounded  by  the 
present  strong  trend  toward  special  or  specially  equipped  cars  that  move  under  load  in 
only  one  direction,  has  prompted  a  variety  of  proposals  for  government  assistance  -  by 
way  of  cheaper  or  more  available  credit  m^eyen  a  publicly  owned  freight  carjleet.  A 
correlative  approach  would  be  government  funds  to  develop  and  install  a  computerized 
car  control  system  on  a  nationwide  basis,  since  improvement  in  freight  car  utilization  would 
have  the  same  effect  as  adding  more  cars  to  the  nation  s  fleet. 

7  Loans  and  guarantees.  Loans  or  loan  guarantees  offer  a  different  means  of 
assistance  The  United  States  has  already  guaranteed  a  loan  to  the  Trustees  from  private 
investors  of  $100  million.  Loans  and  loan  guarantees  were  the  devices  used  by  the 
Reconstruction  Finance  Corporation  when  a  third  of  the  railroad  mileage  of  the  United 
States  was  in  bankruptcy.  They  are  being  proposed  as  a  basis  for  some  relief  from  the  costs 
of  repairing  the  damage  caused  by  the  recent  hurricane  and  floods.  Loans  or  guarantees 
might  also  be  made  available  for  the  purpose  of  retiring  existing  debt  and  claims  at  less 
than  face  value,  with  the  consequent  reduction  of  fixed  charges  and,  doubtless,  of  litigation 
in  the  bankruptcy  proceeding. 

B.  Assistance  Not  Involving  Public  Funds 

The  possibilities  involving  no  government  funds,  now  to  be  discussed,  are 
nonetheless  primarily  within  the  power  of  government  to  grant,  or  require  the  active 
cooperation  of  government  and  other  parties,  such  as  other  railroads. 

1  Equitable  relief  There  are  a  number  of  areas  in  which  some  legislative  action  could 
correct  inequities.  The  Congress  appears  to  be  willing  to  move,  for  example,  against  local 
taxes  which  discriminate  against  railroad  property.  In  only  one  of  these  areas,  however^ 
would  there  be  a  prospect  of  material  improvement  for  Penn  Central  -  legislation  designed 
to  permit  a  prompt  resolution  of  the  inequity  resulting  from  the  present  division  of  rates 
between  the  southern  and  certain  western  railroads,  on  the  one  hand,  and  the  eastern 
railroads,  including  Penn  Central,  on  the  other.  Present  Interstate  Commerce  Commission 
procedures  and  practices  result  in  inordinate  delays,  and  delay  itself  is  one  of  the 
inequities  Penn  Central  has  already  urged  a  partial  remedy  in  addition  to  present  court 
remedies  -  that  any  change  in  divisions  be  made  retroactive  to  the  commericement  of 
the  ICC  proceeding  in  order  to  reduce  the  incentive  to  prolong  the  proceeding.  Legislation 
might  also  direct  a  prompt  Commission  decision,  with  retroactivity  to  the  date  of  the 
legislation,  and  with  an  appropriation  of  the  extra  funds  needed  by  the  Commission  to 

make  promptness  possible.  ,     „  ■    ^-       ,  i 

2  Segregation  of  non-rail  assets.  The  Trustees"  Plan  for  Reorganization  of  Apri  1 
1 972  presupposes  that  substantial  benefits  from  the  development  or  sale  of  Penn  Central 
non-operating  real  property  would  accrue  to  the  reorganized  railroad.  (The  discussion  in 
this  section  excludes  Pennsylvania  Company  properties,  which  would  be  disposed  of.) 
Under  the  Plan,  the  lien  of  New  System  Mortgage  Bonds  is  limited  to  operating  property; 
this  would  make  it  possible  to  form  a  separate  real  estate  subsidiary  of  the  reorganized 
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company  which  could  maximize  the  development  potential  of  these  properties  If  a  private- 
income-based  reorganization  is  attained,  the  benefits  from  real  estate  rents,  sales  or 
development  could  provide  a  valuable  cushion  protecting  the  long-term  viability  of  the 
reorganized  railroad  under  cyclical  changes  in  the  economy. 

The  Real  Estate  Reorganization  Board  created  by  the  Trustees  in  July  has  identified 
338  parcels  of  non-operating  real  estate  at  various  locations  scattered  over  the  Penn 
Central  system  with  a  probable  individual  value  of  more  than  SI 00,000  each,  and  with 
an  aggregate  value  in  the  range  of  $600,000,000  to  $650,000,000. 

This  total,  which  includes  seven  mid-Manhattan  properties  under  contract  of  sale 
subject  to  Court  approval,  comprises  income-producing  properties  already  developed  to 
their  highest  and  best  use;  other  properties  yielding  less  than  optimum  income  pending 
redevelopment  planned  or  in  progress:  abandoned  yard  and  terminal  facilities  producing 
little  income  but  suitable  for  development  over  time;  and  vacant  parcels  whose  location 
is  valuable  in  relation  to  the  plans  of  other  developers. 

The  current  cash  flow  from  the  income-producing  properties  is  between  $25  and  S30 
million  annually  before  property  taxes.  State  and  local  taxes  on  these  properties  are 
currently  running  at  the  rate  of  SI  2.5  million  a  year.  Redevelopment  of  properties  might 
cause  property  taxes  to  rise,  but  any  such  increase  should  be  modest  in  relation  to  the 
attendant  enhancement  in  values  and  in  cash  flow. 

Kuhn,  Loeb  &  Co.  and  Jackson-Cross  Co.,  financial  and  real  estate  consultants  to  the 
Trustees,  believe  that  a  real  estate  entity  formed  to  hold,  manage,  develop  and  —  where 
appropriate  —  sell  Penn  Central  non-operating  properties  would  be  financially  viable. 

An  alternative,  therefore,  is  such  a  separation  of  the  non-operating  real  estate  from 
the  railroad.  The  proposed  real  estate  company  could  be  a  wholly  owned  subsidiary  of  the 
railroad,  or  it  might  be  less  than  wholly  owned,  with  a  portion  of  the  equity  securities 
distributed  to  claimants  or  made  available  on  appropriate  terms  to  unaffiliated  interests 
such  as  co-venturers  in  development  projects.  In  the  opinion  of  Kuhn,  Loeb  &  Co.,  real 
estate  placed  in  a  separate  company  would  produce  substantially  greater  values  in  new 
senior  and  junior  securities  for  distribution  to  claimants  than  would  obtain  without  such 
a  separation.  Furthermore,  if  a  purely  private-income-based  reorganization  is  not  feasible, 
the  additional  values  created  by  separation  of  non-rail  assets  could  make  a  substantial 
contribution  towards  satisfying  the  claims  against  Penn  Central.  To  the  extent  this  is  done, 
the  public  contribution  required  for  the  railroad  from  government  agencies  or  shippers 
would  be  reduced. 

The  Trustees  have  reviewed  current  sales  under  consideration  as  well  as  the 
proposed  disposition  of  their  stock  interest  in  Pennco  in  the  light  of  this  possible 
alternative.  Since  litigation  is  pending  or  may  be  brought  in  connection  with  those 
transactions,  it  is  appropriate  only  to  comment  that  the  Trustees  find  no  inconsistencies^ 

3.  Eastern  railroad  restructuring.  That  most  eastern  railroad  mileage  is  now  in 
bankruptcy  necessarily  suggests  that  the  problems  to  be  solved  are  regional  and  that  a 
regional  approach  —  a  restructuring  of  the  entire  eastern  railroad  system  —  would  be  an 
alternative,  perhaps  requiring  a  quasi-government  corporation  with  opportunity  for  private 
participation.   - 

4.  Sales  to  others.  One  alternative  short  of  outright  liquidation  would  be  the  sale  of 
all  or  of  some  Penn  Central  lines,  appropriately  grouped,  to  any  prospective  purchaser 
offering  a  reasonable  price.  Lines  for  which  no  such  purchaser  came  forward  would  be 
dealt  with  under  other  alternatives. 

2.  Possible  Combinations 

As  already  indicated,  the  elements  or  alternatives  can  be  combined  in  a  variety  of 
ways.  The  three  combinations  which  follow  are  stated  generally  and  only  for  purposes  of 
illustration. 

A.  "Intermediate"  Mileage.  As  already  noted,  there  is  considerable  mileage  in  the 
present  Penn  Central  system  which  falls  in  what  may  be  described  as  an  intermediate 
category.  This  is  mMeage  which  produces  net  operating  losses  but  which  cannot  be 
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eliminated  without  also  producing,  in  the  short  term,  labor  protection  costs  eyen_greater 
tRarrthe  present  losses.  Some  of  this  mileage  could  well  be  deemed  "essential"  in  any 
-governmental  evaluation  of  "essential  railroad  mileage,"  and  some  of  it  might  well  not 
qualify  for  abandonment  under  the  current  abandonment  standards  of  the  Commission. 

A  combination  of  elements  could  permit  Penn  Central  to  take  advantage  of  the 
greater  net  operating  income  potential  of  the  smaller  system.  A  subsidy  might  be  provided 
by  the  Federal  Government  for  those  portions  of  this  intermediate  mileage  deemed 
essential,  in  whatever  amount  was  necessary  to  bring  the  contribution  of  that  mileage  up 
to  the  level  of  the  remainder  of  the  system.  If  revenues  on  a  portion  increased,  the  subsidy 
would  decrease  or  terminate  entirely.  Alternatively,  such  essential  mileage  could  be 
acquired  by  the  government  outright.  In  either  event,  this  mileage  would  continue  to  be 
operated,  and  the  labor  protection  costs  which  would  result  from  its  abandonment  would 
be  avoided. 

Whatever  part  of  the  "intermediate"  mileage  was  neither  subsidized  nor  acquired 
would  be  abandoned,  and  the  Federal  Government  would  undertake  to  assume  the 
resulting  labor  protection  costs.  A  combination  of  federal  and  state  or  local  funds  to 
achieve  all  this  could  be  worked  out.  This  combination  of  elements  could  of  course  be 
combined  with  other  forms  of  relief,  which  would  reduce  the  amounts  necessary  for 
subsidy.  This  combination  could  also  provide  for  a  reexamination  by  the  Federal 
Government  at  periodic  intervals  to  determine  whether  particular  intermediate  mileage 
being  subsidized  should  be  purchased  or  abandoned.  It  is  likely  that  the  same  combination 
of  elements  could  be  used  in  a  coordinated  way  for  all  bankrupt  eastern  railroads. 

B.  "Corridor"  acquisition.  The  separation  of  the  northeast  corridor  portion  of  the 
present  Penn  Central  system  referred  to  at  pages  9-10  could  be  combined  with 
government  acquisiton  of  the  right-of-way  and  fixed  plant  in  that  corridor.  Much  of  the 
mileage  in  the  northeast  corridor  is  now  primarily  used  by  Amtrak  or  one  of  the  urban 
transit  authorities  or  both,  and  thus  is  already  devoted  to  non-commercial,  quasi- 
governmental  use.  The  viability  of  the  remainder  of  the  present  Penn  Central  system  would 
be  enhanced  if  the  corridor  burdens  were  entirely  eliminated.  Freight  operations  in  the 
corridor  would  be  preserved  and  paid  for. 

This  alternative  could  be  combined  with  the  alternative  mentioned  in  the  preceding 

SGCtion  A  t 

C  Three  entities.  A  jstill  further  package  would  combine  the  separation  of  the 
northeastern  corridor  and  the  separation  of  the  non-operating  real  estate  described  at 
pages  10-  1  1.  This  would  result  in  three  components:  the  northeast  corridor  rail  system, 
the  balance  of  the  rail  system,  and  the  non-operating  real  estate.  As  already  indicated,  the 
rail  system  in  the  northeast  corridor  would  be  subsidized.  The  remaining  privately  owned 
rail  system  would  be  able  to  stand  on  its  own  feet,  or  could  be  enabled  to  do  so  by  some 
of  the  alternatives  already  noted.  The  real  estate  component,  as  a  separate  entity,  would 
provide  a  substantial  amount  for  the  claimants  against  the  bankrupt  estate,  reducing  the 
amount  of  compensation  required  from  other  sources. 

CONCLUSION 

Many  interests  in  this  reorganization,  especially  those  involved  with  creditors'  rights 
have  expressed  impatience  at  the  progress  made  towards  attaining  the  prerequisites  of 
a  successful  reorganization.  Many  also  have  interpreted  the  Trustees'  willingness  to 
develop  and  explore  alternatives  to  a  conventional  plan  as  an  expression  of  doubt  that  a 
successful  reorganization  can  be  achieved. 

Such  reactions  are  not  surprising,  but  in  view  of  the  magnitude  of  the  problems,  the 
Trustees  believe  their  approach  is  the  correct  one.  As  noted  in  the  Trustees  ?rehr^^mry 
Report  of  February  10,  1971,  "the  conditions  to  Penn  Central's  viability  are  hard  and 
introduce  factors  that  go  far  beyond  the  normal  boundaries  of  a  railroad  reorganization 
proceeding  under  Section  77."  In  the  main,  the  Trustees  consider  progress  to  date 
satisfactory. 
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Further,  the  exploration  of  alternatives  cannot  be  considered  as  any  indication  of  a 
retreat  from  the  Trustees'  unequivocal  preference  for  a  reorganization  within  private 
enterprise.  Nor  can  it  be  interpreted  as  a  lack  of  confidence  in  the  feasibility  of  such  a 
reorganization.  Creative  government  involvement  has  always  figured  in  the  Trustees'  plans 
Again,  as  early  as  their  February  10,  197  1  Report,  the  Trustees  noted  that  an  overriding 
problem  of  Penn  Central  is  its  "obligation  to  perform  as  a  public  service  company  in  certain 
areas  and  under  certain  conditions  which  simply  do  not  lend  themselves  to  profitable 
operations,  no  matter  who  the  operator  is,  or  how  efficient.  The  only  possible  remedy  here 
IS  for  public  authority  to  lend  its  hand  to  a  speedy  elimination  of  the  conditions  which 
produce  the  losses,  or  respond  with  adequate  compensation  if  it  insists  upon  a  continuance 
of  the  conditions.  " 

Finally,  whatever  the  precise  form  the  plan  of  reorganization  finally  takes,  it  will  be 
based  upon  a  continuation  of  the  bulk  of  the  railroad  s  services.  Penn  Central  is  simply  too 
important  in  the  national  transportation  system  for  any  other  result  seriously  to  be 
considered.  For  that  reason,  steps  taken  in  the  interim  to  improve  the  railroad"s  plant  and 
service  can  only  serve  to  enhance  its  value,  for  the  benefit  of  its  owners  no  less  than  for 
the  public  good. 

Respectfully  submitted. 

GEORGE  P.  BAKER.  RICHARD  C.  BOND, 
JERVIS  LANGDON.  JR.  AND  WILLARD 
WIRTZ.  TRUSTEES  OF  THE  PROPERTY 
OF  PENN  CENTRAL  TRANSPORTATION 
COMPANY,  DEBTOR. 

By     /$/  Jervis  Langoon.  Jr. 
One  of  the  Trustees 

/s/  Robert  W.  Blanchette 
Robert  W.  Blanchette 
Counsel  for  Trustees 

/s/  Covington  &  Burling 
Covington  &  Burling 
Special  Counsel  for  Trustees 

Dated:    October  2.  1972 
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ANNEX  1 


VIABILITY  STUDIES 
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PENN  CENTRAL  TRANSPORTATION  COMPANY       wvEP.otcH  s  CO. 


September  25,  1972 

Prepared  by  Wyer,  Dick  &  Co. 
Newark,  New  Jersey 


TfiMSPOnTATlON  CONSULTANTS 


I.       DESCRIPTION  OF  STUDIES 

At  the  request  of  the  Trustees  we  have  studied  the  potential  viability  of  Penn  Central 
freight  rail  networl<s  of  approximately  1  1,000  and  15,000  road  miles  in  size. 

The  1  1,000  mile  system  consists  of  major  through  routes  and  known  high-density 
feeder  lines.  The  15,000  mile  system  is  the  railroad  that  results  after  abandonment  of 
approximately  5,000  route  miles  which  are  included  in  the  present  Penn  Central 
abandonment  program. 

The  detailed  parameters  of  each  network  studied  are  shown  in  Exhibit  I,  attached, 
and  are  portrayed  on  the  accompanying  map.  It  should  be  clearly  understood  that  the 
systems  represented  on  the  map  are  hypothetical  and  were  established  for  study  purposes 
only.  External  forces,  such  as  hurricane  Agnes  and  the  normal  management  decision 
process,  preclude  this  map's  being  used  beyond  its  described  purpose. 

In  brief,  it  was  assumed  that  the  1  1 ,000  mile  system  came  into  being  instantaneously 
at  midnight  on  December  31,  1  97  1 .  For  comparative  purposes,  a  similar  assumption  was 
made  with  respect  to  the  15,000  mile  system.  Finally,  the  15,000  mile  network  was 
achieved  by  gradual  reduction,  in  steps  that  gave  effect  to  various  phases  of  the 
abandonment  program  through  the  year  1975,  so  that  the  ultimate  configuration  existed 
for  the  entire  year  1976. 

The  studies  assign  revenue  to  each  segment  based  on  an  analysis  of  actual  origins 
and  destinations,  plus  an  evaluation  of  traffic  which  otherwise  might  be  lost  through 
abandonment  to  determine  that  which  might  be  retained  through  alternate  origins  and 
destinations. 

Operating  costs  were  assigned  by  a  formula  which  reflected  the  size  of  the  road,  the 
volume  of  operations  and  anticipated  density  of  traffic. 

A  sophisticated  computer  Model  represented  the  lines  to  be  studied  and  was  used 
to  accumulate  revenue  and  related  transportation  units. 

The  base  year  for  the  studies  was  1  97  1  and  the  traffic  and  revenue  projections  made 
by  Temple,  Barker  &  Sloane  were  applied  to  produce  results  for  the  years  1 973  to  1 976, 

inclusive.  .  . 

The  results,  thus  attained,  include:  estimated  cost  escalation,  gams  in  productivity, 
and  crew  manning  assumptions  based  on  current  labor  agreements  and  negotiations. 

The  studies  also  include  estimates  of  non-recurring  expenditures  to  stabilize 
maintenance  levels  and  to  provide  for  the  cost  of  labor  protection. 

It  should  be  understood  that  the  rail  networks  described  above  are  not  comparable 
to  any  existing  railroad,  particularly  in  the  territory  served  by  Penn  Central.  The  1  1,000 
mile  road  to  a  great  degree,  and  the  1  5,000  mile  road  to  a  lesser  degree,  represent  a  new 
type  of  transportation  system  consisting  of  main  lines  and  high  density  feeder  lines.  The 
concept  requires  scattered  shippers  not  located  in  highly  industrialized  areas  to  come  to 
■Thi^road  rather  than  having  the  rail^r_oxd_£2iIl£-lo_them.  The  economic  burden  of 

 ^isseTTgeT-srrvTce-s  asiGmWlo~b'e  "borne  elsewhere;  and  the  ability  to  abandon  lines 

which  do  not  fit  the  concept  is  a  sine  qua  non.  Finally,  rationalization  of  labor's  "rights 
and  the  railroads  "needs"  is  considered  as  achievable. 
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II.  SUMMARY  OF  RESULTS 

The  results  of  the  several  studies  (shown  in  detail  in  Exhibit  II)  are  summarized  in  the 
table  below: 

NET  RAILWAY  OPERATING  INCOME 
(In  Millions  of  Dollars) 

System  1973         1974         1975  1976 

II,  000  MILES  (131.9)  (55.4)  31.3  102.7 
15,000  MILES  (51.6)  33.8  130.8  212  4 
15,000  MILES  -  IN  STEPS         (67.6)          26.6        120.4  212.4 

(  )  —  Denotes  Deficit 

III.  ASSUMPTIONS 

The  following  assumptions  were  made: 

1.  Each  rail  network  will  handle  freight  only  and  passenger  operations  will  not 
constitute  a  burden  in  any  way.  This  assumption  goes  beyond  the  concept  that 
passenger  service  is  self-sustaining;  it  assumes,  in  essence,  that  the  passenger 
service  does  not  exist. 

2.  The  allocation  of  revenues  and  costs  between  freight  and  passenger  services,  shown 
in  the  Form  A  Report  to  the  Interstate  Commerce  Commission  for  the  year  1971,  was 
used  as  a  base  for  all  studies.  If  other  studies  now  in  progress  substantiate  different 
allocations,  modifications  can  be  made  to  reflect  these  changes. 

3.  The  studies  are  based  on  197  1  revenues  and  unit  costs  except  for  specifically 
described  adjustments  for  improvements  in  efficiency  and  labor  productivity  which 
reflect  either  changes  already  put  into  effect  at  the  time  the  study  was  made  or  future 
changes  which  are  believed  to  be  reasonable  and  obtainable. 

Adjustments  were  made  to  1971  revenues  and  traffic  levels  to  reflect  increased 
tonnage,  change  in  traffic  mix  and  change  in  rate  levels  as  projected  by  Temple, 
Barker  &  Sloane,  Inc. 

Adjustments  were  made  to  1971  costs  to  reflect: 

a.  Higher  average  gross  tons  per  locomotive  unit  on  main  line  and  primary  feeder 
lines  where  daily  service  is  involved. 

b.  Greater  average  number  of  cars  per  train  obtainable  on  a  higher  density  railroad. 

c.  Reduced  number  of  car  handlings  reflecting  the  continuing  trend  of  greater  use 
of  assigned  equipment 

d.  Reduced  number  of  intermediate  switches  per  loaded  car  handled  due  to  higher 
ratio  of  through  traffic  and  empty  car  blocking  efficiencies. 

e.  Improved  car  utilization  to  reflect  improvements  already  achieved. 

f.  Increased  average  net  tons  per  carload  due  to  the  continuing  trend  toward 
increased  average  car  capacity. 

g.  Increased  labor  productivity  reflecting  historic  trends  and  the  effects  of 
continuing  capital  expenditures 

h.  Estimated  savings  from  implementation  of  the  current  labor  agreements  and 
negotiations  relating  to  crew  manning. 

i.  Normalization  of  maintenance  costs. 

4.  Appropriate  factors  were  applied  to  operating  expenses,  rents  and  taxes,  to  provide 
for  the  escalation  of  costs  in  the  years  1973  through  1976. 
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IV  DESCRIPTION  OF  COMPUTER  MODEL 

The  Rail  Freight  Model  is  designed  to  facilitate  evaluation  of  the  effect  of  various 
alternatives  in  rail  freight  plant  and/or  operations.  It  is  a  hypothesis-testing  model, 
combining  management  judgment  and  computer  analysis  to  maximize  operating  income^ 

The  Model  is  comprised  of  data  describing  the  system  under  study,  and  a  series  of 
programs  to  operate  on  the  data.  The  data  include: 

1        A  numeric  description  of  the  rail  network. 

The  network  is  represented  as  an  ensemble  of  nodes  and  segments,  with 
pertinent  characteristics  assigned  to  each  node  and  segment. 

2.       A  numeric  description  of  the  traffic  handled  by  the  system  during  a  base  period. 

The  traffic  is  represented  by  records  describing  the  revenue,  carloads,  and  net 
tonnage  for  each  type  of  traffic  between  each  origin-destination  pair. 
Processing  is  performed  in  three  major  steps: 

1.  Routing  of  Traffic.  . 

A  route  is  developed  for  each  origin-destination  pair,  in  accordance  with  a 
transportation  policy  specified  for  the  run.  Classification  yards  are  identified  for 
each  route. 

2.  Traffic  Analysis. 

The  loaded  car  movements  are  accumulated  by  segments  and  nodes,  and 
procedures  are  applied  to  develop  other  characteristics  such  as  empty  car, 
locomotive  and  train  densities,  gross  tonnages,  and  fuel  consumption.  Totals 
are  generated  by  segment,  node,  yard,  and  for  the  system.  Additionally,  the 
network  may  be  divided  into  regions,  and  region  summaries  produced. 
3       Cost  Analysis.  u    .  « 

Application  of  appropriate  cost  factors  to  the  data  developed  in  the  traffic 
analysis  produces  the  operating  cost.  Cost  summaries  are  prepared  by  ICC 
account  code 

V.  ESTIMATED  REVENUES 

1  Bases  of  Estimates.  .  u.  o   « 

Revenue  estimates  were  based  on  an  analysis  of  the  summarized  Freight  Revenue 

Accounting  (FRA)  tapes  for  the  year  1971.  Revenue  movements  were  sorted  by  origin  and 
destination  and  revenues  for  each  movement  where  both  the  origin  and  destination  were 
on  the  road  being  studied  were  accumulated.  For  this  purpose  a  junction-on  vvas 
considered  to  be  an  origin  and  a  junction-off  was  considered  to  be  a  d^^^'-^--  ^  ^ 
same  time  that  the  revenues  were  collected,  traffic  was  sorted  into  basic  commodity 
groups  to  permit  projection  of  the  future  and  better  analysis  of  potential  traffic  retention. 

2  Traffic  Retention  Studies. 

■  In  preparation  for  this  study.  Traffic  Department  field  representatives  were  burnished 
with  maps  and  descriptions  of  networks  being  studied  and  were  asked  to  evaluate  the 
possibility  of  retaining  traffic  originating  or  terminating  on  lines  in  their  district  which  were 
proposed  to  be  abandoned.  These  estimates  were  reviewed  and  in  some  instances  revised 
by  depa^ment  officials  and  were  used  as  a  basis  for  judgments  with  respect  to  individual 

"""""am  off-line  traffic  movements  were  printed  out  and  were  individually  examined  by 
a  special  team  with  traffic  and  operating  experience.  This  team  used  ^he  pnor  evaluations^ 
deferred  to  above,  to  determine  what  portion  of  the  traffic  might  be  retained  through  new 
origin,  destination  or  junction  stations.  In  each  case  the  mileage  and  revenues  were  revised 
tn  rpflpct  the  chanqed  movement. 

Orerai?  5eten' on  ranged  from  21%  to  25.8%  of  the  gross  revenues  that  had 

previously  been  excluded. 

3  Method  of  Revenue  Statement. 

Since  the  FRA  tape  records  gross  revenues,  it  was  necessary  to  equate  such  revenues 
to  Account  101,  which  ,s  the  level  reported  to  the  Interstate  Commerce  Commission.  The 
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difference  is  accounted  for  by  absorptions,  adjustments,  etc.  The  1971  actual  relationship 
of  95.38%  was  used. 

4.  Projections  of  Future  Traffic  Levels. 

Future  traffic  levels  were  projected  on  the  basis  of  the  report  made  by  TBS  and 
reflected  changes  in  traffic  mix  as  well  as  total  projected  tonnage  for  the  years  1973 
through  1976.  TBS  estimates  were  expressed  in  terms  of  percentage  changes  which  were 
then  applied  by  major  commodities  to  the  base  year  traffic  handled  on  the  several  roads, 
including  traffic  retention. 

5.  Projections  of  Future  Rate  Levels. 

Future  rate  levels  and  therefore  the  amount  of  total  freight  revenue  were  projected 
on  the  same  basis  used  by  TBS  in  their  report.  It  was  assumed  that  rate  levels  would 
increase  sufficiently  to  absorb  most  of  the  projected  cost  escalation  for  each  year  over  and 
above  that  portion  absorbed  by  improvements  in  productivity.  The  assumed  absorption 
was  90%  in  1973,  92%  in  1974,  95%  in  1975  and  97%  in  1976.  Such  absorption  was 
assumed  to  be  at  the  rate  of  50%  in  the  first  year  following  and  full  recovery  in  the  second 
year  following. 

6.  Other  Revenues. 

Joint  facility  Debits  and  Credits  (Accounts  151  and  152)  were  adjusted  to  reflect  a 
point  by  point  analysis  to  determine  what  joint  facilities  would  be  on  the  several  networks. 

The  remaining  revenue  accounts  making  up  total  freight  revenues,  i.e.:  Mail  (Account 
106),  Express  (Account  107),  Switching  (Account  110),  Water  Transfers  (Account  1  13), 
Storage-Freight  (Account  135),  Demurrage  (Account  137),  Rents  (Account  142)  and 
Miscellaneous  (Account  143)  were  expressed  as  a  ratio  to  Account  101  in  the  base  year 
for  each  of  the  study  networks  and  were  assumed  to  remain  unchanged  through  1976 
since  these  accounts  are  not  normally  affected  by  general  freight  rate  increases. 

VI.  ESTIMATED  OPERATING  COSTS 

1.  Description  of  Costing  Procedures. 

The  costing  procedures  in  essence  involved  the  assignment  of  a  portion  of  the  total 
freight  expense  shown  in  Penn  Central's  Annual  Report  Form  A  to  the  Interstate  Commerce 
Commission  for  the  year  1971  to  each  of  the  systems  studied  to  reflect  the  effect  of 
anticipated  changes  in  size  of  the  plant,  traffic  volume,  methods  of  operation  and  resulting 
traffic  density. 

In  order  to  approximate  reality  and  to  reflect  the  changes  outlined  above,  the  primary 
accounts  were  separated  into  special  study  groupings  with  the  accounts  in  each  group 
having  a  homogeneity  which  demands  like  treatment  and  analysis. 

2.  Key  Sub  Studies  requiring  separate  handling  are  the  following; 
Organizational  Analysis 

The  accounts  in  this  study,  which  have  to  do  with  supervision,  management  and 
traffic,  are  not  considered  to  be  variable  with  moderate  increases  or  decreases  in 
traffic.  Their  size  is  established  by  the  overall  size  of  the  plant  to  be  supervised  and 
by  management  philosophy. 

Studies  were  made  to  establish  the  organization  management  and  supervision 
necessary  to  operate  the  basic  networks.  In  so  doing,  the  management  philosophy 
of  Penn  Central  was  adopted. 
Normalized  Maintenance  of  Way 

Maintenance  of  Way  expenditures  for  road  and  track  accounts  only  have  been  . 
normalized.  Such  expenses  vary  from  year  to  year,  and  the  actual  requirements  in 
any  one  year  depend  in  large  measure  upon  the  amount  of  material  applied  in 
previous  years  in  relation  to  the  volume  of  traffic  handled.  The  actual  expenditures 
in  any  given  period  are  affected  by  weather,  by  the  appropriate  cycle  of  maintenance 
for  a  particular  element  of  property  and  by  economic  factors. 
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Normal  or  average  annual  maintenance  represents  the  average  expenditures 
required  over  the  years  to  maintain  the  property  efficiently  and  takes  into  account 
the  estimated  life  of  the  various  elements  over  their  full  life  cycle. 

Stabilization  of  maintenance  levels  was  handled  in  a  separate  study  which  will 
be  discussed  later. 

Joint  Facility  Analysis 

Joint  facilities  were  analyzed  on  a  location  basis  to  establish  which  joint 
facilities  were  on  each  of  the  networks. 

Valuation  Study  Analysis 

A  special  analysis  was  made  of  the  previously  completed  valuation  studies  to 
permit  the  apportionment  of  certain  maintenance  of  way  accounts  on  a  location 
basis.  Since  detailed  maintenance  data  were  not  available  by  location,  it  was 
assumed  that  the  maintenance  on  and  off  the  networks  being  studied  was  in 
proportion  to  valuation. 
Management  Center  Location  Analysis 

This  analysis  was  used  to  place  such  expenses  as  drawbridge  operation  and 
operating  floating  equipment  on  a  location  basis. 

Distribution  of  Overheads 

Items  of  this  type,  such  as  stationery  and  printing,  are  not  directly  variable  with 
traffic  but  are  affected  by  other  accounts  which  may  be  either  fixed  or  variable.  They 
were  allocated  in  proportion  to  such  accounts  as  a  group. 
Operations  Model 

The  operations  model  as  described  in  IV  above  produced  operating  units  such 
as  car  miles,  unit  miles,  yard  engine  hours,  train  miles,  etc.  Costs  for  each  of  the 
systems  for  those  accounts  which  are  1 00%  variable  with  such  operating  units  were 
computed,  based  on  the  relationship  to  the  base  year.  For  example,  yard  operating 
expenses  vary  with  yard  engine  hours. 

VII.  ESTIMATED  RENTS  &  TAXES 

Equipment  rents  were  initially  developed  for  each  of  the  roads  studied  by  applying 
use  factors  to  the  equipment  and  equipment  costs  that  existed  in  1971.  Subsequently,  the 
Penn  Central  Director  of  Planning  Coordination  made  a  revised  equipment  acquisition 
forecast  which  resulted  in  the  adjusted  net  rents  shown  in  Exhibit  II. 

State  and  local  taxes  are  presently  represented  by  order  of  magnitude  estimates 
based  on  preliminary  results. 

VIII.  COST  ESCALATION 

Cost  escalation  factors  were  developed  for  these  studies  on  the  same  basis  that  was 
used  for  the  Base  Plan  Study.  A  combined  cost  escalation  factor  covering  wages,  fringes, 
materials,  rents,  and  taxes  was  applied  to  total  operating  expenses  including  rents  and 
taxes. 

'iX.  MAINTENANCE  STABILIZATION  STUDY 

A  study  was  made  to  determine  the  expenditures  (above  normalized)  necessary  to 
place  the  physical  plant  facilities  in  an  adequate  condition  to  handle  traffic  with  a  minimum 
of  interruptions  from  derailments  and  slow  orders.  This  study  was  conducted  in  the 
following  manner: 

1.      Track  Structure. 

An  analysis  of  expenditures  and  material  installations  over  a  17  year  period  was 
made  and  these  figures  were  compared  to  reasonable  expected  service  life  of 
materials  and  certain  conclusions  were  drawn.  Spot  field  checks  were  made  in  order 
to  check  the  accuracy  of  the  conclusions. 
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2.  Depreciable  Accounts. 

Study  was  made  from  an  analysis  of  expenditures  over  a  1  7  year  period  and  general 
spot  field  checking  to  arrive  upon  certain  conclusions. 

3.  Maintenance  of  Roadway  Machinery. 

Comparison  was  made  of  the  increase  in  capital  account  to  the  rate  of  mamtenance 
expense  m  order  to  arrive  at  a  conclusion  as  to  whether  machinery  is  receiving 
adequate  maintenance. 

It  was  assumed  that  the  required  work  could  be  performed  over  a  period  of  eiqht 
years. 

X.  LABOR  PROTECTION 

Estimates  of  the  cost  of  labor  protection  were  based  on  the  assumption  that  the  work 
force  could  only  be  reduced  by  attrition. 

For  train  and  engine  crews  an  attrition  rate  of  5%  was  applied  by  the  Penn  Central 
Labor  Relations  Department  and  their  conclusions  were  adopted  for  this  study 

Attrition  for  all  other  employees  was  taken  at  60%  of  5%  or  an  effective  rate  of  3% 
to  reflect  the  difficulty  of  filling  jobs  vacated  by  attrition  with  available  and  qualified 
employees. 

Labor  protection  cost  estimates,  including  fringe  benefits  and  payroll  taxes  are  set 
forth  below: 

1973         1974         1975  1976 
(millions  of  dollars) 

11.000  MILES  $190.9      $193.0      $193  7  $1965 

15.000  MILES  33.1  28.9  23  8  200 

15,000  MILES  in  steps  16.0  19.5  18.8  20.0 

Labor  protection  cost  is  defined  as  the  cost  of  continued  employment,  reduced  only 
by  attrition,  of  those  employees  who  would  be  made  unnecessary  because  of  reduction 
of  the  existing  system  to  the  11,000  and  15,000  mile  systems,  respectively  Labor 
protection  cost,  as  thus  defined,  does  not  include  the  cost  of  excess  trainmen  on  crews 
to  be  retained.  That  cost  is  included  in  railway  operating  expenses 
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Annex  2 
Page  1  of  3 

PENN  CENTRAL  TRANSPORTATION  COrTA^^V 
Pro  Forma  Income  Scacer^encs 
Based  on  Viability  SC-idies  (a) 

11,000  Miles 
(Dollars  in  Millions) 

1973  1974  197  5  1976 

set  Railway  Operating  Income  -  $(131.9)  $(55. A)        $31.3  $102.7 

Freight  Service  (b) 

Net  Railway  Operating  Income  - 

Passenger  Service  (c)  (c)  (c)  (c; 

Trustees  Administrative  Expenses  (>.5  S.5   (>.5  _   6j_5_ 

Sub  Total  (138.4)  (61.9)         24.8  96.2 

Non-Operating  Income 

Less  Miscellaneous  Deductions  36.9  36.9  Jb.V  -5b. ^ 

Income  Available  for  Fixed  Charges  $(101.5) 


S(25.0)        $61.7  $133.1 


(a)    Excludes  impact  of  property 
retirements  or  sales  of 
lines  outside  system  studied. 
Also  excludes  profit  from 
major  sales  of  non-operating 
property. 

(b)  Includes  deduction  of  the  follow- 

ing items: 

Depreciation  of  property  used 

in  freight  service  -  road  $19.7  $19.7         $19.7  $19.7 

-  equipment    45.5  47.0  47.2  47.8 

State  and  local  taxes  on  prop- 
erty used  in  freight  service        46.6  48.2  49.7  51.2 

Lease  rentals  for  freight 

service  equipment  90.1  94.6  9^.7  100.0 

(c)  Assumed  to  be  sufficient  to 

cover  return  on  "apital 
investment  in  passenger 
service . 


KUHN  .  LOEB  &  CO. 
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Annex  2 
Page  2  of  3 


P£HN  CENTRAL  TRANSPORTATION  COMPANY 
Pro  Korma  lncc~e  Scacor-cnts 
Based  on  Viability  Studies  (a) 


Net  Railway  Operating  Income 
Freight  Service  (b) 


15,000  Miles 
(Dollars  in  Millions) 

1973 
$(51.6) 


Net  Railway  Operating  Income  - 

Passenger  Service  (c) 

Trustees  Administrative  Expenses  6.5 

Sub  Total  (58.1) 

Non-Operating  Income 

Less  Miscellaneous  Deductions  36.9 


Incone  Available  for  Fixed  Charges  $(21.2) 


197A 
$33.8 

(c) 
6.5 
27.3 

36.9 
$64.2 


1975 
$130.8 

(c) 
6.5 
124.3 


36.9 

5161.2 


1976 
$212.4 

(c) 
6.5 
205.9 


36.9 

$242.8 


(a)    Excludes  impact  of  property 
retirements  or  sales  of 
lines  outside  system  studied. 
Also  excludes  profit  from 
major  sales  of  non-operating 
property. 


(b)  Includes  deduction  of  the  follow- 

ing items: 

Depreciation  of  property  used 
in  freight  service  -  road  $23.0 
-  equipment     52. 7 

State  and  local  taxes  on  prop- 
erty used  in  freight  service  53.1 

Lease  rentals  for  freight 

service  equipment  94.1 

(c)  Assumed  to  be  sufficient  to 

cover  return  on  capital 
Investment  in  passenger 
service. 


$23.0 
53.6 


55.1 


104.1 


$23.0 
54.3 


55.1 
110.8 


$23.1 
55.0 


58.5 
116.8 


KUHN,  LOEB  &  CO. 
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Annex  2 
Page  3  of  3 


PENH  CENTRAL  TRANSPORTATION  COCANY 
Pro  Forma  Incoxc  SCatenenCs 
Based  on  Viability  Studies  (a) 

15,000  Miles  -.In  Steps 
(Dollars  in  Millions) 


Net  Railway  Operating  Income  - 
Freight  Service  (b) 

Net  Railway  Operating  Income  - 
Passenger  Service 

Trustees  Administrative  Expenses 
Sub  Total 


1973 
$(67.6) 


(c) 

6.5 
(74.1) 


1974 
$26.6 

(c) 
6.5 
20.1 


1975 
$120.4 

(c) 
6.5 
113.9 


1976 
$212.4 

(c) 
6.5 
205.9 


Non-Operating  Income 

Less  Miscellaneous  Deductions  36.9  36. y  ->t).^ 


Income  Available  for  Fixed  Charges  $(37.2) 


$57.0       $150.8  $242.8 


(a)    Excludes  impact  of  property 
retirements  or  sales  of 
lines  outside  system  studied. 
Also  excludes  profit  from 
major  sales  of  non-operating 
property. 


(b) 


Includes  deduction  of  the  follow- 
ing items: 

Depreciation  of  property  used 
in  freight  service  -  road  $24.2 
-  equipment  54,2 


(c) 


State  and  local  taxes  on  prop- 
erty used  in  freight  service 

Lease  rentals  for  freight 
service  equipment 

Assumed  to  be  sufficient  to 
cover  return  on  capital 
Investment  in  passenger 
service . 


53.1 


94,1 


$23.6 
54.6 


55,1 
104,1 


$23,2 
54.6 


55,1 


110,8 


$23.1 
53.9 


58.5 
116.8 


KUHN.  LOEB  &  CO. 
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Exhibit  56 

January  4,  1961. 

J.  D.  M. :  Perhaps  you  have  not  seen  the  statement  of  July  12th,  prepared  by  the 
Director  of  Taxation,  showing  the  effect  of  removing  one  mile  of  track  on  our  property 
taxes. 

Note  that  the  abandonment  of  track  in  any  state  in  which  we  operate  increases  our 
taxes  in  Maryland.  On  the  other  hand,  the  abandonment  of  track  in  Maryland  i)roposes 
a  savings  2  to  4  times  that  obtained  in  any  other  state,  even  if  the  land  is  retained— and 
only  a  nominal  increase  in  taxes  occurs  in  New  Jersey  with  no  increase  in  other  states. 

This  statement  vigorously  demonstrates  the  need  to  eliminate  as  much  track  as  Is 
possible  within  the  State  of  Maryland.  Are  you  satisfied  that  your  Region,  within  the 
State  of  Maryland,  has  been  thoroughly  and  carefully  analyzed  in  order  to  determine  the 
maximum  amount  of  track  that  can  be  abandoned?  If  not,  .such  action  should  be  taken 
immediately. 

Please  advise. 

J.  P.  N. 


Exhibit  57 

File  073.  Tax  savings  to  be  derived  from  abandonment  of  all  necessary  tracks  and/or 
facilities. 

Tax  Savings 

Savings  in  state  and  local  taxes  are  uncertain  and  cannot  be  predicted.  Becau.se  State 
and  local  governments  are  constantly  in  need  of  new  and  additional  revenue,  lower  taxes 
that  might  have  been  expected  from  actions  we  have  taken  in  the  past  are  not  being 
realized.  Administrative  rulings,  revised  assessment  formulae,  and  increased  tax  rates 
have  wiped  out  the  prospective  reductions  even  where  the  property  tax  base  has  been 
diminished  by  abandonment.  It  is  also  a  fact  that  track  abandonments  in  one  state  that 
might  generate  tax  savings  there,  would  so  increase  taxes  in  other  states  as  to  result  in 
an  overall  tax  increase.  Further,  it  must  be  noted  that  changes  in  income  have  a  direct 
effect  on  the  property  tax  valuation  of  two-thirds  of  our  line.  Increased  income  that  must 
be  expected  from  our  program  could  result  in  increased  state  and  local  taxes 

AVPOP— February  20,  1970. 

Philadelphia.  November  24,  1969. 

R.  G.  Flannery  (1740)  :  The  attached  study  of  the  effect  on  our  over-all  taxes  of 
abandonments  in  different  states  should  be  of  interest  and  of  value  in  appraising  the  savings 
as  a  result  of  proposed  abandonments. 

It  is  startling  to  note  that  as  a  result  of  abandonment  of  line  in  one  state,  we  can 
substantially  increase  our  taxes  in  numerous  other  states. 

H.  Laboe. 


Penn  Central, 
Philadelphia,  October  21.  1968 
Mr.  D.  E.  Smuckeb  :  In  spite  of  the  fact  that  we  would  like  to  get  tracks  off  the  tax 
rolls  in  New  Jersey  and  to  get  cash  in  the  treasury  the  work  of  taking  up  tracks  on  the 
Aew  Jersey  Division  is  proceeding  at  a  snails  pace. 

I  asked  the  people  on  the  trip  last  week  to  arrange  to  sell  to  scrap  dealers  much  of  the 
yard  tracks  which  are  in  place  so  that  we  can  get  the  cash  this  year  and  get  the  tracks  off 
the  tax  rolls. 

Will  you  please  follow  up  on  this  matter. 

A.  E.  Peblman. 


October  23,  1963. 

Mb.  Saunders  :  This  refers  to  discussion  on  our  recent  inspection  trip  with  respect  to 
the  effect  of  track  abandonments  on  State  and  local  taxes  in  the  various  States  in  which 
we  operate. 

I  am  attaching  hereto  an  interesting  statement  on  the  subject,  prepared  by  our  tax 
people  at  my  request  several  years  ago.  Mr.  Warner  tells  me  that,  while  the  figures  are 
necessarily  based  oTi  a  number  of  arbitrary  assumptions,  thev  are  still  generally  valid 
•    .JV^^^l^  abandoning  track  in  the  State  of  Delaware  not  onlv  increases  taxes 

in  that  State,  but  in  Maryland  and  New  Jersey  as  well— with  an  over  all  adverse  effect 
systemwise. 

,  ..^^i^'^J''^^^  abandonments  in  other  States  have  the  effect  of  increasing  taxes  in  Mary- 
land and  N^w  Jersey,  the  net  effects  are  nevertheless  favorable  in  all  States  except  Dela- 
ware and  Pennsylvania.  Actually,  the  adverse  effect  in  Pennsylvania  (when  land  is  re- 
tained) IS  on  the  assumption  that  the  underlying  property  ceases  to  enjoy  its  tax-free  status 
as  operating  property  and  is  placed  on  the  tax  list  as  other  than  operating  property  In 

nn  riiFo  ^  "^^^  ^'^y^^f  •.  ^^'^  does  not  occur  when  one  of  two  or  more  tracks  is  abandoned- 
only  when  a  single  track  is  abandoned. 

A.  J.  G. 
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Exhibit  58  ^  ,o  kvta 

Oc?roBEB  13,  1970. 


T  R  Sullivan  ■  It  appears  from  the  Third  Quarter  1970  Branch  Line  Abandonment 

"'°^.1''"'"''^'TJ^™«  ™3'aSSalrbelng  consulted  on  abandonment  mattera, 
„e  tS  sSew^r  beue'r  T^  r^^TeTr^T,,^!  waning  time  and  paper  by  replying. 

T.  B.  (jiRAVES,  jr. 


BzHiBrr  59 


T  n  «4ttlliv AN— 1534  •  This  is  in  response  to  your  request  for  memorandum  on  the 
Mast^er  XbSnment  SogrL  covering  o^r  6,000  miles  of  our  line  currently  underwaj 

,lal  abim?   «  earn  ?e?enn;.  and  tbe  possible  aet»al  net  salvage  money  (not  bookteepmg 

''^"2  ^I^the^e^l  present  revenue,  the  actual  expenses  of  the  branch  must  be  subtracted  and 
the  estimate;  contnbSn  of  this  traffic  to  the  rest  of  the  railroad  must  be  evaluated  and 

'''TTtiLlTat^Z^T^  from  this  procedure,  the  branch  is  Profitable  from 

SnSe  for  evintual'abandonment.  At  this  point,  ^f/^^' /^^^^^mg,  C^^^^^^ 
should  evaluate  the  potential  of  the  branch  and  provide  a  set  of  figures  upon  wnic 
other  departments  could  base  possible  abandonment  studies  expenses  for 

Tf  thp  eross  revenue  of  the  branch  is  less  than  the  actual  out-of-pocKet  expeubes  xu 

exfstfnTroutes  and  3^unctions.  This  evaluation  should  be  made  for  the  purpose  of  deter- 
mining the  alternative  costs  of  handling  the  traffic  via  alternative  routes  ,„„,^„ptual 

?.^n  some  circumstances,  the  effect  of  abandonment  on  the  terms  «f  l^^^^^^^^^^^*^^ 
arrangements  with  underlying  companies,  mortgages,  etc.  have  ^f^l^  J/^^^^ 

from  an  abandonment  that  must  be  moved  into  the  hands  of  a  t^-^^^f  J^^f^^^-^l^tme^t 
than  being  made  available  for  general  railroad  purposes  requires  a  Financial  Department 
decision  n«  to  the  desirability  of  such  a  course.  •i..„„„      „nr  r.n«ts  As 

S  Still  to  be  reconciled  is  the  effect  of  increasing  circuity  of  mileage  on  our  costs.  As 
we  have  alreadv  poTnted  out.  abandonments  a-nd  other  decisions  resulting  in  circuitous 
movement  are  under  aken  by  the  Operating  Department  supposedly  reduce  cos  s  below 
those  existing  over  presentlv  effective  routes  of  movement.  However,  when  .trans  ated  by 
tSrCosfDepf rtment  thev  invariably  increase  our  costs  and  show  up  in  the  guise  of  lessened 
nrofitrbilitv  lessened  incentive  for  investment,  inability  to  quote  competitive  rates  etc 
Th^  auction  hlsT  be  r^^^^^^  It  does  not  make  sense  to  make  operating  decisions  to  cut 
JostsTat  resSi? in  increased  costs;  and  wherever  the  proposed  abandonment  involves  a 

"°%Ve%~— Js^LroSS^^^^^^^  the  present  procedure  from  a  specific 

^'^'^n'Ser  ^o^eff^itivS  an^l^le  and  determine  the  possible  side  effects  in  actual  operat^ 
ing  mUeagS  routing,  junctions  present  and  potential  traffic  flows  possible  indicated  rate 
adjuTtmefts  we  require  access  to  supporting  papers  for  each  abandonment  project.  We  re- 
ceive this  material  only  on  some  projects  at  the  present  tune. 
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In  addition  to  the  ordinary  course  of  protest  before  regulatory  bodies,  there  are  often 
special  circumstances  such  as  those  pertaining  to  the  end  of  the  Madison  Branch  (Item 
8-34  of  the  current  abandonment  project).  A  few  years  ago,  the  City  of  Madison,  Indiana, 
advanced  funds  to  the  former  PRR  to  rehabilitate  this  line  after  a  washout,  bringing  into 
question  the  feasibility  of  the  abandonment  and  the  probable  financial  outcome  in  the 
event  of  protest. 

We  note  several  inconsistencies  in  the  current  project  report — such  as  Items  8-2  and 
8-13.  The  first  proposes  to  tear  up  one  of  two  tracks  on  the  former  NYC's  Indianapolis- 
Cincinnati  Main  Line  which  is  "plagued  with  very  unfavorable  grades  and  tonnage  freight 
trains  use  the  route  via  Richmond,  Ind."  Item  8-13,  however,  suggests  abandonment  of  the 
ex-PRR  line  between  Richmond  and  Cincinnati  which  is  now  handling  the  same  tonnage 
trains.  The  latter  action  would  require  extensive  rebuilding  of  the  Cincinnati  Northern 
Branch  between  West  Manchester  and  Carlisle  Junction,  Ohio,  and  necessitate  detour  of 
these  trains  in  a  more  indirect  manner.  Such  traffic  would  then  add  to  the  congestion  of  the 
already  busy  former  NYC  Main  Line  between  Cincinnati  and  Middletown,  which  is  also 
handling  Cincinnati-Columbus  trains  rerouted  from  the  old  PRR  C&X  Branch  now  up  for 
abandonment. 

AVe  do  not  have  the  resources  within  this  Department  to  generate  all  of  the  material 
needed  to  make  the  type  of  study  indicated  by  the  criteria  set  forth  above,  which  we  believe 
to  be  the  prudent  abandonment  procedure  for  the  Penn  Central,  nor  if  we  did  is  it  likely 
that  it  would  in  all  cases  create  acceptance  of  the  recommendations  so  generated.  We  be- 
lieve, however,  that  the  importance  of  getting  the  abandonment  program  on  the  corporate 
"track"  is  fundamental  to  the  future  health  of  the  Company. 

George  R.  Wallace. 
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Exhibit  60 

IN  THE  UNITED  STATES  DISTRICT  COURT 
FOR  THE  EASTERN  DISTRICT  OF  PENNSYLVANIA 

In  the  Matter  of  Proceedings  for  the 

Reorganization  ot  a 
PENN  CENTRAL  TRANSPORTATION  Railroad 

COMPANY,  ^, 

Debtor  No.  70-347 


TRUSTEES'  PLAN  FOR 
REORGANIZATION 

(April  1,  1972) 


The  Trustees  file  herewith  their  proposed  Plan  of  Reorganization,  Part  I.  with  a 
schedule  for  filing  the  remaining  provisions  and  comments  on  the  present  state  of 
reorganization  planning. 

I. 

Plan  of  Reorganization 
PART  I 

1  Statement  of  Conditions  for  Reorganization 

The  conditions  on  which  this  Plan  of  Reorganization  is  based  are  as  follows: 

A.  The  Debtor  will  secure  relief  from  the  burden  of  contmued  employment  ot 
train  service  employees  unnecessary  for  safe  and  efficient  operation. 

B  The  Debtor  will  secure  relief  from  the  financial  burden  of  operating  freight 
service  on  uneconomic  lines,  many  of  which  are  identified  on  Attachments  2  and  3  with 
others  to  be  identified  by  amendment  to  the  Plan. 

C  The  Debtor  will  secure  relief  from  the  financial  burden  of  operating  all 
passenger  service,  both  inter-city  and  commuter,  for  which  it  is  not  fully  compensated^ 

D  The  volume  of  freight  traffic  handled  by  the  Debtor  will  increase 
substantially  to  the  levels  forecast  by  Temple,  Barker  &  Sloane  (TBS)  in  Attachment  4 
adjusted  to  take  into  account  the  effect  of  the  relief  described  m  B  above^ 

2  The  effective  date  of  the  Plan  will  be  January  30  of  the  year  which  follows  a 
calendar  year  during  which  all  administration  claims  other  than  Trustees  Certificates  shal 
have  been  substantially  discharged,  and  the  Debtor  shall  have  earned  ■"-^["^^f ''^^^^^^^ 
fixed  charges'  not  materially  less  than  $275  million,  provided  further  that  reasonably 
anticipated  income  available  for  fixed  charges  in  the  year  in  which  the  reorganization  is 
consummated  and  subsequent  normal  years  is  not  less  than  5275  million. 

3  If  income  available  for  fixed  charges  has  not  reached  S275  million  per  year  by 
the  calendar  year  1976,  then  this  Plan  shall  be  deemed  withdrawn  and  alternative 
proposals  will  be  made.  If  at  any  time  it  shall  appear  to  the  Trustees  that  the  Debtor  vvm 
not  succeed  in  reaching  such  a  level  of  earnings  by  1976,  they  will  promptly  so  inform 
the  Court  and  the  Interstate  Commerce  Commission  (ICC). 

4  On  July  1,  1972,  October  1,  1 972  and  January  1,  1 973,  the  Trustees  will  file  w  th 
the  Court  reports  assessing  progress  towards  realization  of  the  Conditions  for 
Reorganization  and  proposing  any  necessary  reassessment  of  the.  reorganiz  ^^^^^ 
planning.  The  July  1,  1972  Report  will  deal  particularly  with  ^ondtion  A  (surplus 
employees)-  the  October  1,  1972  Report  will  deal  particularly  with  Cor^d.  ion  B 
ru'eco'nomic  freight  lines);  and  the  January  1,  1973  Report  will  deal  Pa^-ular^^^^^^^^^ 
Condition  C  (passenger  service)  and  will  report  on  further  progress  on  uneconomic  freight 
hnes  A  final  report  of  the  Trustees,  to  be  filed  on  April  1,  1973,  will,  unless  otherwise 
ordered  by  the  Court,  complete  this  Plan  of  Reorganization. 

'As  used  in  thiT^n,  unless  stated  otherwise,  income  available  for  fi><ed  charges  is 
ctkuTated  after  deduction  of  equipment  leased  rentals  but  before  federal  income  taxes. 
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5.  If  the  Court  directs  that  the  completed  Plan  be  filed  with  the  ICC,  the  ICC  will 
schedule  hearings  to  determine  whether  the  conditions  for  reorganization  have  been  or 
promptly  will  be  accomplished  in  sufficient  degree  to  make  feasible  this  Plan  of 
Reorganization.  If  the  ICC  finds  in  the  negative,  it  will  so  report  to  the  Court,  which  may 
then  direct  the  prompt  filing  of  another  plan,  including  a  plan  for  liquidation,  or  may  dismiss 
the  proceeding.  If  the  ICC  finds  in  the  affirmative,  it  will  promptly  schedule  further  hearings 
on  such  other  issues  as  may  be  raised  with  respect  to  the  Plan. 

6.  Reorganization  of  the  Debtor  will  be  accomplished  by  cancellation  of  outstanding 
securities  other  than  Trustees'  Certificates  and  equipment  debt,  satisfaction  of  claims 
against  the  Debtor  according  to  their  priorities,  and  corporate  simplification,  all  as 
hereinafter  provided.  Upon  consummation,  the  Debtor  will  be  discharged  of  all  claims  and 
liabilities  as  provided  in  Section  77. 

7.  As  part  of  the  Plan,  the  Debtor  is  authorized  to  abandon  any  uneconomic  route 
miles  of  line,  those  identified  on  Attachments  2  and  3  and  those  to  be  identified  by 
amendment  to  the  Plan  which  by  the  effective  date  of  the  Plan  (a)  have  not  been 
abandoned,  or  (b)  have  not  been  made  subject  to  arrangements  relieving  the  Debtor  of 
continuing  losses.  As  conditions  to  abandonments  effected  by  the  Plan,  the  Debtor  will 
be  required  (1)  to  maintain  service  on  each  line  for  six  months  following  approval  of  the 
Plan  by  the  ICC;  (2)  to  sell  the  entire  line  or  any  part  thereof  to  any  purchaser  offering  within 
the  six-month  period  no  less  than  fair  value  and  desiring  to  purchase  the  line  for  continued 
railroad  use;  (3)  to  continue  the  line  in  service  for  a  contract  period  if  any  person  or  entity, 
within  the  six-month  period,  offers  to  execute  a  contract  with  the  Debtor  by  which  the 
Debtor  contracts  to  operate  specified  freight  service  over  such  line  in  return  for  full 
compensation  for  the  service  contracted  for.  The  Court  will  have  reserved  jurisdiction  to 
determine,  at  the  request  of  either  the  Debtor  or  any  person  or  entity  claiming  to  have  made 
an  offer  hereunder,  whether  the  offer  is  adequate. 

8.  As  part  of  the  Plan,  the  Debtor  is  authorized  to  terminate  any  passenger  service 
for  which  it  is  not  fully  compensated.  As  a  condition  of  such  right  to  terminate,  the  Debtor 
will  be  required  to  continue  to  provide  any  passenger  service  for  a  contract  period  if  any 
person  or  entity  offers  to  execute  a  contract  with  the  Debtor  by  which  the  Debtor  contracts 
to  operate  the  specified  passenger  service  in  return  for  full  compensation  for  the  service 
contracted  for.  The  Court  will  have  reserved  jurisdiction  to  determine,  at  the  request  of 
either  the  Debtor  or  any  person  or  entity  claiming  to  have  made  an  offer  hereunder, 
whether  the  offer  is  adequate. 

9.  Upon  reorganization,  and  provided  that  the  Internal  Revenue  Service  rules  prior 
to  the  effective  date  of  the  Plan  that  income  tax  losses  of  the  Debtor  may  be  carried  forward 
by  the  reorganized  Debtor  for  the  period  provided  in  Section  172  of  the  Internal  Revenue 
Code,  the  capital  structure  of  the  reorganized  Debtor  will  consist  of  the  following  classes 
of  securities: 

(a)  Trustees'  Certificates. 

(b)  Equipment  Obligations. 

(c)  New  System  Mortgage  Bonds. 

(d)  New  Common  Stock. 

New  System  Mortgage  Bonds  and  New  Common  Stock  of  the  reorganized 
Debtor  will  be  distributed  among  those  having  interests  in  the  Debtor's  estate  on  a 
fair  and  equitable  basis,  as  will  be  provided  in  the  completed  Plan.  In  addition,  a 
portion  of  such  securities  may  be  issued  in  exchange  for  outstanding  securities  of 
the  Debtor's  subsidiaries  (including  leased  lines)  which  may  be  merged  into  the 
reorganized  Debtor. 

(a)  Trustees'  Certificates.  Trustees'  Certificates  previously  issued  are 
restricted  as  to  prepayment  by  their  terms  and  thus  will  remain,  until  paid,  a  lien  on 
the  assets  of  the  reorganized  Debtor  prior  to  the  New  System  Mortgage  Bonds.  $50 
million  of  such  Trustees'  Certificates  bearing  interest  at  6-  1/8%  will  become  due 
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in  1976,  and  the  remaining  $50  million  bearing  interest  at  7.05%  will  become  due 
in  1986  but  are  redeemable  beginning  in  1981.^ 

(b)  Equipment  Obligations.  The  amount  of  equipment  to  be  retained  and 
acquired  by  the  reorganized  Debtor,  and  thus  the  level  of  its  equipment  obligations, 
will  be  determined  on  the  basis  of  the  anticipated  operating  needs  of  the  reorganized 
railroad.  This  determination  will  be  affected  by  the  size  of  the  reorganized  railroad 
and  its  level  of  traffic.  In  order  to  allow  for  the  maximum  amount  of  equipment  which 
might  be  needed,  it  is  presently  assumed  that  the  reorganized  railroad  will  need  as 
much  equipment  as  the  Debtors  management  projects  for  the  existing  system 
operating  at  the  increased  level  of  traffic  predicted  for  1976  by  TBS  in  Attachment  4. 

On  that  basis,  the  outstanding  amount  of  equipment  obligations  (equipment 
trust  certificates  and  conditional  sales  agreement  obligations)  is  projected  at  $436 
million  at  the  beginning  of  1976.  Interest  on  equipment  obligations  is  projected  at 
S35  million  for  1976. 

In  addition,  rentals  payable  under  equipment  leases  are  estimated  at  SI  32 
million  in  1976.  Based  on  the  formula  presently  approved  by  the  ICC,  one-third  of 
such  lease  rentals,  or  about  $44  million,  would  be  considered  as  equivalent  to 
interest  for  the  purpose  of  calculating  fixed  charge  coverage. 

(c)  New  System  Mortgage  Bonds.  The  reorganized  Debtor  will  convey  to  a 
mortgage  trustee  to  secure  New  System  Mortgage  Bonds  such  of  its  real  estate,  track, 
bridges,  tunnels,  buildings  and  structures  as  are  necessary  for  future  railroad 
operations.  The  security  conveyed  by  such  mortgage  will  exclude  air  rights,  mineral 
rights  and  such  other  subsurface  rights  as  are  not  needed  for  railroad  operations,  and 
will  also  exclude  both  rolling  stock  and  any  other  equipment  and  facilities  for  which 
separate  financing  is  customarily  available.  Apart  from  the  coverage  of  capital  assets 
to  be  financed  in  whole  or  in  part  by  subsequent  issues  of  System  Mortgage  Bonds, 
the  mortgage  indenture  will  not  have  after-acquired  property  coverage  provisions. 
All  New  System  Mortgage  Bonds  issuable  under  the  indenture  will  be  entitled  to  a 
sinking  fund  calculated  to  retire  them  over  a  period  not  in  excess  of  25  years  after 
issuance.  In  other  respects,  the  New  System  Mortgage  Bonds  and  the  mortgage 
indenture  will  contain  provisions  customary  in  such  documents,  the  precise 
provisions  to  be  determined  by  the  reorganization  managers.  New  System  Mortgage 
Bonds  will  be  issuable  as  follows: 

(i)  The  initial  issue  will  be  made  at  the  time  the  Plan  of  Reorganization 
becomes  effective.  Most  or  all  of  the  New  System  Mortgage  Bonds  will  be  issued 
to  holders  of  pre-bankruptcy  Interests  in  the  Debtor,  but  a  portion  may  be  issued  to 
holders  of  outstanding  securities  of  the  Debtor  s  subsidiaries  (including  leased  lines) 
which  may  be  merged  into  the  reorganized  Debtor.  A  small  amount  may  be  issued 
for  cash,  to  be  applied  to  final  settlement  of  unpaid  administration  claims.  The 
aggregate  amount  of  New  System  Mortgage  Bonds  initially  issuable  upon 
reorganization  would  be  limited  to  an  estimated  $800  million.  On  the  assumption 
that  such  bonds  would  bear  interest  at  7-1/2%,  first-year  interest  charges  on  the 
initial  New  System  Mortgage  Bonds  would  be  $60  million.  The  amount  of  New 
System  Mortgage  Bonds  initially  issuable  will  be  adjusted  if  other  provision  in  the 
nature  of  fixed  charges  is  made  for  the  holders  of  debt  of  merged  subsidiaries 
assumed  by  the  reorganized  Debtor  or  for  lessors  of  leased  lines  in  cases  where  such 
leases  are  affirmed  in  the  Plan  and  such  lessor  companies  are  not  merged  into  the 
Debtor. 

(ii)  In  addition  to  the  foregoing,  refunding  bonds  will  be  issuable  to  refund 
New  System  Mortgage  Bonds,  to  refinance  Trustees'  Certificates  at  maturity  or  upon 
optional  redemption  if  applicable,  and  to  refinance  maturing  issues  of  subsidiary  debt 
assumed  upon  merger  into  the  reorganized  Debtor. 

'Trustees'  Certificates  may  be  refinanced  by  New  System  Mortgage  Bonds. 

See  9(c)(ii). 
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(iii)  Additional  bonds  would  also  be  issuable  to  finance  railroad  additions  and 
betterments.  The  amount  of  bonds  so  issuable  will  be  limited  in  order  to  protect  the 
credit  rating  of  the  reorganized  Debtor. 

(iv)  All  series  of  New  System  Mortgage  Bonds  will  share  pro  rata  with  earlier 
issues  in  the  overall  security  provided  by  the  New  System  Mortgage. 

(d)  New  Common  Stock.  The  reorganized  Debtor  will  issue  a  single  class  of 
New  Common  Stock  with  an  aggregate  value  of  S1.4  billion. 

10.  Pending  consummation  of  the  Plan,  cash  not  needed  for  railroad 
operations  and  capital  expenditures  will  be  applied,  as  the  Court  may  from  time 
to  time  direct,  to  the  discharge  of  administration  claims. 

Further  Provisions 
Parts  II,  etc. 

A.  A  report  with  respect  to  the  size  of,  and  specific  lines  on,  the  system  to  be 
reorganized  will  be  filed  by  October  1,  1972. 

B.  Provisions  relating  to  the  treatment  in  the  Plan  of  affiliated  companies,  including 
leased  lines  and  operating  subsidiaries,  relating  to  classes  of  claimants  and  allocation 
among  them  of  interests  in  the  reorganized  Debtor,  and  the  mechanics  of  the  Plan,  such 
as  execution,  reorganization  managers,  etc.,  will  be  filed  on  April  1,  1973. 

II. 

Summary  of  Trustees'  February  15 
Report  and  Comments  Thereon 

On  February  15,  1972,  the  Trustees  filed,  as  directed  by  the  Court,  their  Report  on 
Prospects  for  Reorganization  of  the  Debtor.  The  Trustees  concluded  that  a  successful 
reorganization  is  feasible  dependent  (in  addition  to  maximum  efforts  of  self-help  by  the 
Trustees  and  management),  on  increases  in  freight  traffic  and  all-important  relief, 
necessarily  requiring  the  cooperation  and  efforts  of  others,  to  alleviate  the  burdens  of  (a) 
unnecessary  employees,  (b)  operating  freight  service  on  lightly  patronized,  unprofitable 
lines,' and  (c)  providing  passenger  service  in  return  for  less-than-adequate  compensation. 

The  Trustees  estimated  on  the  basis  of  preliminary  studies  that  if  these  conditions 
were  substantially  realized  the  Debtor  might  reasonably  anticipate  by  1976  income 
available  for  fixed  charges  within  the  range  of  $220  million  to  $290  million.  They 
expressed  their  opinion  that  such  a  level  of  income  will  be  adequate  for  an  income-based 
reorganization  provided  such  necessary  relief  becomes  available  quickly  enough  to  stop 
and  to  reverse  the  accumulation  of  unpaid  administration  claims  (and  consequent  erosion 
of  the  estate  available  for  pre-bankruptcy  interests)  in  the  intervening  years.  As  the  most 
extreme  alternative  to  such  an  income-based  reorganization,  the  Trustees  mentioned 
nationalization,  which  they  opposed. 

On  February  24,  1972,  the  Trustees  filed  a  further  Report  Filing  Certain  Studies  in 
Connection  With  Reorganization  Planning.  This  report  made  available,  to  the  extent  then 
possible,  the  studies  on  which  the  Trustees  based  their  conclusions  (a)  that  an  income- 
based  reorganization  is  not  feasible  without  substantial  realization  of  the  conditions 
mentioned  above,  and  (b)  that  with  such  realization,  an  income-based  reorganization  will 
be  feasible. 

Seventeen  separate  comments  were  filed  on  the  Trustees'  February  1  5  Report.  Both 
the  United  States  Department  of  Transportation  (DOT)  and  the  ICC  say  they  agree  with  its 
basic  conclusions,  including  the  necessity  for  substantial  realization  of  the  basic  conditions 
for  reorganization,  and  indicate  their  willingness  to  assist  in  achievement  of  those 
conditions.  DOT,  however,  takes  issue  with  the  Trustees'  view  that  a  constitutionally 
adequate  income-based  reorganization  must  produce  values  for  pre-bankruptcy  interests 
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which  are  "at  least  in  a  fair  equivalence  to  the  liquidation  value  of  the  estate"  (February 
15  Report,  p.  12).  The  Department  of  Justice  briefly  takes  issue  with  the  Trustees' 
suggestion  that  nationalization  of  Penn  Central  in  its  present  condition  could  "perpetuate 
the  inefficiencies  and  inadequacies  which  the  Trustees'  proposals  would  eliminate" 
(February  15  Report,  p.  13). 

The  ICC  suggests  that  the  Trustees  should  accelerate  and  strengthen  their 
abandonment  program,  but  questions,  even  if  that  is  done,  their  estimate  that  the  necessary 
streamlining  can  be  accomplished  "in  substantial  part"  in  1972  and  1973.  The 
Commission  also  expresses  willingness  to  re-examine  the  lg.bor  protective  conditions 
imposed  in  the  Penn  Central  merger  proceeding  to  determine  whether  they  now  appear 
"unduly  burdensome." 

The  investor  interests  express  considerable  skepticism  as  to  whether  the  needed 
relief  can  be  realized  substantially  enough  and  soon  enough  to  make  feasible  a 
reorganization  along  the  lines  proposed.'  The  investors  generally  criticize  the  studies  and 
forecasts  presented  by  the  Trustees  as  probably  too  optimistic.  (The  ICC,  on  the  other  hand, 
regards  the  Five-Year  Base  Plan  Study  as  "conservative")  The  investors  urge  that  more 
specific  and  detailed  studies  be  submitted  to  include  an  identification  of  the  lines  which 
the  Trustees  plan  to  abandon,  and  seek  additional  information  regarding  the  form  of  the 
proposed  capitalization  of  the  reorganized  company  and  the  specific  governmental  action 
which  the  Trustees  require  to  achieve  the  relief  they  say  they  need.  Some  of  the  investors 
say  the  Trustees  should  accelerate  the  disposition  of  non-rail  properties,  but  others 
contend  that  these  assets  should  be  retained  and  that  the  Debtor  should  somehow  rid  itself 
of  the  burden  of  railroad  operations  and  reorganize  essentially  around  its  non-rail  assets. 

Some  investors  criticize  the  Trustees  for  making  inadequate  progress  to  date  on 
realization  of  the  conditions  for  reorganization.  The  Institutional  Investors  Penn  Central 
Group  proposes  that  the  Trustees  make  periodic  reports  over  the  next  year  stating  in  detail 
what  progress  has  been  made,  and  propose  April  1 ,  1  973  for  a  final  decision  as  to  whether 
the  progress  realized  makes  it  appropriate  to  continue  efforts  towards  the  type  of 
reorganization  proposed  by  the  Trustees.  Only  two  of  the  parties  assert  that  it  can  now  be 
determined  that  an  income-based  reorganization  is  not  feasible. 

Several  of  the  investors  ask  that  the  Trustees  be  directed  to  report  more  fully  on  the 
alternatives  to  an  income-based  reorganization.  But  DOT  believes  that  consideration  of 
such  alternatives  would  be  premature  at  this  time.  Reuben  R.  Robertson,  III,  et  al.  make 
extended  comments  in  support  of  the  view  that  the  nationalization  alternative  is  worthy 
of  more  serious  consideration. 

This  review  does  not  purport  to  refer  to  all  the  important  points  and  questions  raised 
by  the  various  pleadings,  but  merely  summarizes  those  which  the  Trustees  find  particularly 
material  to  their  reorganization  planning. 

III. 

Progress  Made  in  Definition  and  Achievement  of 
the  Conditions  for  Reorganization 

The  February  1  5  report  did  not  detail  the  progress  made  to  date  in  specific  definition 
and  achievement  of  the  conditions  for  reorganization.  The  comments  filed  indicate  that 
a  further  statement  is  appropriate. 

The  Trustees  are  fully  aware  that  the  viability  (in  the  private  enterprise  system)  of  the 
rail  form  of  transportation  in  the  northeastern  states  (and  ultimately  in  the  entire  country) 
is  at  stake  in  these  proceedings.  They  believe  that,  given  reasonable  time  and  help  from 
others,  such  viability  will  be  established,  and  Penn  Central  will  emerge  as  a  strong  carrier 
with  sufficient  earning  power  to  operate  with  confidence  in  the  future. 

In  the  progress  report  that  follows,  the  performance  of  the  Trustees  so  far  is  set  forth 
as  well  as  their  planning  for  the  future.  If  this  planning  succeeds,  as  the  Trustees  are 

'The  Trustee  of  the  New  Haven  goes  so  far  as  to  suggest:  "Even  if  an  income  plan  could 
be  devised  which  carried  the  hope  of  some  interim  success  by  1  976,  the  adverse  character- 
istics of  the  Penn  Central  system  service  area,  to  which  the  Trustees  themselves  have 
previously  adverted  in  detail,  flash  all  the  signs  of  the  New  Haven's  own  prior  experience. 
The  New  Haven  was  successfully'  reorganized  in  1947  after  a  proceeding  which  began 
in  1938,  only  to  become  bankrupt  again  in  1961." 
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confident  it  will,  the  public  and  private  interests  in  strong  rail  transportation  in  the 
northeastern  region  of  the  country  will  be  served,  and  everyone  will  gain. 
Freight  Volume  and  Revenue  Increases 

To  reorganize  Penn  Central,  a  primary  condition  precedent  is  an  increase  in  freight 
revenues,  supported  by  volume  increases  in  the  years  to  come. 

The  firm  of  TBS,  consultants  to  the  Trustees,  have  recently  presented  in  definitive 
form  their  study  forecasting  the  Debtor's  freight  traffic  through  1976,  and  that  study  is 
filed  as  Attachment  4  hereto.  The  TBS  forecast  is  incorporated  in  the  revenue  side  of  the 
income  and  expense  projections  for  the  years  1971-  1976  which  was  Exhibit  1(b)  to  the 
Trustees'  February  24  report.  This  forecast  projects  a  9  percent  increase  by  1976  over 
freight  traffic  moved  in  1970.  It  forms  the  basis  for  the  revenue  ingredient  of  the 
preliminary  figures  used  in  Part  D  of  the  Freight  Core  Study  (Exhibit  2,  p.  8  to  the  February 
24  report),  which  estimates  income  available  for  fixed  charges  at  approximately  $275 
million  with  all  the  conditions  for  reorganization  substantially  realized.  That  projected 
income,  in  turn,  forms  the  basis  for  the  capital  structure  incorporated  in  the  proposed  Plan 
of  Reorganization  outlined  herein. 

The  reasons  why  the  Trustees  believe  that  traffic  increases  of  at  least  the  order  of 
magnitude  projected  by  TBS  are  reasonable  are  as  follows: 

First.  In  the  past  1 5  months  the  quality  of  Penn  Central's  freight  service  has  improved 
to  the  point  where  it  is  generally  regarded  by  the  shipping  public  as  first-class.  One  of  the 
reasons  for  the  precipitous  and  disporportionate  decline  in  Penn  Central's  freight  volume, 
particularly  following  the  merger,  was  atrocious  service  which  users  of  transportation 
avoided  like  the  plague.  In  the  future,  Penn  Central  s  presently  good  service  will  be  made 
even  better.  This  is  bound  to  put  more  tonnage  on  the  railroad  and  should  allow  Penn 
Central  to  grow  with  the  economy  instead  of  going  downhill. 

Second.  In  the  past,  also,  competitive  business  was  driven  away  by  Penn  Central's 
rigid  pricing  policy,  which  set  the  pattern  for  the  other  railroads  in  the  east.  From  1965 
through  June  1971  cumulative  rate  increases  aggregating  39%  (as  compared  with  18% 
to  24%  increases  in  competing  truck  rates)  were  directly  responsible  for  the  loss  by  the 
eastern  railroads  of  an  estimated  100,000  trailers  per  year  in  piggyback  service  with  the 
loss  to  the  Penn  Central  amounting  to  an  estimated  50,000  trailers.  To  attract  new 
busmess,  and  to  hold  old  business,  the  Trustees  since  January  1,  1971,  have  made  more 
than  100  major  individual  rate  adjustments  (some  of  them  reflecting  new  marketing 
techniques)  on  a  variety  of  commodities  including  rock  salt,  grain,  crude  oil,  soda  ash,  semi- 
finished steel,  manufactured  iron  and  steel,  potatoes,  cement,  wall  board,  asbestos 
sheeting,  wood  pulp,  alcoholic  liquors,  motor  vehicles,  auto  parts,  carbolic  acid,  sand, 
paper,  sugar,  magnesium,  limestone,  frozen  citrus  concentrates,  buses,  turbines  and 
piggyback  traffic.  The  Trustees  intend  to  pursue  the  course  of  improving  Penn  Central's 
competitive  position  by  supporting  its  better  service  with  realistic  (and  innovative)  pricing 
In  countless  instances,  net  earnings  can  be  improved  in  this  manner. 

Third.  Progress  is  also  being  made  in  the  gradual  elimination  of  traffic  carried  for 
less  than  cost.  A  detailed  analysis  of  1 969  figures  (the  full  details  of  which  were  submitted 
to  the  ICC  for  review  at  its  request  early  last  year)  showed  a  loss  from  this  source 
aggregating  $80  million  using  long-term  variable  costs.  On  the  basis  of  1970  figures  a 
loss  of  $25  million  was  incurred  on  traffic  which  did  not  even  earn  its  short-term  variatile 
costs,  thus  producing  a  cash  drain. 

Such  losses  must,  of  course,  be  eliminated.  Certain  rate  increases  have  already 
become  effective.  A  25%  increase  in  rates  on  cereal  traffic  (light-loading  yet  requiring  high 
quality  box  cars)  is  an  example.  Other  increases,  opposed  vigorously  by  consumer  groups 
have  been  suspended  by  the  ICC,  including  increases  in  citrus  rates  from  Arizona  and 
California  to  the  east,  vegetable  rates  from  the  southwest,  and  increases  in  protective 
service  charges.  Further  increases  of  rates,  minimum  weights,  or  charges  for  services  on 
canned  goods,  household  appliances,  light  loading  papers  and  maximum  absorptions  for 
the  loading  and  unloading  of  water-borne  freight  have  been  proposed  by  Penn  Central  and 
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are  under  consideration  by  the  ICC.  In  the  aggregate  these  increases  should  reduce  the 
loss  by  several  millions.  General  rate  increases  both  in  1 97 1  and  again  in  1 972  are  giving, 
and  will  give,  further  help.  ,    .  •  j 

The  one  area  where  skepticism  is  possibly  justified  is  in  the  prospect  for  fairer  and 
more  realistic  divisions  of  freight  revenues.  Non-compensatory  divisions  cannot  be 
eliminated  by  Penn  Central  acting  alone.  Cooperation  of  connecting  lines  is  required.  If 
Penn  Central  received  divisions  on  interterritorial  traffic  (between  the  east  and  the  south 
and  between  the  east  and  the  west)  in  keeping  with  the  standards  set  forth  in  the  Interstate 
Commerce  Act,  its  revenues  would  be  sharply  increased  -  by  tens  of  millions  of  dollars 

annually.  ^  .  , 

Attainment  of  fairer  divisions  is,  however,  most  difficult.  The  southern  and  western 
lines  refuse  to  submit  the  issue  to  arbitration,  and  Penn  Central  has  filed  with  the  ICC  a 
complaint  against  the  southern  lines.  This  course  has  led  in  the  past  to  internniinable 
litigation  (which,  based  on  the  precedents,  could  consume  10-12  years).  Penn  Central 
requested  the  ICC  to  sponsor  legislation  which  would  expedite  such  litigation  (by  giving 
the  ICC  power  to  make  its  findings  on  divisions  retroactive,  and  by  confirming  its  power 
to  set  interim  divisions  subject  to  later  adjustment  and  to  participate  actively  in  the 
litigation)  but  the  ICC  declined.  The  Trustees  see  little  chance  for  an  early  settlement  of 
these  divisions  disputes  unless  the  suggested  legislation  could  be  enacted. 

Fourth  If  Penn  Central's  service  area  were  outside  the  northeastern  region,  there 
would  be  little  question  as  to  its  prospects  for  traffic  growth.  But  even  in  New  England  and 
the  North  Atlantic  States  of  New  York,  New  Jersey,  and  Pennsylvania  -  where  Penn 
Central  has  47%  of  its  mileage  -  the  outlook  is  favorable  if  Penn  Central,  while  holding 
its  own  with  bulk  and  other  traditional  rail  traffic,  can  penetrate  that  enormous 
transportation  market  which  connects  the  great  industrial  centers  -  a  market  with  hauls 
between  300  and  700  miles  which  is  dominated  by  highway  carriage.  Penn  Central,  with 
much  to  learn  in  offering  the  right  kind  of  service  and  pricing  it  correctly,  has  already  begun 
the  attempt  to  penetrate  it.  The  objective  is  to  furnish  a  cheaper  "highway,  and  to  persuade 
all  of  the  different  categories  of  highway  freight  users,  including  regulated  motor  carriers, 
to  take  full  advantage  of  it.  Upon  the  outcome  of  this  undertaking  may  depend  more  than 
upon  any  other  condition  the  long-term  viability  of  Penn  Central  and  the  other  railroads 
in  the  northeastern  states.  The  Trustees  are  confident  of  ultimate  success  because  the 
economics  (to  be  significantly  contributed  to  by  the  operation  with  3-man  crews)  are  with 
them  and  so  are  important  aspects  of  the  public  interest. 

The  System  to  Be  Reorganized  ,   u    -r     .  k 

Some  creditors  have  reacted  to  the  abandonment  program  of  the  Trustees  by 
suggesting  that  it  is  too  large  to  be  accomplished  in  the  near  future.  A  further  explanation 
of  the  program  is  appropriate.  ,•   •  „, 

The  Freight  Core  Study  included  with  the  February  24  Report  was  both  preliminary 
and  incomplete  since  it  included  only  rough  figures  for  total  revenues  and  costs,  and  did 
not  attempt  to  identify  the  lines  included  in  the  hypothetical  core.  This  made  detailed 
assessment  and  evaluation  of  the  Trustees"  proposal  difficult.  The  Trustees  are  refining  the 
Freight  Core  Study,  both  to  identify  lines  to  be  included  and  to  provide  a  basis  for 
projecting  operating  and  non-operating  revenues  and  expenses  for  each  year  from  1972 
to  1976  As  stated  in  the  February  1  5  report,  this  study  identified  approximately  1 1,000 
route  miles  which  incorporate  origin  and  destination  points  between  which  traffic  in  1 970 
produced  about  80  percent  of  the  railroad's  freight  operating  revenues.  Attachment  1 
hereto  is  a  map  showing  in  detail  the  1 1,000  route  miles  which  were  studied. 

•Th^^^tliarnumber  of  route  miles  on  Attachment  1 ,  is  approximately  1.0-820.  For 
convenience  this  Report  shall  continue  to  refer  to  an  1 1  -000--''%<:°;« -IJ^^^^^^^ 
not  include  mileage  separately  operated  by  subsidiaries  such  as  the  Pittsburgh  and  Lake 
Erie  Railroad. 
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In  pointing  to  a  hypothetical  core  of  1  1,000  route  miles,  the  Trustees  did  NOT  say 
that  the  rennaining  9,000  miles  in  the  20,000  mile  system  should  be  abandoned  On  the 
contrary,  the  Trustees  were  careful  to  point  out  that  an  1  1,000-mile  core  "would  not 
constitute  a  full-service  system,  taking  all  interests  into  account",  and  that  studies  of  "larger 
cores"  were  under  way.  The  1  1,000  mile  core  —  on  the  basis  of  the  studies  still  going  on 
—  represents  a  system  where  the  utilization  of  Penn  Central's  plant,  equipment  and 
personnel  appears  to  peak.  The  Trustees  are  proceeding  as  rapidly  as  possible  to  identify 
those  additional  lines  which  will  be  added  to  the  1  1,000-mile  core,  without  substantially 
dissipating  the  benefits  to  be  realized  from  more  efficient  operations  with  higher  density. 

(I  The  task  is  proving  extremely  complex,  particularly  as  detailed  consideration  is  given,  as 
it  must  be,  to  practicalities  of  operation,  future  traffic  potential  and  special  characteristics 
of  the  various  lines.  The  information  presently  available  to  the  Trustees  suggests  that  the 
emerging  system  may  well  be  substantially  larger  than  1  1,000  route  miles.  Accordingly 
the  map  in  Attachment  1  mustbe  considered  as  a  hypothesis  for  reorganization  planning. 

The  detailed  studies  now  under  way  of  the  probable  operating  and  financial  results 
of  the  11,000-mile  hypothetical  system  and  of  substantially  larger  systems  are  being 
carried  out  by  Wyer,  Dick  &  Company,  consultants  to  the  Trustees,  with  the  cooperation 
and  participation  of  several  departments  of  the  railroad.  These  studies  are  scheduled  for 
completion  by  September  1,  1972.  They  will  permit  a  decision  by  the  Trustees  as  to  the 
size  of  the  system  which  should  be  proposed  as  a  basis  for  reorganization. 

Once  that  decision  is  made,  the  consultants  and  staff  can  analyze  each  leased  line 
and  mortgage  segment  of  the  Debtor's  system  to  determine  its  prospective  going-concern 
value  on  the  basis  of  the  system  finally  selected  for  the  proposed  reorganization.  These 
studies  are  scheduled  for  completion  by  December  1,  1972.  The  result  of  these  studies 
will  be  of  critical  importance  to  decisions  on  affirmance  or  disaffirmance  of  a  number  of 
leases  and  to  the  allocation  among  the  various  interests  of  securities  of  the  reorganized 
company. 

In  rationalizing  Penn  Central's  plant,  the  immediate  concern  of  the  Trustees  is  to 
eliminate  the  lines  that  are  clear  "losers"  —  lines  which,  in  looking  to  the  future,  promise 
to  hurt  rather  than  help  in  the  struggle  for  earning  power. 

Under  a  standard  proposed  by  the  ICC  —  but  now  under  suspension  as  the  result 
of  a  court  order  sought  by  railroad  labor  and  the  Commonwealth  of  Pennsylvania'  —  a  total 
of  3,900  miles  of  line  would  qualify  for  abandonment  because  traffic  is  less  than  34  cars 
per  mile  per  year.  Under  a  different  standard  of  one  million  gross  ton  miles  per  mile  of  line 
per  year.  Incorporated  in  legislation  proposed  by  DOT,  7,000  route  miles  would  qualify. 

These  results  are  based  on  past  performance  and  cannot  be  regarded  as  dispositive. 
A  line  that  is  a  "loser"  today  may  be  a  "winner"  tomorrow,  or  vice  versa.  Before  the  Trustees 
move  on  an  abandonment,  future  prospects  must  be  studied.  The  present  planning  of  one 
of  the  nation's  largest  shippers  could  transform  two  Penn  Central  branches,  now  total 
losers,  into  important  feeder  lines;  and  other  branches,  also  present  losers,  could  spring 
into  life  overnight  in  serving  new  or  relocated  mining  operations  in  the  bituminous  coal 
fields.  In  addition,  the  use  of  3-man  crews  would  have  a  profound  effect  upon  the  revenue- 
cost  relationships  of  some  of  these  marginal  lines.  On  the  other  hand,  there  are  factors 
(including  continued  inflation,  if  not  offset  and  deferred  maintenance),  which  could  have 
an  adverse  impact. 

It  follows,  then,  that  an  abandonment  program  —  a  program  that  is  an  integral  part 
of  the  rationalization  of  Penn  Central's  plant  —  is  necessarily  a  continuing  one.  The 


Commonwealth  of  Pennsylvania,  Pennsylvania  Public  Utility  Commission,  and  Congress 
of  Railway  Unions  v.  United  States  of  America  and  Interstate  Commerce  Commission,  Civil 
Action  No.  72-63,  United  States  District  Court,  Middle  District  of  Pennsylvania. 
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Trustees  have  now  identified  a  total  of  3,922  route  miles  (including  the  1 ,345  miles  already 
filed  with  the  ICC  of  which  492  miles  have  been  approved  for  abandonment)  which  are 
clear  undisputed  losers  and  should  be  abandoned  as  soon  as  possible.  These  3,922  miles 
are  identified  on  the  map  of  the  Debtor  s  system  which  is  Attachment  2  hereto  and  are 
listed  individually  in  Attachment  3.  j    j  i 

Under  the  present  ICC  procedure,  requiring  a  detailed  application  on  each  individual 
line  an  average  of  ten  applications  per  month  have  been  filed  averaging  ten  miles  per 
application  The  pace  would  have  been  faster  had  the  Trustees  not  tried,  in  many  instances, 
to  compromise  with  the  threatened  opposition  before  filing  and  also  had  there  not  t^een 
legal  problems  concerning  leased  lines.  The  Trustees  have  had  a  special  team  at  work  on 
this  project,  which  team  is  again  being  expanded  and  will  be  taken  off  all  other  duties.  The 
Trustees'  objective  is  to  have  all  3,922  miles  of  clear  losers  on  file  with  the  ICC  at  the 
earliest  practicable  date,  with  the  bulk  of  the  applications  targeted  for  filing  before  the  end 
of  the  year  and  the  work  completed  in  1973. 

In  addition  to  these  3,922  miles,  the  Trustees  believe  that  studies  now  in  process 
will  enable  them  to  identify  at  least  1,600  miles  of  additional  lines  which  will  qualify  for 
abandonment  in  1974  and  1975. 

Slow  as  the  progress  on  abandonments  appears  to  be  so  far,  it  threatens  to  become 
even  slower  if  the  34-car  rule  referred  to  in  the  ICC  comments  is  not  implemented;  the 
enactment  of  legislation  now  pending  would  also  be  of  great  assistance.  The  reason  v.hy 
the  program  will  otherwise  falter  is  that,  in  the  applications  already  filed  with  the  'CC.  the 
Trustees  started  with  the  obvious  abandonments  -  where  the  line  was  not  in  use  and  there 
was  no  real  chance  of  any  business  in  the  future  -  and  the  ICC  responded,  in  most 
Instances,  with  prompt  approval  without  hearing.  But  the  Trustees  quickly  ran  out  of  the 
"easy  ■  cases  and,  when  the  applications  to  abandon  lines  still  in  use  (although  heavy  losers) 
began  to  be  filed,  the  pace  slowed  to  a  crawl.  Nineteen  such  applications  were  assigned 
to  the  ICC  s  so-called  modified  procedure  (involving  an  exchange  of  statements  of  fact  and 
arguments  by  the  parties  but  no  public  hearing),  but  the  ICC  has  decided  only  6  of  these 
applications  (and  one  of  these  is  under  reconsideration).  In  addition,  five  applications  have 
been  set  for  public  hearing:  in  total,  52  applications  are  pending,  including  34  without  any 
indication  as  to  further  ICC  procedure,  including  these  important  ones: 


Filed 


Termini 

(Originating  or  Terminating)  Mileage 

1 18.4 
43.6 
33.6 
19.1 
14.1 
14.1 
21.1 
27.8 
29.0 
17.4 

TOTAL  338.2 


3- 

31- 

71 

Remsen-Lake  Placid,  N.Y. 

3- 

31  - 

71 

Brocton-Blasdell,  N.Y. 

3- 

31- 

71 

Oil  City-Tidioute,  Pa. 

3- 

31- 

71 

Chambersburg-Waynesboro,  Pa 

8- 

26- 

71 

Churubusco-Auburn  Jet.,  Ind. 

8- 

27- 

71 

Waveland-Crawfordsville,  Ind. 

8- 

31  - 

71 

Clyde-Berwick,  Ohio 

10- 

15- 

71 

Carthage-Greensburg,  Ind. 

10- 

18- 

71 

Fredonia-Falconer,  N.Y. 

10- 

26- 

71 

Newton  Falls-Alliance,  Ohio 

The  ICC  refers  to  the  Trustees'  program  of  abandonments  as  "a  substantial  program 
_  one  large  enough  to  arouse  forceful  opposition. "  The  Trustees  are  convinced  that  the 
program  will  move  faster  once  the  ICC  s  34^:ar  rule  and  pending  legislation  becomes 
effective. 
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Labor  Conditions 

At  the  time  of  bankruptcy  Penn  Central  was  burdened  by  "full  crew"  laws  in  three 
of  ,ts  most  important  states:  New  York.  Ohio,  and  Indiana.  Since  then,  the  New  York  law 

r.'lL.H^"h'TH    '  ^Z"^  ''""i"'  Earlier  this  year  Indiana 

relaxed  the  binding  effect  of  the  "full  crew"  law  in  that  state. 
This  is  solid  progress. 

All  that  remains  is  for  the  collective  bargaining  process  under  the  Railway  Labor  Act 
to  work.  More  will  be  known  about  this  in  the  next  several  months.  In  one  of  the  creditor 
comments  the  Trustees  are  criticized  for  not  specifying  the  legislation  required  to  resolve 
their  labor  problems.  Now  that  the  "full  crew"  laws  are  gone  or  modified,  federal  pre- 
emption may  no  longer  be  necessary.  Moreover,  if  the  disputes  over  the  employment  of 
.remen  and  the  consist  of  train  crews  can  be  resolved  under  the  provisions  of  the  Railway 
Labor  Act.  no  legislation  will  be  needed  in  respect  to  those  issues 
Passenger  Deficits 

fnr  ,h'^°^  '  Supports  the  Trustees-  position  that  Penn  Central  should  be  ^/y//y  reimbursed 
[LIh^      h  ,k    ?r°r"^"'^  passenger  service,  both  intercity  and  commuter"  (emphasis 

^i/Z/K  supported,  it  ,s...obv,ous  that  Penn  Central  cannot  consistently  provide  the  subsidy" 
(emphasis  added).  It  is  particularly  encouraging  that  DOT  should  include  in  its  comment 

"The  Trustees'  position  relating  to  the  basis  of  compensation  for  Amtrak 
passenger  operations  in  the  Boston-Washington  corridor  appears  consistent 
with  the  principles  upon  which  Amtrak  was  founded." 

•  ^^"^  program  for  full  compensation  for  passenger  services 

be"fo  '  agencies,  and  both  of  them  point  out  the  procedures  to 

be  followed  in  bringing  about  such  a  result.  The  Trustees  intend  to  follow  their  advice  and 
to  negotiate  with  the  public  bodies  with  a  view  to  being  relieved  of  these  deffcitT 

IV. 

Proposed  Schedule  for  Completion  of 
Reorganization  Planning 

whi.h^?^  ^k"""'^"  have  submitted  those  portions  of  their  actual  Plan  of  Reorganization 
S^d  A  s".h.'HT'f  °r        "'"'^  °'  information  presently  in 

J^t  ,  °'  completing  the  remaining  aspects  of  the  Plan  is  also  offered  That 

of  Z  pZ'ZT^"'""' ^r^'''''  ^^^''"^         ^»  -h'<=h  those  aspec  s 

of  the  Plan  can  be  presented  -  simply  because  before  those  dates  vitally  necessa  v 
information  will  be  lacking.  vnduy  necessary 

.nH  J^tf  '^TT^  continue  to  believe  that  the  Plan  suggested  in  their  February  1  5  report 
^mnh       H   K  ""'^y  recognize,  however,  as  the  February  15  report 

Zt  Trll  '  r    V  °"       ""'^'^^  °f         that  will  belrthcZng 

m  the  areas  of  critical  concern.  Secondly,  it  depends  on  the  progress  which  the  T^usTees 
and  management  can  make  in  further  improving  efficiencies  and  attracting  more  traffic 

cSmXed  ThTTr''';''"'"''''  'T''''  °"  '''''  -'^'^  ^^'^^  these  ?hings  ca  t 
specif  raoid  and  1^^"  °^  ''^^  '"^^^^or  interests,  that 

specific,  rapid  and  steady  progress  must  be  shown  in  these  areas  if  the  Trustees'  Plan  is 

anyj?nL::TT973\''  °"  -^"'^  Octobe7  /  gyi 

th.n  .nn  ^  :    I  °"  P'^''^'^'^  ^'^^^       ^een  accomplished  and  what  may 

then  appear  to  be  reasonably  within  reach  of  accomplishment?  to  reassess  the^^ 
reorganization  planning  as  may  be  required  by  developments  up  to  each  date  and  to  report 
o  the  Court  any  alternatives  suggested  by  required  reassessments.  They  then  propose  to 
r"*'if  ^^-^P'^ted  Plan  of  Reorganization  on  April  1,  1 973  The  Trustees 
recommend  that  all  parties  be  invited  to  comment  on  each  report,  and  that  this  CourtTo!d 


-10- 


696 


hearings  on  any  of  them  if  it  sees  fit.  If  in  the  Trustees'  judgment,  or  in  that  of  the  Court, 
less  than  adequate  progress  has  been  shown  at  any  stage,  the  Trustees  propose  either  to 
modify  their  Plan,  if  possible,  or  to  discard  it  and  to  propose  alternatives  to  an  income- 
based  reorganization. 

Moreover  it  seems  both  practicable  and  desirable  that  each  report  concentrate  on 
particular  aspects  of  the  conditions  for  reorganization  on  which  it  is  reasonable  to  expect 
that  significant  progress  will  have  been  made  by  the  date  in  question.  The  Trustees 
therefore  propose  that,  in  addition  to  treating  all  developments  of  significance  by  the 
respective  report  dates,  each  periodic  report  be  focused  as  follows: 

The  July  1  /572report  will  deal  particularly  with  progress  made  towards  elimination 
of  unnecessary  employee  expense.  As  matters  now  stand,  by  July  1  the  Trustees  should 
be  able  to  advise  the  Court  whether  acceptable  progress  has  been  or  will  be  made  on  the 
crucial  crew-consist  issue.  .  j    •  .  j 

The  October  1  1972  report  will  focus  particularly  on  the  Trustees  decision,  made 
on  the  basis  of  studies  which  will  be  completed  before  that  date,  as  to  the  specific  lines 
to  be  included  in  the  reorganized  system  which  they  propose,  together  with  financial 
projections  for  operation  of  such  a  system  through  1976. 

The  January  1  1973  report  will  focus  on  progress  towards  achieving  adequate 
compensation  for  passenger  service,  both  inter-city  and  commuter,  and  on  progress  made 
and  to  be  expected  towards  the  realization  of  the  restructured  system  which  the  Trustees 
will  have  proposed  in  October.  Before  that  date,  the  Trustees  will  have  presented  their 
detailed  proposals  to  Amtrak,  and  Amtrak  should  have  decided  whether  or  not  to  accept 
those  proposals  for  inclusion  in  its  forthcoming  budget.  Negotiations  with  several  of  the 
commuter  entities  should  also  be  far  enough  along  to  permit  an  assessment  of  whether 
the  condition  for  reoganization  with  respect  to  passenger  service  is  reasonably  possible 
or  not  This  schedule  should  also  give  adequate  time  both  for  an  appraisal  of  the  results 
of  the  accelerated  abandonment  program  which  the  Trustees  have  undertaken  and  for  a 
judgment  as  to  whether  the  reaction  of  the  ICC  and  other  interested  parties  in  this  area 
makes  further  efforts  along  those  lines  worthwhile. 

The  April  1  1973  report  will  complete  the  Plan  of  Reorganization  by  adding 
provisions  regarding  treatment  of  leased  lines  and  operating  subsidiaries,  provisions 
relating  to  classes  of  claimants  and  allocation  among  them  of  interests  in  the  reorganized 
Debtor,  and  other  necessary  provisions.  ^,   ^  ,  .  u 

After  the  Plan  has  thus  been  completed,  the  Court  would  presumably  hold  hearings 
to  determine  whether  the  plan  is  sufficiently  feasible  to  warrant  submitting  it  to  the  ICC 
In  the  event  that  either  the  Court  or  the  ICC  finds  that  the  Plan  is  not  feasible  the  Court 
would  reassess  the  situation  in  the  light  of  that  determination.  The  Court  could  conclude, 
depending  on  then-existing  circumstances,  to  permit  filing  by  the  parties  of  alternative 
plans  either  for  reorganization  or  for  liquidation,  or  it  could  dismiss  the  proceeding. 

The  projected  schedule  of  dates  for  completing  the  details  of  the  plan  is  realistic, 
since  by  the  dates  suggested  the  Trustees  should  have  the  information  necessary  for 
decision  and  counsel  will  have  time  to  prepare  the  appropriate  portions  of  the  Plan 
reflecting  those  decisions.  The  extended  date  for  dealing  with  leased  lines  and  operating 
subsidiaries  reflects  the  complexity  of  isolating  and  evaluating  segments  of  a  system  which 
until  bankruptcy  had  not  been  considered  as  separate.  The  extended  date  for  aHocation 
of  interests  in  the  reorganized  Debtor  reflects  both  these  same  problems  and  similar 
problems  in  evaluating  mortgage  segments  of  the  Debtor's  system,  as  well  as  the  need 
for  further  analysis  and  evaluation  of  claims  generally. 

Corporate  Simplification  .     .     i..      u  m 

The  Trustees  believe  that  the  corporate  structure  of  the  reorganized  Debtor  should 
be  greatly  simplified.  It  is  presently  contemplated  that  subsidiaries  whose  business 
activites  relate  to  trucking,  and  other  subsidiaries  with  businesses  related  or 
complementary  to  the  Debtor's  railroad,  will  retain  a  corporate  existence  separate  from 
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that  of  the  Debtor,  unless  on  further  investigation  specific  characteristics  of  individual 
companies  or  their  operations  make  merger  with  the  Debtor  appear  desirable  With  respect 
to  leased  lines,  proposed  solutions  for  corporate  simplification  must  await  a  decision  on 
the  size  of  the  system  to  be  reorganized.  Only  then  can  a  meaningful  analysis  be  made  of 
the  income-producing  potential  and  other  aspects  of  particular  segments.  Similarly  such 
analysis  must  await  information  which  will  be  supplied  by  application  of  the  segregated 
accounts  formula  now  being  prepared. 

During  the  next  twelve  months,  the  Trustees  expect  not  only  to  arrive  at  the  decisions 
outlined  above,  but  also  to  pursue  matters  concerning  claims  which  must  ultimately  be 
settled  and  which  may  require  litigation.  Attachment  5  hereto  is  a  report  which  describes 
the  nature  and  amount  of  those  claims  which  have  been  filed  with  the  Trustees  pursuant 
o  the  Court  s  order  No.  1 64  and  compares  these  claims  with  the  Debtor's  corresponding 
liabilities  as  shown  on  its  books.  The  Trustees  propose  to  file  further  reports  in  which  they 
wi  describe  each  separate  claim  and  state  whether  they  object  to  it.  The  first  such  report 
will  be  filed  not  later  than  July  1,  1972. 

V. 

Explanation  of  Financial  Provisions  of  the  Plan 
The  Plan  provides  that  reorganization  will  be  consummated  not  earlier  than  the  year 
after  the  first  year  in  which  the  Debtor  has  achieved  income  available  for  fixed  charges 
not  materially  less  than  $275  million,  and  assumes  that  prior  to  consummation  enough 
cash  wMI  have  been  generated  so  that  all  real  estate  taxes  and  other  administration  claims 
other  than  Trustees  Certificates  not  then  due  and  equipment  obligations  will  have  been 
discharged  either  by  payment  in  full  or  by  compromise.  If  future  developments  make  it 
appropriate  to  reorganize  when  the  income  level  is  still  materially  below  $275  million  but 
that  level  is  projected  with  reasonable  certainty,  the  Plan  could  be  amended  accordingly 
Some  explanation  is  necessary  as  to  why  the  Trustees  presently  regard  such  a 
reorganization  as  reasonably  capable  of  achievement,  why  the  Trustees  regard  this 
particular  level  of  income  and  accomplishment  as  a  desirable  goal,  and  what  the  Trustees 
presently  think  could  be  accomplished  by  reorganization  on  such  a  basis 

The  sum  of  $275  million  of  annual  income  available  for  fixed  charges  by  1976  is 
V^f  T^l  °u  1^  preliminary  studies  referred  to  in  the  Trustees'  Report  of  February 

Z  rlr  f  l  ""k  1  ^^^'^  "^'"^  '^^P"^  °^  ''^''^"^^  24,  if  the  Trustees  promptly  obtai>^ 
he  rehef  they  believe  necessary  and  if  the  percentage  of  overall  traffic  increase  from  1 970 
to  1976  IS  within  the  general  order  of  magnitude  predicted  by  TBS.  Achievement  of  the 
goal  of  discharge  of  all  post-bankruptcy  obligations  during  the  reorganization  period 
appears  to  the  Trustees  to  be  a  function  of  cash  flow  improvement  resulting  from  how  soon 
TonlT'f  i'7".'  n '""9th  Of  the  period  of  reorganization,  and  how 
soon  the  level  of  the  Debtor's  freight  traffic  substantially  improves.  The  Trustees  cannot 

rilfrnT*^^  l^^^  ^  ^'"."^  P"'""""  ^""^ '°  discharge  post-bankruptcy  obligations  during  the 
reorganization  period,  any  more  than  they  can  guarantee  that  $275  million  in  income 
available  for  fixed  charges  will  be  achieved  at  the  end  of  the  period  However  no 
mformation  or  analysis  so  far  available  to  the  Trustees  convinces  them  that  this  cannot  be 

The  Trustees  recognize  that  the  goal  of  discharging  real  estate  taxes  and 
administration  claims  during  the  reorganization  period  is  an  ambitious  one.  If  the  Debtor 
reaches  a  level  o  income  available  for  fixed  charges  enough  above  $275  million  to  carry 
exZlnpr,;^^.'^    !r'x  '"'^  administration  claims  and  still  to  achieve  the  purposes 

2.  t      >      ;  T^^^  ^"""^  '°  consummate  the  reorganization 

without  waiting  for  complete  discharge  of  such  obligations 

On  the  tentative  assumption  that  the  reorganized  system  will  need  as  much 
equipment  as  the  Debtor's  management  predicts  for  a  system  not  substantially  reduced 
m  size,  operating  at  levels  of  traffic  predicted  for  1 9  76  by  TBS  in  Attachment  4  the  Debtor 
would  require,  on  January  1.  1976,  a  freight  equipment  fleet  comprising  some  4.000 
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locomotives  and  1 53,000  freight  train  cars.  Assuming  that  one-third  of  the  Debtor's  freight 
cars  are  off  line  at  any  one  time  and  that  the  Debtor  continues  normal  usage  of  foreign 
cars  and  private  cars,  a  total  of  200,000  freight  cars  would  be  available  to  handle  1976 
traffic.  Approximately  half  of  the  Debtor  s  equipment  owned  by  the  reorganized  Debtor 
would  be  subject  to  approximately  S436  million  in  principal  amount  of  equipment  trust 
and  conditional  sale  obligations  as  of  December  31,  1975.  For  the  year  1976,  interest  on 
equipment  obligations  is  projected  at  $35  million.  The  Debtor's  remaining  freight 
equipment  would  be  held  under  long-term  leases  for  which  annual  rentals  are  projected 
at  $  1 32  million  for  the  year  1 976.  Based  on  the  formula  presently  approved  by  the  ICC, 
$44  million  of  such  lease  rentals  would  be  considered  as  equivalent  to  interest  for  the 
purpose  of  calculating  fixed  charge  coverage. 

The  New  System  Mortgage  Bonds  proposed  in  the  Plan  reflect  the  confidence  of  the 
Trustees  and  the  management  in  the  future  of  Penn  Central  as  a  unified  transportation 
system  The  economic  interests  of  the  bondholders  —  as  well  as  the  stockholders  —  of 
the  reorganized  Debtor  will  be  hinged  to  the  success  of  the  whole  system  rather  than  to 
the  relative  prospects  of  individual  segments. 

The  amount  of  New  System  Mortgage  Bonds  initially  issuable  upon  reorganization 
has  been  limited  to  approximately  $800  million  in  order  to  provide  a  satisfactory  credit 
rating  for  the  debt  obligations  of  the  reorganized  Debtor.  Unless  the  reorganized  Debtor 
can  establish  its  credit  in  the  eyes  of  the  investing  community,  the  New  System  Mortgage 
Bonds  issued  upon  reorganization  will  trade  at  a  discount  from  their  full  face  value,  and 
the  new  company  would  have  difficulty  arranging  new  long-term  financing  for  its  capital 
expenditures.  ,  ^,      „  ^ 

The  interest  rate  of  7  1/2%  assumed  in  the  Plan  for  the  initial  issue  of  New  System 
Mortgage  Bonds  will  be  reviewed  in  the  light  of  changes  in  money  market  conditions  and 
will  be  determined  at  a  level  designed  to  equate  as  closely  as  possible  the  face  amount 
of  such  bonds  to  their  market  value  at  the  time  of  issuance. 

Based  on  the  Plan  outlined  herein,  fixed  charges  of  the  reorganized  Debtor  would 
be  approximately  $99  million  in  1976,  viz.: 

Principal 

Amount  Annual 
1_1_76  Interest 


Trustees'  Certificates  $     50  million       $     3.5  million 

Equipment  Obligations 
New  System  Mortgage  Bonds 
Subtotal 


436  35.1  (a) 

800  60.0 


$1286  $  98.6 

Interest  component  on  leased  rentals 

Total  fixed  charges  $142.6 

(a)  This  figure  takes  account  of  anticipated  retirement 
and  issuance  of  new  obligations  during  1976. 


On  the  assumption  that  $275  million  is  available  for  fixed  charges,  such  an  an 
would  be  about  2-3/4  times  the  interest  charges  of  $98.6  million  set  forth  a 
However  it  is  necessary  also  to  take  account  of  the  interest  element  In  equipment 
rentals  which  are  treated  in  ICC  accounting  as  an  operating  cost,  before  arriving  at  im 
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available  for  fixed  charges.  Applying  the  ICC  formula  approved  for  calculating  fixed  charge 
coverage,  income  available  for  fixed  charges  would  be  increased  by  $44  million 
(representing  the  interest  element  in  equipment  lease  rentals)  to  $319  million,  and  fixed 
charges  would  be  increased  to  $  142.6  million. 

Using  the  foregoing  calculations,  the  reorganized  Debtor  would  have  a  fixed-charge 
coverage  ratio  of  2.23  (319  -  143)  in  1976.  Kuhn,  Loeb  &  Co.,  financial  advisers  to  the 
Trustees,  consider  that  such  a  fixed-charge  coverage  ratio  is  acceptable  for  the  purpose 
of  a  reorganization  plan  for  the  Debtor. 

The  recommendation  by  Kuhn,  Loeb  &  Co.  of  a  single  class  of  New  Common  Stock 
for  equity  interests  in  the  reorganized  Debtor  is  made  from  the  viewpoint  of  future 
financing  flexibility.  If  the  reorganized  Debtor  starts  out  with  the  simplest  possible  ecftjity 
capital  structure,  it  should  be  easier  in  the  future  to  raise  additional  equity  financing  for 
the  reorganized  Debtor's  railroad  operations. 

The  value  attributable  to  the  common  stock  of  the  reorganized  Debtor  will  be 
primarily  dependent  on  earnings  available  for  such  common  stock.  On  the  basis  of  $275 
million  income  available  for  fixed  charges  and  $98.6  million  fixed  charges,  net  income 
before  Federal  income  taxes  would  be  approximately  $176  million. 

The  Trustees  have  been  advised  that  the  Federal  income  tax  loss  carryforward  under 
Section  172  of  the  Internal  Revenue  Code  should  be  fully  available  to  the  reorganized 
Debtor,  and  in  consequence  significant  Federal  income  taxes  are  not  anticipated  for 
several  years  following  reorganization.  Equity  values  in  the  reorganized  Debtor  would  also 
take  some  account  of  undeveloped  nonoperating  real  property  interests  retained  by  the 
Debtor  or  subsidiaries  thereof.  On  these  assumptions,  Kuhn,  Loeb  &  Co.  considers  it 
reasonable  to  project  the  creation  of  New  Common  Capital  Stock  on  the  basis  of  eight 
times  earnings,  or  a  total  New  Common  stock  issue  of  $1.4  billion. 

Thus  the  total  value  of  new  securities  issued  by  the  reorganized  Debtor  —  additional 
to  Trustees'  Certificates  and  equipment  obligations  —  would  be  $2.2  billion  on  the 
foregoing  assumptions. 

The  extent  to  which  p re-bankruptcy  interests  in  the  Debtor's  estate  would  be 
compensated  by  such  a  reorganization  cannot  yet  be  predicted  with  precision.  As  the 
Trustees'  report  on  proof  of  claims  (Attachment  5)  indicates,  much  work  must  be  done  and 
many  claims  must  be  analyzed  and  adjudicated  before  a  precise  prediction  can  be  made. 

What  can  be  accomplished  by  reorganization  of  the  type  presently  proposed  by  the 
Trustees  as  their  present  goal  and  what  are  the  consequences  if  this  goal  cannot  be 
reached? 

On  the  basis  of  presently  available  information,  the  Trustees  note  that  the  Plan  of 
Reorganization  proposed  would  provide  compensation  for  pre-bankruptcy  interests 
substantially  in  excess  of  what  the  Trustees  believe  they  could  have  any  certainty  of 
obtaining  in  the  event  of  dismissal  of  the  proceedings  and  liquidation  of  the  Debtor.  From 
the  standpoint  of  the  public  interest,  if  reorganization  could  be  achieved  on  the  proposed 
basis,  the  reorganized  Debtor  would  be  left  in  a  strong  financial  position  for  sustained 
future  railroad  operations  in  bad  times  as  well  as  in  good. 

Without  now  taking  a  position  on  the  precise  level  of  income  necessary  to  support 
a  constitutional  reorganization,  the  Trustees  emphasize  that  if  achievement  falls  too  far 
below  the  goals  expressed  in  the  Plan  they  presently  propose,  the  Debtor  could  not 
constitutionally  be  reorganized  on  an  income  basis  without  substantial  governmental 
financial  aid. 

In  brief,  the  Trustees  propose  this  Plan  of  Reorganization  because  (1)  there  appears 
to  be  a  reasonable  probability  that  it  can  be  achieved  if  there  is  prompt  progress  in  the 
direction  of  granting  the  relief  outlined  by  the  Trustees  in  their  Report  of  February  1  5  (2) 
reorganization  at  such  a  level  should  largely  avoid  difficult  and  delay-producing 
constitutional  issues,  and  (3)  such  a  reorganization  would  leave  the  reorganized  Debtor 
with  the  greatest  financial  and  operating  flexibility  for  the  best  future  railroad  service  If 
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it  later  appears  that  the  foregoing  goals  cannot  be  met,  the  Trustees  will  propose 
amendments  to  the  Plan  or  will  withdraw  it. 

VI. 

Payment  of  Taxes 

The  Trustees  are  aware  of  the  need  to  resume  some  payment  of  local  real  estate  taxes 
as  soon  as  their  cash  position  permits. 

The  latest  forecast  indicates  the  likelihood  of  a  partial  resumption  of  tax  payments 
by  October  1,  1972.  A  petition  requesting  modification  of  Order  No.  70  to  permit  this  to 
be  done  will  be  filed.  Further,  the  Trustees  are  currently  exploring  the  possibility  of 
combining  the  funds  which  they  will  have  available  from  operations  with  proceeds  from 
sale  of  assets  to  discharge  or  reduce  existing  tax  claims. 

Respectfully  submitted. 


/s/  George  P.  Baker 
George  P.  Baker 

/s/  Richard  C.  Bond 
Richard  C.  Bond 

/s/  Jervis  Langdon,  Jr. 

Jervis  Langdon,  Jr. 

/s/  Willard  Wirtz 

Willard  Wirtz 

/s/  Robert  W.  Blanchette 

Robert  W.  Blanchette 
Counsel  For  Trustees 

/s/  Covington  &  Burling 

Covington  &  Burling 

Special  Counsel  For  Trustees 


Dated;    April  1,  1972 
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Exhibit  61 


Philadelphia,  January  30,  l!)(n. 
B.  J.  R. :  As  per  discussion  at  the  December  20tli  budget  meetiiiR,  I  have  tlie  followinR 
comments  in  connection  with  your  advice  dated  December  ;}Oth,  in  regard  to  price  variance 
volume  variance  and  marljet  position  : 


PRICE  VARIANCE 


I  fail  to  see  where  any  practical  value  results  from  using  the  trend  in  revenue  per  ton 
and  revenue  per  ton  mile  as  a  yardstick  to  measure  revenue  losses  For  many  years  it  has 
been  necessary  for  competitive  reasons  to  make  many  drastic  rate  adjustments  in  order 
to  recover  or  retain  traffic  from  other  modes.  Your  conclusions  ignore  increase  in  length  of 
haul  and  the  revenue  losses  that  would  have  taken  place  if  the  level  of  freight  rates  had 
been  frozen. 

In  recent  years,  pricing  officers,  led  by  the  Pennsylvania,  have  attempted  wherever 
possible  to  adjust  rates  for  competitive  reasons  on  the  incentive  principle— i  e  a  reduced 
rate  for  a  heavier  load  and  higher  revenue  per  car ;  also  volume  rates  and  unit  train  rates 
Ihis  program  has  been  supported  by  the  Operating  and  Financial  Departments  through  the 
furnishing  of  higher^-apacity  cars  with  the  result  that  average  revenue  per  car  and  per  car 

^eVwPPn''inR9'f 'f'^-.ofir ''''"^i''"-^;  ^^'''"P^^'  ^^^^"^       '^^'^'''^      ^^Venue  per  ton  mile, 

between  1962  and  1965.  produced  a  decrease  of  $39,852,000  in  our  revenues  the  increase 

mn  non  '°  IT""^  ^^"^  '^''l  i""""  between  these  same  years  produced  an  increase  of  $35,- 
OJU.OOO,  and  the  increase  of  $11.15  in  revenue  per  car  produced  an  increase  of  $42,000,000. 

VOLUME  VARIANCE 

No  comment  is  necessary  in  connection  with  these  figures,  as  your  example  is  based  on 
your  price  variance  assumptions.  c^ampie  is  uaseo  on 

MARKET  POSITION 

r^o-.-^*^^'^-!^^  comparisons  of  PRR  originated,  received  and  total  traffic  with  that  of  our  five 
major  railroad  competitors  in  the  East  are  available  quarterly.  These  are  examined  care^ 
"^'"'^  '^^'-^^^  Department  lo  determine  wLre  we  ha  e  sHpred 

^/^rv  o  ^-^  P™^'^°^        '"^'^^^^'•y  «f  PO«i«""-  This,  however,  is  onlv  part  of  he 

ent  re  tlZ'ZZll  T/f '  «'•^^•«"■^t^"«y  examining  not  only  the  railrold  marke  but  h^ 
frnm  nfhl  1  ml'^'^^'  relation  to  specific  commodities  in  an  effort  to  recover  traffic 
PrS  TZZ       •  ^^T  ^""^ has  been  well  known  for  some  time,  that  the 

PRR  position  in  recent  years  overall  has  .slipped  in  a  number  of  mnior  commod  tier  For 
rZr:,f''l  reference,  there  is  attached  an  analysis  of  the  more  impSntTtrse  aSas^  A 
generalized  statistic  confirming  this  is  of  no  practical  value  The  figures  u'ed  bv  vou  for 

Ly  ?hrN&'w'a"d  C&O  The  fmi^^^^  f  ''Tl''''''''  ..rowth'of  Se^Txpo??  co^l^arlS 

rn';ius?riaf  yevelopStSs'  etc    '  °'  ''''  ''^"'"^'^•^  ^'^^^ 

s^HEHn?iHr=^ 

thaf  we  areTw  l!^^^^^  acquisition  of  new  equipment.  I  think. you  will  agree  with  me 
cnat  we  are  a  long  way  today  from  achiev  ng  those  two  eoals  as  we  nro  «Hn  inr„^  ^1 

H.  W.  L. 


Exhibit  62 


Mi,  Philadelphia,  November  U,  1969. 

prop^tl  S/S;t  MaSeme^  T'fn'"^^'"'  f      ""''^"^'^  Mr.  Gorman,  the 

by  GeoTge  Wallace  and  t^^^^^^  descriptive  material  as  designed 

mV  a  briS  St  Of  the  e^t^fsvst^^^^^^       f^.T'  ^'i"'^"?  ""'"''^      ^  summary  state- 
demonstrating  the  ma?hi?ef:fsMUti2'o"\hfsys;^^^^^  "  °"  ^ 
theevlnlthisT/stSiisrsSlil"'''""'^  '"'"'^'^^  i-Provement  of  at  least  $9(^000,000  in 

seve/e'^h^Tdiclp^inSnisfund  pScinel^^^^  ^^^^"'^-^  ^hi-s  is  a 

competitive  trLspo^S^marke^t  ?h!  AI I  s'Tas 'v  ,:fnn''^?i'  f  ^^^^^^^ 
the  data  produced  through  this  svstem  will  nr^vf^J  f-  ^'^'^^'^  advantages  in  that 
cost  reactions  to  decisionsfn  the  field  )  ^      ^  operating  personnel  with  accurate 

^eJ.^lt.TLZfZf:^^^^^^^  -  P-insula  is  highly 

on  this  program      ^  interested  departments  an  opportunity  to  put  a  true  valuation 

-924  O  -  73  -  47  H.   W.  LABOE. 
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Exhibit  63 

The  Pennsylvania  Raileoad  Co., 
Labor  Relations  and  Personnel  Department, 

Philadelphia,  Pa.,  August  30,  1965. 

Mr.  F.L.  Kattau,  ^    .    ,  ^ 

A.tsistant  to  President-Administration,  New  York  Central  Railroad, 
230  Park  Avenue,  New  York,  N.Y. 

Dear  Fred  •  I  have  just  gotten  through  the  conglomeration  of  material  that  confronted 
me  on  return  from  vacation.  It  was  most  thoughtful  of  you  to  prepare  a  memorandum 
summarizing  the  status  of  various  merger  planning  projects.  This  has  been  invaluable  as 
a  giude  and  served  to  cut  hours,  if  not  days,  in  the  time  for  me  to  get  back  in  tune  with 

"^^^  InciSaUy,  Frank's  write-up  of  your  meeting  on  August  9  was  well  done.  From  that 
and  various  comments  concerning  it,  I  get  the  impression  that  it  was  an  excellent  meeting. 

I  am  .searching  desperately  for  some  concrete  evidence  of  progress-<X)mpleted  proj- 
ects approved  networks,  etc.— but  finding  little.  Nevertheless,  everyone  seems  to  be  work- 
ing 'very  hard  and  I  am  sure  there  is  as  much  progress  being  made  as  can  be  expected  at 
this  particular  time. 

I  will  try  to  have  a  summary  ready  for  you  on  return. 

Sincerely,  C^^^ 


Exhibit  64 

APRIL   6,    1970   INTERIM   REPORT— PRESIDENT'S   TASK  FORCE 

The  task  force  has  spent  the  last  five  weeks  evaluating  the  activities  and  functions  of 
a  region.  We  have  looked  into  many  areas  to  determine  the  strengths  and  weaknesses  of 

*^^Th?re"are  certain  visible  signs  that  many  areas  need  improvement.  A  few  of  them  are  : 
1.  mgh  payroll  costs.  Annual  earnings  statements  for  T.  &  E.  employes  on  the  Cleve- 
land and  Toledo  Divisions  in  1969  showed : 
396  employes  paid  over  $1.5,000 
233  employes  paid  over  16,000 
70  employes  paid  over  18,000 
8  emploves  paid  over  20,000 

I:  Sro?™v!o:^i«rr„rKrCo.  .„d  Amea  Cbem,cal  Corp.  service  analyses 

and  examples. 

4.  Lack  of  uniform  procedures : 

A.  Pavroll  and  time  claim  processing. 
B  FCMR-INICR  car  reporting  system. 

5  ^■..'TaTrS;al^r>S^.rS^^^r...^  position,  and  iac.  o, 
uniformity  in  these  positions  between  regions  and  divisions. 

It  is  our  opinion  that  these  problems  exist  for  several  reasons. 

1  Turnover  in  management  at  all  levels. 
'     fiif/  of  Trainmasters  in  their  present  assignments  less  than  one  year. 

81%  of  Trans"SS?on  superintendents  in  their  present  assignment  less  than  one 

44%^o{  Division  Superintendents  in  their  present  assignment  less  than  one  year. 
8o5  of  Div  sion  Superintendents  in  tHeir  present  assignment  less  than  15  months. 
MX  hul  ine  General  Manager  in  his  present  assignment  less  than  lo  months. 

'  'T^S^^'^Z^^IJ^  S  schedules  not  up-to-date  and  not  followed. 
3.  Ger^^S^i^^^l^y  set  policy  in  areas  where  system  uniformity 
should  prevail.  A  few  examples  are : 

A.  Information  systems. 

1.  Financial  &  budget. 

2.  Transportation  reports. 

B.  Timeslip  processing  and  handling  of  time  claims. 

C.  Regional  organization. 

D.  Handling  of  people. 

1.  Promotion. 

2.  Replacement. 

It  is  felt  that7he'"tr°em™do«s  turnover  in  snpervi,lon  Has  bad  an  aa^'f /'^f'  °" 
opera  ions  and  control  Dilferent  philosophies  and  concepts  on  how      "M'"^  » 
existed  in  the  two  former  companies.  These  f  ■"P^^T  heTerCeSrff  ,eq^,°fes  thS 

•;;:;;;rr"S;,Ke^'o"soZ  rxr  r^^^^^ 
£rhtTS-fhe"s;;Te;ei%?^?s.rht^^^^^^^^^^ 
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It  IS  recommended  that  tlio  transferriiif,'  of  supervision  be  sliarply  reduced  for  a  one  to 
two  year  period  in  order  to  consolidate  and  stabilize.  During  tliis  same  jx-riod,  it  is  furtlier 
recommended  that  wlien  transfers  are  absolutely  necessary,  a  man  should  be  transfern-d  to 
a  position  vvliere  he  has  to  make  the  fewest  adjustments  to  clianKe  in  environment  With  tlie 
large  numbei  of  changes  in  the  past  15  months,  tliere  should  l)e  a  sufficient  number  of  peoph" 
m  each  level  of  management  now  that  are  adjusting  to  a  complete  change  and  will  be  fa- 
miliar with  both  sides  of  the  merged  company.  Nearly  every  other  problem  we  saw  could  be 
related  to  supervisory  personnel  that  were  not  yet  qualified  to  handle  the  duties  and  re- 
sponsibilities delegated  to  them. 

A  concerted  effort  must  be  initiated  across  the  entire  .system  to  adhere  to  the  grouping 
manuals  and  scheduled  freight  train  briefs.  There  have  been  changes  in  the  grouping 
manuals,  and  .some  yards  have  not  kept  up  with  them.  It  is  recommended  that  tliese  man- 
uals be  revised  as  quickly  as  possible  and  that  they  continue  to  be  re-issued  at  six  month 
or  yearly  intervals  so  long  as  such  revisions  appear  necessary.  Each  region  on  a  dailv  liasis 
should  .scrutinize  train  consists  and  take  corrective  action  with  the  supervision  involved 
to  reduce  cars  moving  in  the  wrong  block,  on  the  wrong  train,  or  lieing  liaiidled  in  vards 
that  could  oe  overheaded. 

It  is  recommended  that  the  reports  prepared  by  the  Marketing  Department  on  the 
quality  of  freight  service  l)etween  key  points  and  for  particular  shii)iK'rs  be  giv«.n  wider 
dis  nbution  and  more  attention.  The  regions  should  analyze  their  service  deficiencies  es- 
tablish a  program  to  improve  the  service  and  most  important,  follow  through  to  see  that  the 
program  is  carried  out. 

The  task  force,  while  recognizing  the  lack  of  uniformity  in  manv  areas,  has  not  vet 
covered  enough  of  the  railroad  to  say  what  should  be  the  standard.  Certain  changes  in  the 
regional  organization  on  the  Western  Region  have  been  proposed  and  the  division  organi- 
zations on  the  Western  Region  will  be  investigated  next  to  determine  what  each  person 
IS  doing  and  what  are  the  results  of  his  efforts.  The  lack  of  defined  responsibilitv  in  partic- 
".!f.^".f.^<^^^-'  IS  spelled  out  in  a  separate  report.  It  is  our  goal  to  define  the  duties  and  respon- 
sibilities more  clearly  in  these  hazy  areas  before  leaving  the  Western  Region  Separate 
ISSon  are"required^''"      S"^'"i"ed  to  cover  other  areas  where  uniformity  and  stand- 

amnle''Tn*'\?/p"ir  7''*"""''  «"^Pense.  Yard  crew  overtime  is  one  ex- 

ample. In  tlie  Cleveland  Terminal  excessive  overtime  appears  to  be  built  into  particular 
as^gnments.  This  item  will  be  detailed  in  a  separate  report  and  recomn.e  idations  to  red„?J 
It  will  be  handled  directly  with  the  Superintendent  of  the  Cleveland  Division 

1.  How  to  reduce  overtime. 

2.  How  to  conduct  investigations  and  trials. 

3.  How  to  reduce  personal  injuries  and  subsequent  claims 

IcnoV^^"''**''"'^'  ^"'''^^       eements  and  arbitraries  which  the  supervi.sor  must 
5.  Operating  rules  and  safety  rules 
trie  A!  !?f/o  n'''";!^^  ^''i'  Western  Region.  Nobody  has  really 

nabil  V  o  n;t?'^^'"^  f?"L"'-  ^"r^  "'^^  prevalent  complaints  we  have  heanl  L  the 
inability  to  attract  and  hold  good  front-line  supervisors.  In  this  particular  area  monev  s 
Toledn'..''Tp/^f  ''IT-'^"  Trainmaster  earns  between  .$10,000  ancuSoi  per  ve^on  the 
ITnea  o v^r^.S^'lM^TeU  H  T      ^      ^'""^^--^  .>nd;r  thlii  Ssdict  L 

this  leve  of  maS^enl^^^^^  T'^       "-'""'^      "^^''^^      ^he  merit  increase  plan  for 

wen  rXr  tl  armmir«^^^^^^^^^  '''^'^^^^^^  ^'^^  salaries  of  those  that  perform 

Thl  1       V-^-  ^        assignment  at  an  increa.se  in  pav 

the  local  SK  v  ir^;  Collfnwo'o/v^^.'",       ^.^^^"^'•'""^  — 
niarv  at  cosfof  «sr7i?T?p^^^^  ""^'"^      ^^P^^^^^  deraihnents  in  Feb- 

K insmSn  St  and  MoJoi-  Tn,  .?  ^  indications  this  is  not  a  complete  record.  Rockport, 

some  pro4ammed  w^^^  P""'  P'^-^"'"''^'  ^""rtition.  It  is  recommended  that 

mainte'n^nSrrth^rtU^^^^^  '^'""'"^  if  other 

it  is  K  n^l^rSrlhS  w^USn^T^Jot:};;^:;^       '"^^  improvement  is  in  Transportation  and 
merger  on  one  railroad  o^  thTothe^Lfnot  on  both  '^"'^'^  P""'"^ 


Position 


New  York 
Central 


Pennsylvania 
Railroad 


Supervisor  dat'  control,  division 

Surervisor  data  control  region  " 
upervisor  yard  procedures  (principal  yards)   

cwefdUa?™  "''^'^'''^^ "pe^ator):::::::::: 

Supervisor  t'ain  operations, "division"(superviMr  traTn"rnovVrn^^^^^^ 

Recional  supervisor  operations  rules  movement; 

Terminal  superintendent,  division  " " 
General  ysrd  mas'er  (excepted  posit'ion) " """" 

Terminal  trainmaster    

Superintendent  station. " 

Supervisor  stations.,   

Supervisor  industrial  car  VonVrol"    


No  

No..... 
Yes.. 

No  ' 

Yes.... 

No  

No..  

Yes... 
Yes... 
Yes.... 

No  

No. 


Yes  

Yes 

No 

Yes  

No 

Penn  Central 


.  Yes. 


—  Yes.... 
--  Yes....  . 
...  No.. 

...  No   " 

...  No  

...  Yes  

...  Yes.. 
...  No  


Yes. 
Yes. 

Some  area^. 


Some  areas. 
Do. 

..  Yes. 

..  Some  areas. 
Do. 
Do. 

..  Yes. 

..  Some  areas. 
Do. 
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It  has  been  our  observation  that  there  is  no  uniformity  from  division  to  division  and 
region  to  region  in  the  duties  and  responsibilities  assigned  to  these  positions.  The  people 
in  these  positions  are  doing  what  they  think  the  job  calls  for  or  what  their  superior  thinks 
the  job  calls  for.  This  is  based  primarily  on  past  experience  rather  than  any  clearly  defined 
list  of  duties  and  responsibilities  that  is  uniform  throughout  the  Penn  Central. 

This  need  for  detinition  of  duties  and  responsibilities  is  not  limited  to  the  Transporta- 
tion Department  but  it  is  more  critical  in  this  area  because  of  the  inter-relationship 
between  divisions,  regions  and  system  in  every  transportation  function. 

It  is  recommended  that  the  duties  and  responsibilities  of  each  supervisory  position  in 
the  Transportation  Department  be  clearly  defined  and  implemented  on  a  uniform  basis  on 
each  division  and  region  of  the  company.  By  doing  this,  the  hazy  areas  of  responsibility  will 
be  minimized  and  every  supervisor  in  the  Transportation  Department  will  know  and 
understand  what  his  duties  and  responsiblities  are  and  what  those  of  his  associates  are  no 
matter  where  he  might  be  assigned.  This  is  a  necessary  first  step  toward  establishing  trans 
portation  guidelines  that  will  be  uniform  throughout  the  company. 


Exhibit  65 

Penn  Central  Co., 

November  13, 1969. 

Mr.  Satjndees  :  Enclosed  is  a  memorandum  which  I  prepared  for  discussion  with  you 

*°*^^It  occurs  to  me  that  it  may  save  some  of  your  time  if  I  place  it  in  your  hands  in 
advance  of  my  seeing  you. 

[Enclosure.]  ^^^^^  ^  Smucker. 

PENN  CENTRAL  MERGER  WILL  COST   $125.0   MILLION  IN  FIRST  TWO  YEARS 

Since  February  1  1968,  Penn  Central  has  expended  or  authorized  expenditures  of  cash 
for  merger-related  projects  or  programs  in  excess  of  $95,000,000.  This  is  oyer  and  above  the 
cost  of  completing  the  Alfred  E.  Perlman  Yard  and  diesel  locomotive  repair  shop  which  had 
been  advanced  by  the  New  York  Central  and  was  under  construction.  Including  such  costs 
indicates  that  the  total  sum  involved  (allowing  for  anticipated  over-runs  of  actual  costs 
above  estimated  costs)  is  not  less  than  $125,000,000  either  spent  or  authorized. 

In  general,  these  costs  fall  into  fonr  categories :  c-    f«rv,K«,  an 

(A)  $28  2  million  for  severance  allowances  to  3,338  employees  through  September  30, 
1969  ($4.3  million  charged  to  expenses  and  $23.9  million  charged  to  the  reserve) 

(B)  $6.6  million  paid  to  train  and  engine  service  employees  as  guarantees  for  time  not 
worked  or  miles  not  run  relative  to  a  base  period.  These  figures  comprehend  payments  made 
Trough  August  31,  1969.  Payments  lag  the  liability  by  several  months,  however,  but  are 

''''■?C)*$7TSL"irex'pense  and  moving  allowances  and  real  estate  costs  covering 
relocation  of  emplovees  transferred  to  follow  their  work.  , 

(Dr$53.2  r^ilUon  to  cover  the  cost  of  25  merger-related  physical  expansions  or  ^eloca^ 
tions  of  fixed  facilities  authorized  since  merger  and  ranging  downward  from  the  $23.b 
mXn'eSated  cost  of  the  new  classification  yard  at  Columbus,  g^^- J^^^^ .f ^^^^^^^^^^^^ 
charees  to  capital  accounts  for  these  projects  aggregates  $50.8  million.  Reduction  in  operat 
S^Jg  S  othe?  costs  when  all  are  fully  in  service  is  forecast  at  an  aggregate  annual  rate 
of  $30.9  million,  38%  of  the  $81.0  million  on  which  the  merger  was  justified. 

RESULTS   ARE   GROSSLY  DISAPPOINTING 

Post  audit  of  actual  versus  forecast  savings  thirteen  months  after  Alfred  K  Perlman 
Yard  went  into  recular  service  indicated  that  at  Dewitt  and  Geddes  St.  m  Syracuse  and  at 
SelSrk  he  net  of  identifiable  savings  over  added  costs  at  these  three  yard  locations  fel 
short  of  the  forecast  bv  $2,327,000,  representing  a  short-fall  in  sayings  of  51.'%.  Assump 
?ons  that  forecast  savings  had  actually  been  achieved  at  other  points  (such  «^e  unrelated 
savings  at  Weehawken  because  that  "Pfration  was  consolidat^^^  wis  ^nlv  43  9% 
statistically  sound  but  misleading  conclusion  that  the  shortfall  was  only  4^.9%. 

PROSPECTIVE    MERGER    SAVINGS    FROM    SPENDING    $125.0    MILLION    LOOK    LIKE    $51.0  MILLION 

Regardless  of  whether  43.9%  or  51.7%,  it  seems  P'^^J:^*  now  (subj^^^^^ 
precise  check)  to  expect  annual  cost  reduction  from  investment  of  $53.2  million  to  fall  some 
where  between  $15.0  and  $17.3  million  rather  than  $30.9  mill|,o^.  ^  .  severance 

If  the  employment  cost  of  the  3,338  "present  employees  who  have  ''.een  paid  sey^rante 
allowances  averaged  $10,000  annually,  this  action  alone  has  reduced  ^osts  by  $33^4  nnllion_ 
Adding  ?Ss  to  Sf  3  million  derived  above  produces  total  prospective  annual  savings  of  $5a7 
mSn  compared  to  $81.0  million  sayings  on  which  the  merger  was  ^a^e^,  "^^.'^^eSg  unTt 
the  somewhat  higher  figures  which  have  been  expected  simply  because  ot  aavanci  g 

THE   MASTER  OPERATING  PLAN   HAS   NOT  BEEN  FOLLOWED 

Being  discontented  with  the  plan  for  merged  operation  prepared  l^nd^^^t^p^^^^f,';*^^^^^^^^ 
ciflc  direction  of  the  man  who  had  ordered  it  prepared. 
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By  its  very  nature,  it  is  an  up-to-date  and  inijjroved  version  of  anotlier  operating 
plan  whicli  liad  supported  the  merger  proposal  by  asserting  a  potential  for  saving  .$81- 
million  annually  at  cost  levels  then  in  effect.  As  such,  the  Master  Operating  Plan  is  either 
a  plan  to  save  $81-million,  inflated  by  increased  costs  of  labor  and  material,  or  it  is 
nothing.  If  the  latter  then  there  is  cause  to  question  what  plan  we  liave  been  following, 
as  well  as  the  much  more  important  question  "What  plan  will  we  follow  in  the  future"? 

Mr.  Flannery  has  now  authorized  that  copies  of  the  Master  Operating  Plan  be  sent 
to  the  General  Managers  for  their  review  and  comment.  (See  his  letter  of  October  14.)  It  is 
generally  understood  that  little  if  any  cash  will  be  available  during  1070  for  Road  Capital 
items.  For  whatever  value  it  may  have  produced,  the  annual  capital  budget  meeting 
has  already  been  held.  What  effective  use  we  can  now  make  of  the  General  Managers' 
comments  in  respect  to  the  Master  Operating  Plan  as  it  affects  their  territory  is  diflScult 
to  visualize. 

We  cannot  now  get  back  any  of  the  money  that  has  been  spent  but  we  can  make  sure 
that  anything  we  spend  from  now  on  relates  definitely  to  an  identifiable  objective  which 
IS  in  itself  an  understandable  part  of  a  whole  plan  to  make  one  railroad  out  of  two 
railroads,  with  operating  costs  in  the  area  of  $100-million  lower  than  the  cost  of  operating 
both. 

PLAN    FOB   THE  FUTURE 

A.  Expand  the  post  audit  function  to  determine  the  degree  of  savings  currently  being 
made  from  projects  and  programs  which  have  been  advanced.  Drive  to  get  more  • 
-nru       ^<^e"tify  the  missing  links  between  physical  units  which  are  limiting  the  savings 
Where  the  benefit/cost  relationship  is  most  attractive  and  funds  can  be  made  available  push 
forward  to  improve  the  return  from  earlier  investment.  ' 

C.  Consolidate  regions  and  divisions  in  the  direction  indicate<l  bv  experience  to  date 
It  has  been  clear  from  the  start  that  nine  regions  are  far  too  many  to  be  competently 
staffed  and  effectively  managed.  As  a  beginning,  it  seems  perfectly  feasible  now  to  reduce 
this  to  SIX,  realigned  to  most  effectively  deal  with  the  problems  which  post-merger  opera- 
tion have  pinpointed.  It  would  be  difficult  to  conceive  of  a  less  likelv  plan  than  the  one 
\vhich  I  understand  to  be  under  serious  consideration— to  eliminate  the  Lake  Region  bv 
WesternVegion    '^^"""^  Division  to  the  Northeast  Region  and  the  Toledo  Division  to  the 

pnm^J'rinrn'T  ^u''  ?^  btjdgeting  and  forecasting  by  responsibility  centers,  then 

r^Trf  IZ^f-  ^""^  I  incurred  costs  with  those  which  had  been  planned.  There  can  be  no 
fi^rr  J^fTjr  «5'«t^"?^"i<'i".f"'-  level  of  manager  to  control  his  own  subordinates 

through  the  same  number  series  with  which  he  is  called  to  account 

In  view  of  the  experience  during  the  recent  past,  it  will  probably  be  wise  to  budget 
revenue-related  units  and  dollars  of  expenses  at  relative  levels  which  inav  produce  systin 
deficit  figures  rather  than  to  insist  that  budgets  reflect  unattainable  relationSs  being 
forced,  thereby,  to  deal  with  variances  of  meaningless  and  unmanageable  siyj  '  ^ 

Recognize  that  revenue  freight  volume  by  Penn  Central  TrailVan  service  has  been 
in  a  consistent  decline  while  rail-highway  services  of  our  competitors  have  been  increasing 
The  decline  in  patronage  parallels  investment  of  added  millions  of  dollars  irexSsfo^^^^ 
terminal  facilities,  additional  vans  and  trailers,  and  more  and  more  .short  hi-h  sne?d  ??a?n 
miles.  We  must  begin  a  stern  and  non-paternal  analysis  of  actual  corporate  prJfirrathpr 
Irn"^  P^Per  profitability  which  comes  only  from  the  Treasury  of  the  parent  and  e^^^^^ 
when  so  subsidized,  continues  to  decline  in  volume  parent  ana,  even 

.a.rJ^  ^?!P/"!"*<^  t'^e  maximum  extent  of  local  control,  in.sisting  on  local  asmmntion  of 
responsibility  to  act  as  swiftly  changing  condition  require.  Except  and  be  mWed  foJ 
people  undergoing  training  and  experience  to  make  mistakes.  Deal  iL^rsteJnly  wfth  those 
who  do  nothing  than  with  those  who  occasionally  use  poor  judgment 

nf  e,  .r^''^*^"*'  ''''^'1  ^^'^  general  policy,  we  should  drastically  curtail  the  local  acitivities 

i  on  c  H^'"-^  '•'""'•^  ^"'^P^  review-nothing  should  be  taken  for  granted-^othin  "  should 
be  considered  permanent  or  unchangeable.  iiotnin„  snouia 

David  E.  S mucker. 


Exhibit  66 


Peat,  Marwick,  Mitchell  &  Co., 

Certified  Public  Accountants, 
Mr.  C  S  Hill  Philadelphia,  Pa.,  Deeemher  22. 1969. 

Vice  President-Controller,  Penn  Central  Co 
Six  Penn  Center,  Philadelphia.  Pa. 

Dear  Mr.  Hill:  We  were  requested  to  perform  an  outside  investigation  of  the  freight 
MitXlT&  r^n^^^^^  Using  both  Penn  Centrarand  P?at  MarS 

Mitchell  &  Co.  personnel,  three  review  teams  were  organized  to  conduct  such  a  studv  The 

^^^'"^  ^'^^      relates  our  findings,  conclusions  and  recommendations  resulting 'from 
ciiis  review. 
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We  did  not  find  a  major  occurrence  res^ulting  in  the  failure  to  collect  freight  revenue. 
However  we  did  lind  serious  weaknesses  which  prevent  billings  being  rendered  to  patrons 
on  a  prompt  basis.  Actually,  we  consider  these  delays  to  be  exces.-ive.  The  current  system 
is  almost  totally  dependent  upon  quality  performance  by  agreement  personnel.  Manage- 
ment control  over  the  quality  and  promptness  of  rendering  bills  to  patrons  is  too  late  in 
the  system  and  otherwise  inadequate.  The  only  current  method  of  detecting  whether  agen- 
cies are  promptly  preparing  revenue  waybills  for  patron  billing  is  by  physical  inspection 

^''^The  e'rfors  and  inaccuracies  in  the  system  as  noted  during  the  study  occur  in  two 
critical  areas.  The  first  is  revision.  Inaccurate  rating  generates  an  excessive  volume  of 
disputed  bills.  The  result  is  a  lengthening  of  the  collection  cycle  with  additional  effort 
exifended  toward  resolving  the  disputes.  The  second  area  is  in  accounts  receivable-cash 
application.  We  detected  a  recent  alarming  build-up  of  unresolved  and  o^^J^S^ ^^^i^^f, 
were  not  being  resolved  at  certain  locations-notably  Indianapolis  and  Detroit.  Credit 
and  collection  performance  deteriorates  as  these  two  situations  worsen. 

CONCLUSIONS  AND  RECOMMENDATIONS 

The  major  concern  we  have  is  that  the  current  control  systems  are  too  late  and  do  not 
attempt  to  relate  car  movement  to  freight  billing.  The  post  audit  computer  system  has  not 
functioned  since  the  merger.  On  the  other  hand,  we  sampled  and  examined  physical  car 
movements  and  related  records  to  determine  if  billing  was  rendered.  Wh  le  our  sample  was 
ZIll  because  of  timing  requirements,  we  found  the  car  movement  consist  records  to  have 
a  re  iablutrof  app^ixLatVv  95%  which  improved  to  better  than  98%  when  trams  m 
lasfern  New  York  were  excluded.  Based  upon  our  findings,  we  recommend  a  mechanical 
control  system  be  designed,  'developed  and  installed  so  as  to  reconcile  billing  and  car 
nXiS  records.  Such  a  system  will  also  provide  management  reports  for  follow-up 
pZo^es  Ve  also  recommend  that  procedures  be  established  to  better  control  the  transmittal 

^S^'di?,'  we  found  sufficient  evidence  of  confusion  and  inadequately  prepared  personnel 
which  indicate  that  the  training  programs  of  the  six  Supervisor  of  Revenue  Accounting 
7sRi)  offices  are  inadequate.  We  recommend  that  a  specific  training  program  be  developed 
■  for  fte  revision  area  which  would  embrace  all  aspects  of  tariff  interrogation.  Also,  we 
recommend  that  abbreviated  procedures  manual  be  prepared  for  the  accounts  receivable 
rrea  ora  posiUon-by-position  basis.  These  manuals  should  contain  specific  illustrations  of 

'""'l^^rrlTuXfrogressed,  we  became  more  convinced  that  the  recent  organizational 
chante  wWch  piaced  the  agent  under  the  jurisdiction  of  the  trainmaster  threatens  a  basic 
fiSdar  control  technique  That  is  the  check  and  balance  feature  of  the  former  Agent/ 
SSSster  St^onshiS  wherein  one  party  is  primarily  ^^^-^'^^  ^^^.f^vi^^^^ 
and  the  other  for  property  recording  the  transaction  for  financial  control  purposes.  «e 
rppommend  that  this  organizational  change  be  re-evaluated.   

The  area  of  miscellaneous  charges,  particularly  intra-plant  switching  and  placement  for 
natron  convenience  is  totally  dependent  upon  personnel  providing  documentation  that  the 
LrSs  hSve  been  rendered.  Based  principally  on  interviews  (crew  riding  was  not  included 
in  the  otudv  >  we  were  appraised  of  a  number  of  circumstances  wherein  the  Penn  Central  was 
i^t  c^mpeiit^  for  revenue  moves.  To  prove  or  disprove  such  an  occurrence  requires  a 
sepamTS  Ss  inct  type  of  audit.  To  insure  collection,  we  can  see  the  Poss^bf  t^^* 
developing  a  system  of  documentation  tied  into  a  work  performance  system^  ^i^'if' "l^S 
perfoZed  is  measured  and  the  performance  appraised.  Since  the  moves  made  are  recorded 
iinHAr  thi^  eonoent  the  data  is  then  available  as  billing  support.  _ 

Finallv  Te  observed^  locations  with  probably  the  worst  working  conditions 

we  havfJ;erseS-K^^^^^^  Niagara  Falls.  It  is  in^«n^^i-^W« J^f 

SorS  under  these  conditions  can  perform  quality  work  commensurate  Y^t^h^  f 
the  system  We  recommend,  notwithstanding  capital  improvement  budget  limitations,  tnat 

Ind  SpSc  examples  of  findings  will  be  made  available  to  you  or  your  staff  as  you 
require. 

Yours  truly,  Makwick,  Mitchell  &  Co. 

[Attachment.] 

I — INTBODUCTION 

nnrinjr  the  period  of  time  elapsed  since  the  former  Pennsylvania  and  New  York  Central 
Railro"ds  were  merged  i  iai  difficulties  have  been  encountered  in  establishmg  orkabie 
S^SL  which  wo^uld  permit  the  uninterrupted  X^l^^jl'^^ ^^'^l^^^^^ 
operations.  Paperwork  processing,  particulariy  in  the  areas  of  ^i"'"^^"^  i^f^^^l^^^T^^e 
ing  has  presented  serious  problems.  Comments  and  questions  ^a^^  been  rais^  frorn  tim^ 
to  time  as  to  whether  major  failures  in  the  revenue  control  system  could  have  occ^ 
during  the  transition  period.  Such  questions  have  been  raised  by  patrons  as  well  as  by  I  enn 
Central  management. 
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Penn  Central  management  decided  that  it  was  desirable  to  retain  an  impartial  third 
party  to  make  a  procedural  audit  of  the  freight  billing  system.  Teat,  Marwick,  Mitchell 
&  Co.  was  selected  to  make  such  a  review.  In  conducting  this  evaluation  we  organized  three 
teams  to  perform  a  procedural  audit  of  the  Supervi-sor,  Revenue  Accounting  (SRA)  loca- 
tions, as  well  as  selected  agencies  and  yards  and  terminals.  At  the  same  time  we  observed 
paperwork  handling  techniques  and  tested  car  movement  records. 

PUHPOSE  AND  SCOPE  OF  THE  BEVIEW 

The  review  was  performed  to  determine  if  a  significant  breakdown  was  occurring  in 
rendering  freight  revenue  bills  to  patrons  for  services  rendered.  Specifially,  the  teams  were 
charged  with  determining  if  a  large  number  of  revenue  movements  were  unrecorded  or  the 
paperwork  overlooked,  misplaced,  etc.  and  therefore  not  being  billed  to  patrons  and 
collected. 

The  next  point  was  that  if  this  condition  existed,  was  it  caused  by  a  basic  weakness 
of  the  overall  revenue  procedure  or  did  it  happen  because  practices  were  not  in  compliance 
with  standard  procedures.  In  conducting  the  review,  the  teams  analyzed  the  effectiveness 
of  both  procedures  and  practices  in  the  major  functional  areas  of  SRA,  Agencies  and  Yards 
and  lernunals.  These  areas  have  the  principal  control  over  initiation  and  control  of  the 
rreight  revenue  procedure. 

Another  objective  was  to  establish  whether  control  elements  of  the  revenue  procedures 
were  adequate  and  timely.  Also  to  be  determined  was  if  these  controls  were  being  applied 
across  all  aspects  of  the  revenue  responsibility.  Consideration  was  to  be  given  towards  the 
effectiveness  of  procedures,  practices  and  controls,  so  as  to  assure  the  reconciliation  of 
actual  services  rendered  to  freight  revenue  billed  and  collected. 

Finally,  as  the  study  progressed,  it  became  obvious  that  we  should  devote  attention 
to  the  area  of  mi.scellaneous  charges  imrticularly  in  intraplant  switch  moves  Rather  than 
attempt  to  develop  an  audit  program,  we  reviewed  procedures,  observed  paperwork  flow 
and  implied  or  real  controls. 

ORGANIZATION   OF  THE  STUDY 

Our  approach  toward  establishing  adequate  review  coverage  was  to  organize  three 
teams  jointly  staffed  with  personnel  from  Peat,  Marwick.  Mitchell  &  Co.  and  Selected  Penn 
Central  employees.  Each  team  consisted  of  two  Peat,  Marwick,  Mitchell  &  Co.  personnel 
and  one  industrial  engineer  from  Penn  Central.  The  teams  visited  and  performed  observa- 
I^^A^   analyses  in  all  regions  with  the  exception  of  the  New  Haven  region.  It  should  be 
noted  that  coverage  in  the  Lake  Region  was  very  limited.  The  following  is  a  listing  of  the 
number  of  facilities  visited  by  the  teams  and  where  some  degree  of  review  was  performed  • 
8  Regions 
6  SRA's 
51  Agencies 
81  Yards  or  Terminals 
The  Penn  Central  engineers  assigned  to  the  teams  as  well  as  other  Philadelphia  person- 
nel made  most  of  the  advance  arrangements  for  the  visits  to  insure  that  the  teamFdealt 
mir  progress       ^^^^^^^  minimize  delays.  This  advance  planning  greatly  accelerated 

Before  the  teams  left  System  Headquarters,  a  series  of  briefing  sessions  were  conducted 
Penn  Central  accounting  and  operations.  After  the  teams  had  visited 
tne  nrst  three  SRA  s  and  four  regions,  a  debriefing  session  was  conducted  in  Philadelphia 
The  review  approach  was  then  revised  to  develop  more  specific  statistics  and  analyses  from 
the  remaining  SRA  s  and  regions.  After  the  second  series  of  visits  and  reviews,  another 
debriefing  session  was  conducted.  The  teams  then  committed  to  writing  their  significant 
r^nnT  ^«"clusions  for  each  region  and  SRA  visited.  This  letter  summarizes  the  team 
nf?r  ft  finally,  three  oral  presentations  were  made  to  Penn  Central  management— two 
after  the  first  series  of  visits  and  one  after  the  second  set  of  visits. 

II  FINDINGS 

loss  Jo  ISnr^Sn/i'^^Tr^  Spent  in  the  field  we  did  not  find  major  occurrences  of  revenue 
rZol^^A    ,  However,  the  purpose  of  our  study  was  not  to  uncover  specific  occur- 

trols  L  eippf  ""wf  ^?  from  a  systems  viewpoint  the  systems  and  con- 

tili'  u     ■  •  ""^o^^ered  some  major  deficiencies.  These  findings  will  be  stated  in 

the  following  major  functional  areas.  ^i-an^u 


SBA 


nntpJ  n«  An  4a  * T^  f accounting  procedures  which  are  formally  desig- 
nhc!^  ^  ^  206  and  AD  260A  were  being  followed.  This  was  confirmed  bv  the  practices 
observed  and  review  of  the  records  maintained.  pramceb 
(«)  Paperwork  Control 

of  tiJLSr^f^''*  effective  batch  controls  over  the  input  source  documents  were  not  part 
^^th  volf^f.  nfTn^'n*  f"n<?tional  areas  of  SRA.  Logs  are  not  maintained  for  input, 
uith  ^olumes  of  waybills  or  specific  waybill  data  by  related  agency.  The  criticism  of  ran- 

SRA^n^wel^nVd^/rn*  P'"^-'''  'Tlr^^'  ^'^'^•^^"^  ^«  applicable  to  all  departmenTs  of  the 
of  tte  SR\t  Thf«  ,o  I'T^^'^'S  ^^^^  locations,  which  is  not  subject  to  the  authority 

rdenttfic-,;tnn  ^  ffinnu  f  P«P«"^  ";k  control  makes  resolution  of  errors,  tracing  and  waybill 
Identification  difficult.  As  a  result,  serious  delays  develop.  In  addition,  there  is  a  lack  of 
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nn<.iHvP  control  DreventiDR  the  loss  of  waybills  while  being  processed  throughout  the  SRA. 
waybm'  aS "atron  billing  are  submitted  for  all  revenue  moves  reported. 

r::r/;r::rr:«::  e,ists  at  most  tj,,  sra.  v.si.ed^ t-s,-— 

Ot  ,1^18  personnel'Tn  revision,  0  have  14  or  more  vears  of  service;  9  bave  less  than  1% 
-He'"d!j  ^S^^^^S  .SS.=fo^?  ^Sf  .o«.  we  ba;.  been 

-£^^,u^?aLfit^i:r^'r's.?e^;2d^ 

posSfs  Sd  clerks  and  supervisors  fill  the  voids  in  order  to  process  the  work. 

::e3ES?ms:s^u=4XfH— 

Errslr'S"iifsrnre-ac?oir,:7is^r«sSnr^^ 

»re'SS^.i-'S"^w™;er^^^^ 

permit  this  practice  since  the  open  item  loses  its  identity  in  the  EDP  system  wnen 
becomes  a  "Paul  P."  item. 

(d)  Correspondence  .  -o  fc,     <jTf  a'o 

The  volumes  of  disputed  correspondence  that  were  evaluate<l  during:  our  visits  to  SRA  s 
indicrted  fSfican  pS  related  to  the  effective  control  of  revenue.  This  correspond- 
ence was  pn'Sirily  related  to  patron  complaints  regarding  '"^ ^""^^^^'^f^^^^^f e',",  f. 
billing  In  addition,  examples  of  triplicate  billing  resulted  m  stronger  than  normal  com 
mentary  from  reputable  patrons. 

(e')  Inexact  Cash,  Remittances  i-io^^oc 
a'  nthpr  nroblem  area  detected  was  the  recording  and  accounting  for  cash  remittances 

to  be  Sed  in  GrouJ  I  or  II.  Group  IV  includes  checks  received  with  no  supporting 

"""''rrouusTl'M  iT To"uUl  present  no  problem  for  reconciliation.  The  volume  of  Groups  III 
and  ?V  Sittances  ctrently  arl  Jangfng  from  45%  of  total  remittance  as  ij-e-ed -it  ^he 
SianapoL  SRA  to         at  the  Detroit  SRA.  These  volumes  are  based  on  do^^ 

not  resolved  are  transferred  to  the  overage  and  advances  (O&A)  account. 
?rrenMn°trsvstem  Is  a  lime  limit  tbat  necessitates 

received  which  must  balance  to  the  statement  submitted  by  ^e  bank.  An  attempt  wil  be 
m^do  to  further  identifv  items  that  were  recorded  as  unapplied  credits.  If  the  V^'^PP'J,^^ 
rieditfarc  not  identSthe  dav  thev  are  recorded,  these  transactions  may  remain  in  this 
account  for  sevSlnS  evidenced  at  the  Indianapolis  SRA  where  unapplied  items 

werTgLerated  back  in  Mav,  1969.  Based  on  volumes  currently  outstanding  it  appears  that 
SdSe  unapplied  credits  could  remain  unresolved  indefinitely  with  the  contra  effect 
somewhere  in  accounts  receivable  (unsettled).  Since  these  unapplied  credits  do  not  erase 
th°  receivable  from  the  tape,  the  patron  will  receive  a  delinquency  notice  ten^ 
a  bill  that  has  already  been  paid.  This  condition  influences  the  major  problem  of  excessive 
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correspondence  on  a  daily  basis.  Credit  and  collection  practices  become  of  academic  interest 
wlien  the  unapplied  credit  and  O&A  account  balanc^^s  increase. 

The  high  volume  of  rating  errors  which  came  to  our  attention  have  greatly  contributed 
to  the  conditions  described  above. 

(j7)  Forced  Waybills 

While  attempting  to  resolve  open  items  at  one  agency  we  uncovered  several  occurrences 
of  forced  revenue  waybills.  These  were  detected  at  the  Charleston,  W.Va.  agency,  with 
processing  through  the  Indianapolis  SRA.  Four  waybills  amounting  to  approximately  $2,0(X), 
which  were  readily  identifiable  as  prepaid,  were  processed  as  collect  waybills.  The  patron  is 
fully  cognizant  that  these  bills  are  in  error  and,  therefore,  will  not  remit.  Currently,  those 
bills  remain  in  the  unsettled  account  status.  To  aggravate  the  case  cited,  the  cars  involved 
were  interline  movements  involving  percenting  and  settlement  with  a  foreign  road.  This  set- 
tlement was  made,  therefore  the  loss  of  revenue  resulting  from  this  act  was  magnified.  A 
question  that  remains  with  us  is  what  volume  of  similar  incidences  exist,  undetected 
throughout  the  system. 

(h)  Current  Revenue  Waybill  Follow-np 

We  were  made  aware  of  serious  deficiencies  in  the  AD  1634  and  AD  1635  control  pro- 
gram. The  volumes  of  AD  3604's,  the  inquiry  request  submitted  at  month's  end  by  the  agent 
to  the  SRA  for  resolution  of  waybills  unreported  by  the  SRA  exceeds  the  SRA's  ability  to 
respond.  During  our  review,  little  was  being  accomplished  by  the  SRA's  in  answering  the.se 
AD  3604's.  The  situation  is  rapidly  deteriorating.  As  an  example,  the  East  St.  Louis  agency 
IS  experiencing  the  following  accelerating  volume  of  3604's  • 

July,  1969—126  items 

August,  1969—146  items 

September,  1969—579  items 
A  similar  progression  but  with  higher  numbers  exists  at  Buffalo. 


AGENCIES 


The  following  findings  were  observed  in  the  reviews  of  selected  agencies.  As  stated 
earlier,  in  our  report,  it  is  our  opinion  that  these  findings  could  have  unfavorable  effects 
upon  revenue  control  and  efficient  cash  flow.  euet-tt, 

(a)  Agency  Control  Forms 

In  our  reviews  of  agencies,  adherence  to  the  AD  1634  and  AD  1635  control  program 
^^Vtf^T''^^^-  '^""^'^^  ^  percentage  of  the  agents  toward  this  program  ma? 
^Lnw  n.if  "«"-a«=«Ptable  with  certain  agency  personnel  making  little  effort  toward 
complete  adherence.  In  a  specific  agency  (Cincinnati),  a  memorandum  was  is.sued  bv  the 
iTif  5^  ^^"^^^  "2*^     ""^^^^^  segment  of  the  1634's  and  1635's  because  of 

lack  of  personnel.  Copies  of  this  memo  were  sent  to  the  SRA  instructing  the  Supervisor 
of  Revenue  Accounting  to  discontinue  submitting  reported  waybill  statements  to  his  agency 
In  many  agencies  delays  in  preparing  1634's  and  1635's  destroy  the  value  of  this  inter- 

^t      n™'°V?''^^?-  "'^^t  f^'-  tl^is  breakdown  were  the  budget 

cut  or  organizational  change  wherein  the  agent  reports  to  the  trainmaster 

betwte"n  agenc'y  and  SrI^""'  '^''^'^  '^^^      ^  transmittal  control 

nher7wfrr!lfn?<f^^  existing  throughout  most  of  the  agencies.  This  personnel  atmos- 

H^n  of  K  primarily  the  result  of  the  recent  budget  cuts.  The  across  the  boVrd  force  reduc- 
fn  T^^'        •'^'"^          ^PP"^<^  to  personnel  performing  functions  directly  related 

SnSLrittg^nTL'eL  "^""^"^'^  ^^^^^^^  -P-*'  — ^ 

(&)  Memo  Waybills 

use  S^memoVn\^!nlf  P^/'"^^^^^?  P«^sible  loss  of  revenue  could  result  from  excessive 
Srs  Ld  t^aii^l  hS«  n;,.^^''""*"'T''?''  P™^"^^  "^e^o  ^-aj-bills  to  move 

agency  ?orcS  are  c^it  thi.  ™k  ^^'^}^ .^'^^^''^  t^ely  processing  of  revenue  waybills.  As 
Jfsolve  the  memos  ¥hi  thiJf  .^^^  will  increase  with  the  result  of  pyramiding  the  work  to 
H^r^  memos.  The  threat  of  loss  of  revenue  becomes  more  critical  when  volume  reneti- 
Zl  are  involved  as  was  the  case  pointed  out  at  our  progress  meTtings  in  connec- 

at  East  St^E'  '^'""^  ^''^  P^^^^"*^  a^difficXcSl  pSem 

nn,i  deficiencies  in  waybill  numbering  were  observed  at  a  few  agencies  (Toledo  Buffalo 
and  Detroit).  An  example  of  this  was  observed  at  Todelo  and  Salo  where  wnvhin 

(c)  July  1  Study 

"JuluT  ^        unresolved  car  placements  that  appeared  as  a  result  of  the 

aU  cL  p/acements  of^rf^^^  "J"^^^"  ^^"^-^  was  to  ident  ?y 

ol!,,      ?  u  shown  in  the  car  movement  records  fwavhill  recnrrio 

and  match  the  data  to  related  waybill  data  processed  bv  the  SrT  tL  Stive  of  this 
SJ'T  if  revenue  waybills  were  being  processed  brmatchTnrmec^^ 

St^.  tS.T^^'^l"^  exception  items  manually.  With  the  information  av'airble  tfth?  rev?ew 
trSrl  appSriL"'    "^h^^^  West  Carrollton,  Ohio,  were  in  position  to  relohe 

hnt  a  thl.^  L  I  ^'"^  •  ^"^^  ''"^y  the  agent  process  the  two  outstanding  oars 
but  a  third  car  which  was  outstanding  as  a  no  bill  on  the  AD  1634  for  that  date  wifh  ?he 
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movement  data.  „„t„.,£. 

YABDS  AND  TERMINALS 

favorable  impact  upon  revenue  control  and  efficient  cash  flow, 
for  waybill  forms. 

SL'^1„'?;~hLTmul  o=;^o™:,er/cUr„,  and  pr^essin.  «,  .ource  d«>.- 
ments  related  to  freight  revenue. 

Homestead,  Pa.  agency  there  ^^'^  oc'^''^^^''^ZI^n  tll^^^^ 

AD  Slo  AD  1 A2  Id  1S34  and  AD  163.5.  The  results  of  these  observa  10ns  follow  . 

1  1  838  cars  were  virtually  checked  and  verified  against  the  consist.  Of  the  total  there 

AD  1580  and  1582  and  the  AD  1634 
The'  rt?ewVo7STab?v'e  indicates  a  5%  error  factor  for  both  types  of  source  docu- 

bins  and  16  overWlls'^out  of  844  cars)  are  eliminated,  the  error  percentage  drops  to  a  very 
respectable  17%.  commentary  at  an  oral  presentation  following  our  first 

serie  "of  vis  s  the  Eastern  Region  provided  an  industrial  engineer  to  test  (^rs  moving  out 
o?  Sparrows  Point,  Maryland  destined  for  Bethlehem  f^'^^JL^'Zl^^^^^^ 
Indiana  We  were  advised  that  of  this  test  of  approximately  1,000  cars,  one  car  appearea  in 
error  Th  s  car  moved  on  the  consist  records  as  an  empty  whereas  it  was  apparently  under 
Sid  We^e  these  movements  added  to  item  1  above,  the  error  percentage  drops  to  3^3%- 
fSthering  the  validity  of  utilizing  operations  computer  records  in  a  revenue  control 
system. 

ORGANIZATION 

It  is  our  opinion  that  the  recent  reorganizational  change  placing  the  responsibility  for 
the  agencrunder  the  control  of  the  trainmaster  is  not  in  the  best  interest  of  Pe^n  CentraL 
Thi.  action  tended  to  weaken  a  basic  financial  control  check  and  balance  that  had  been  in 
existence  Specifically,  based  upon  our  field  visits,  we  believe  a  basic  ^?"fl^^t  f  objectives 
exists  between  the  agency  and  transportation  management.  The  ^I'^i^^^'^l^ff^^^^ 
trainmaster  is  to  move  trains  and  cars,  while  the  agent's  primary  concern  is  i°g  to  it 
t^atTar  movement  paperwork  is  properly  generated  and  car  movements  are  properly 

'^^'^  A^ltrain  will  be  placed  upon  the  agent's  ability  to  carry  out  his  P'-ipVTwhi^jJiS 
of  safeguarding  freight  revenue  if  he  reports  organizationally  to  an  individual  who  does 

wl  w1"' m^rawfrl'of  several  situations  in  which  the  agent's  subordinate  relationship 
to  the  trainmaster  required  the  aeent  to  be  utilized  for  non-agency  functions.  As  an  example 
at  Massev  Yard  in  Watertown.  N.Y.,  the  agent  was  instructed  by  the  trainmaster  to  ride 
vard  engines  to  conduct  time  studies  of  the  engine  crews  At  .^'^agara  Fall s_  KY  the 
agent  was  .resolvinc  items  on  the  morning  "T-reports"  for  the  trainmaster  and  thereby  was 
prevented  from  resolving  the  agency  problems  (later  in  this  report  we  recommend  an  audit 
of  this  agency).  In  both  situations  the  agents  had  pressing  agency  problems  demanding 
their  undivided  attention. 
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AUDIT 


While  m  the  Chicago  SRA,  our  study  team  was  provided  a  list  of  cars  by  the  Supervisor 
rt?".^  Accounting.  This  list,  prepared  by  Midwest  Steel  Company,  totaled  f^l  cars 
which  Midwest  claimed  had  never  been  billed.  It  covered  a  period  from  August  1968  to 
June,  1969.  As  a  result  of  this  finding  an  audit  was  recommended  in  a  progress  review 
meeting.  Action  was  initiated  at  that  time  and  an  audit  was  begun  in  late  October  1969 
following  IS  the  status  in  this  matter  as  of  our  last  updating  in  early  December  1969 


Audit  findings 

Number  of 
waybills 

Number  of 
cars 

Amount  of 
freight 

Billed  prior  to  the  patron's  list 

Billed  after  patron  s  inquiry,  but  before  agent  was  notified 
Billed  based  upon  the  audit  teams  findings 

507 
101 
233 

$247,  700 
34.000 
79,900 

^.J%^  critical  of  the  billing  situation  with  regard  to  movements  from  Buffalo 

lidTaJa  Sparrows  Point,  Maryland  to  Bethlehem  Steel  at  Burns  Harbor  (Portage) 


III — CONCLUSIONS 


isolated  instances  wherein  billings  had  not  been  rendered  on  revenue  move- 
ments for  several  months  While  it  may  be  premature  to  consider  this  "found"  mon^y  it 
rn,    1?*'''^      what  we  believe  the  revenue  accounting  situation  to  be  on  the  Penn  Cen 
tral.  As  an  oversimplification,  the  system  relies  almost  totally  on  personnel  unHl  the  bill 

ScraTelvldeifti  ^tbnTr''\'4*^^  ^'^"^  Company  relies  on  personnel  to 

accurately  identify  that  a  waybill  is  missing,  trace  the  bill  and  follow-up  so  as  to  eventu- 

stifl  SiS^^oV—la^rT^^^^^^^^  ^  ^ 

freiglfreveSiUiTsfS  ^^^^'^'^^  ^^om  our  study  of  the 

APPLICATION  OF  CONTROL  TECHNIQUES 

There  are  several  controls  existing  in  the  current  system.  The  first  control  of  billing 

warl'dTrieS^Record'o??  f  1614-Dail/ MemoranVum\?  WayWHs'^S 

waraea,  A.u.  ib34— Record  of  Inbound  Movements  and  the  AD  1635— Record  of  OnthnnnH 
Movements.  One  only  control  over  the  use  of  these  forms  is  foste^  by  audit  Sts  or 
correspondence  from  Company  personnel.  From  our  visits,  we  found  The  L^of  th^se  con 
trol  forms  was  generally  perfunctory  except  in  Michigan.  The  1634  and  1635  forms  Ire  to 
fn/rI«T  K  ^^^^^  3604-Notice  of  Discrepancy  forwarded  to  The  SRA 

for  resolution  when  the  agency  believes  it  has  discharged  its  respoSuitv  and  sent  in 

l^rrhTveTe^n^^^^^^^^^  ^  3604.  i  st?tS?  att sT? rVm" 

ai^i£iirLS^^«r^-^^ 
=S£idS~r^^s= 

a  Dosfau5l?h\%'Sh'  P«^«ib^lt«  when  a  revenue  movemSfis  S  lecau  e 

muTbe  cJ^Led^S^tiinlst^^^^^^^^^  ^^"^^  ^  audiT?S 


TIME  DELAY 


teoh„.,«.„,o^oel^eS?.T^ero'e^rp*;orS 


BILLING  INACCURACIES 


wherein  errors  create  a  more  comnlioflfpVwnrvii^^^     ^  ^-  revision  area. 

Our  review  of  corre.sponrnce  cSrmed  hv  '  '^"'^  °o°-Payment  of  bills  by  patrons. 
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C«h  account  Increases,  the  ability  ot  C« 

niitstanding  patron  balances. 

OUlbldUUiUK  ^  MISCELLANEOUS  CHARGES 

,„  „„r  Observation  of  ,ne  '^X^'  '^^^^f^ ^^^^^'^S^S^^^^^^^  plrSnTel' wS 
charges  we  once  again  c<f '""•"''i' ^^^^^^^^^  not  performed 

.-erraS'o/us.^n'T.|!rn^^^^ 

SnVw^  r.e-c£it.rs.nhe'  fr~>iS  ssSini'ont  ser« 

positive  control  over  billing  these  services  is  ^s  jin  example,  were  it 

performed  as  part  of  a  -^^"1-,^  P^f^Tn  ,on^b^^^  ^-^^^^ 
necessary  for  crews  to  justify  time  ^P^^*- ^^^^^^^^.^^ip^     g^ems  that  the  record-keeping 

^r^falpJotr„rtr«rorS.Thr??corrg»        data,  after  nse  in 

S?t'nrnre™l„atl„n.  conia  then  be  to™^^ 

for  .rs'ilS  ,SrSSa'S;;nl've^„e'Va'r^S°iZS^^^  ■»  -rmai  .0  an  incentive 

:3=ct^^°rpptrnS2src»^^ 

With  adminislratiou  being  an  uncertain  or  irregular  activity. 


PERSONNEL 


^a^      r  cVm^Pan^^r^aS/r^^^^^^^^ 

-ti«Si5r^s  ~-srT^e^^^ 

tion  of  disputed  ^IJi  «°^«^ting  to  approxim^^^^^^^ 

for  the  Company.  There  should  ^.^"^^^^^^^f  th^rntense  co^^^^^^^  memory  re- 

most  demanding  in  most  SRA  s.  ™  3^^^"^./''/°^  A  jTen  reduce  the  employee  turnover 
tention  requirements,  ^e  recommend  that  steps  be  ta^^^^^^^^  sufficiently 
experienced  on  this  position.  This  might      done  tnrou^n  maKi  ^^^^  Another 

ployees  and  increase  their  effectiveness. 

•WORKING  CONDITIONS 

fhe  working  environment  in  the  two  locations  mentioned  must  be  improved. 

IV — ^RECOMMENDATIONS 

eonZlSL-a»a£r  tlS  '^Z^  S,r=]^=en&'a5 
already  covered  as  well  as  additional  ones  that  we  consider  important. 

MECHANIZED  CONTROL  SYSTEM 

is  the  handling  of  more  than  one  <:<'T^;j'^^,''X,l  .?ice  we  are  Sdent  a  satis- 

xr,'a^^^gli?rb?".t£?„ro^^^^ 

r:siirteX^"th7^^™rc«^^ 

period  of  time  not  to  exceed  50  weeks. 


713 


TRAINING  PROGRAMS 

From  our  observations  we  are  forced  to  conclude  that  the  current  training  programs 
for  personnel  involved  with  the  freight  revenue  billing  cycle  are  inadequate. 

We  recommend  that  Peun  Central  institute  a  comprehensive  training  program  focusing 
primarily  upon  the  areas  of  greatest  need— revision  and  accounts  receivable.  With  regard 
to  revision,  as  was  mentioned  earlier,  the  revision  of  freight  bills  is  probably  the  most 
difficult  function  in  the  SRA.  A  competent  revision  clerk  must  be  thoroughly  familiar  with 
the  entire  railroad  tariff  structure  applicable  to  the  Penn  Central.  He  is  contending  with 
specialists  in  the  patron  organizations  when  he  becomes  involved  with  a  rate  dispute. 

Considering  the  growing  shortage  of  experience  in  this  specialized  area,  we  sec  no 
alternative  to  embarking  on  a  comprehensive  training  program,  including  prepared  text 
material,  classroom  lecture  instruction  and  procedures  manuals  with  detailed,  illustrative 
examples. 

There  is  a  similar  need  for  training  in  other  areas  also.  The  instruction  available  in 
accounts  receivable  are  vague  and  sketchy.  Detailed  procedures  for  corrections,  handling  of 
exceptions  and  standardized  treatment  and  response  to  patron  correspondence  are  all 
urgently  required  now. 

ORGANIZATION 

The  decision  to  place  the  agents  under  the  responsibility  of  trainmasters  weakens  one  of 
the  subtle  but  nevertheless  essential  document  control  techniques  operative  in  the  field  with 
regard  to  freight  revenues.  The  trainmaster's  primary  concern  is  for  the  movement  of  cars 
and  trains,  and  rightfully  so.  The  agent,  on  the  other  hand,  is  deeply  involved  with  seeing 
that  the  proper  documentation  is  established  for  the  moves  taking  place.  They  have 
conflicting  objectives  and  their  interests  follow  dissimilar  lines.  It  is  a  violation  of  good 
procedure  to  have  the  individual  responsible  for  the  financial  audit  of  an  operation  to  be 
reporting  to  the  individual  responsible  for  the  operational  part  of  the  system. 

We  strongly  recommend  that  this  organization  re-alignment  be  re-evaluated. 


SRA-EDP  CONTROLS 

A  paperwork  control  system  between  the  agency  and  SRA  was  recommended  elsewhere 
in  thi.s  report.  Within  the  SRA,  we  also  recommend  that  batch  controls  be  established  within 
the  SRA  manual  and  EDP  processing  areas.  Documents  manually  processed  by  the  SRA 
should  be  controlled  prior  to  forwarding  to  the  data  processing  area.  The  output  from  data 
processmg  should  then  be  reconciled  to  the  input.  At  a  minimum,  the  batch  control  should 
include  a  count  of  documents  released  for  keypunching. 

We  also  believe  that  key  verification  be  required  at  the  data'  processing  facilities  when 
processing  revenue  accounting  data.  While  key  verification  is  supposed  to  be  the  practice  we 
noted  that  this  practice  is  by-passed  on  occasion.  ' 


AGENCY  CONSOLIDATIONS 

There  are  a  large  number  of  agents,  in  two  divisions,  handling  traffic  routed  to  New 
York,  New  York.  We  were  informed  that  there  are  approximately  70  agents  (including  relief 
agents)  and  235  station  identifications  for  this  area.  Problems  noted  while  in  the  New 
York  region  were  that  documents  and  cars  are  being  mis-routed  because  of  confusion  as  to 
which  agent  is  responsible. 

We  recommend  a  review  be  made  by  the  Stations  Department  to  determine  if  there  is 
a  possibility  for  agency  consolidations  to  assist  in  reducing  the  mis-routing  of  documents 
(waybills,  traces,  etc.).  In  any  case,  a  better  means  should  be  developed  for  exchanging 
information  and  paperwork. 

IMPROVED  WORKING  CONDITIONS 

As  a  result  of  our  field  visits,  we  believe  that  the  working  conditions  at  Kalamazoo, 
Michigan  and  Niagara  Falls,  New  York  agencies  must  be  improved.  We  cannot  believe 
that  the  work  performed  in  those  agencies  is  consistent  with  the  rest  of  the  System  after 
observing  the  working  environment. 


RECOMMENDED  AUDITS  AND  TASK  FORCE  ASSIGNMENTS 

One  special  audit  began  while  our  study  was  in  process— Midwest  Steel  of  Burns 
Harbor  (Portage)  Indiana.  Also,  at  the  New  York  SRA  a  task  force  from  System  head- 
quarters was  assisting  in  the  areas  of  training,  working  assignments  and  actual  processing, 
w  e  would  like  to  recommend  additional  assignments  for  both  groups. 
(a)  l?R.rs 

We  recommend  that  the  Indianapolis  and  New  York  SRA's  O  &  A  (Overages  and  Ad- 
ZtH?nL''"vlT"J'  audited  Specific  attention  should  be  placed  at  Indianapolis  on  the 
fictitious  Paul  P.  account.  Also,  we  suggest  these  two  SRA's  plus  Detroit  be  reviewed 
regarding  the  form  AD  3G04  submitted  by  the  agency  for  items  listed  as  forwarded  by  tS 
ngency  but  not  reported  by  the  SRA.  This  form  is  a  basic  control  in  the  currenrsystem 
\\hen  It  IS  not  resolved  by  the  SRA.  the  agency  not  only  must  relist  items  but  there  is  a 
revenue  ii^th'^'fl  '{f^^^''''^  ^"  furthering  a  deterioration  of  the  attitude  to- 
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(b)  Agencies 

We  recommend  an  audit  be  conducted  at  the  Niagara  Falls  Agency  In  reviewing 
physical  movement  records,  we  found  five  (5)  unreported  items  out  of  forty-six  (46)  ex- 

^'°'°(!m?en'llv,''araudit  is  being  conducted  at  Burns  Harbor  regarding  movements  out  of 
Great  Lakes  in  Detroit  to  Midwest  Steel.  We  recommend  that  this  audit  be  expanded  to 
indudc  Bethlehem  Steel  inbound  movements  out  of  Buffalo,  New  York  and  Sparrows  Point, 
Maryland 

QUALITY  CONTROL — SRA. 

We  recommend  that  a  system  be  implemented  at  the  SRA's  to  determine  the  quality  of 
work  being  done  in  the  revision  area.  There  are  at  least  two  alternatives  open.  One  would 
be  to  evaluate  the  disputed  items  only.  Maintaining  logs  on  the  revision  clerk  involved  as 
to  hL  theTtem  wL  S  ed-f^  not-would  indicate  which  clerks  require  training 

or  d^rcSllnSrctlon.  O^^^^  of  our  objections  to  such  an  approach  is  that  the  statistica 
sLnplo  is  limited  and  therefore  skewed  to  only  disputed  items.  Another  objection  is  that 
disciplinary  action  with  agreement  personnel  would  be  difficult  nnnlvsis  on  a 

Another  alternative,  which  is  more  comprehensive,  is  to  conduct  the  analysis  on  a 
«iore  eliab  e  technique^random  sampling.  The  computer  records  for  selected  days  of  bi  1- 
n.g  could  be  analvszed  and  generate  those  items  or  bills  to  be  re-worked  by  a  senior  or  ead 
clerk  The  logs  could  also  be  maintained  on  individual  performance.  An  additional  advantage 
of  the  latter  approach  is  the  ability  to  predict  what  the  ^""^^  ^^^^P^^^^. 
disputed  items  based  upon  past  experience.  Since  the  tests  would  be  made  by  SRA.  addi- 
Sal  aUstSe  could  be  applied,  where  indicated,  by  i^t^-^^fng  f  ort-term  tra«^ 
grams  in  the  revision  area  or  by  reallocating  personnel  to  work  on  the  O  &  A  and  unapplied 
credits  accounts. 

MISCELLANEOUS  CHARGES 

Due  to  our  limited  data  in  this  area,  we  cannot  make  a  positive  recommendation.  We 
were  adv^ed  of  and  shown  isolated  instances  wherein  intraplant  switching  and  physical 
placemen  s  for  patron  convenience  were  not  properly  billed.  As  you  know,  special  services 
SeTed  are  difficult  to  control  and  bill  particularly  where  the  supervision  is  not  in  visual 
Sntact  because  the  individual(s)  rendering  the  service  finds  it  is  to  his  advantage  not  to 

"■^^"we^^rfoffering  two  possible  methods  for  consideration.  The  first  is  to  introduce  a  work 
measuremen?  program  w^ich  encourages  the  individuaKs)  to  report  a  1  services  rendered 
border  to  obtain  credit  for  them.  This  type  of  system  will  not  eliminate  "unreported  serv- 
ice" bul  should  reduce  it  since  providing  this  service  normally  requires  a  certain  amount 

°^*'The  second  is  an  incentive  program  which  rewards  the  individual (s).  To  obtain  the 
incentive  paTthere  must  be  valid  documentation  and  thh  billing  should  be  ""disputed^  The 
SsadvantaSe  here  is  in  the  inability  to  collect  a  smaller  than  normal  bill  and  the  endency 
to  write  off  bills  for  which  collection  expense  exceeds  the  face  amount  of  tp?,  oiU. 

We  tend  to  favor  the  first  alternative  since  it  also  provides  a  desirable  visible  perform- 
ance rating.  This  is  an  opportunity  to  instruct  operations  personnel  in  control  techniques 
which  then  lead  to  planning  techniques. 

PROTECTING   AGREEMENT  POSITIONS 

We  recommend  consideration  be  given  to  protecting  the  revision  positions  at  the  SRA. 


Exhibit  67 

U.S.  Department  of  Justice, 
Office  of  the  Deputy  Attorney  General, 

WasJimgton,  B.C.,  Septemicr  J,.  1961 

ilr.  Stuart  Saunders, 
Chairman  of  the  Board, 
Pennsylvania  Railroads, 

New  York  1.  Neto  York.  ^  ,r 

Dear  Mr  Saunders  :  I  am  enclosing  a  copy  of  a  memorandum  signed  by  Mr.  Kennedy 
while  Attornev  General  which,  I  believe,  accurately  reflects  the  discussion  and  comments 
which  he  made  at  his  last  meeting  with  you.  He  has  taken  the  action  indicated  m  the 
memorandum. 

I  might  add  that  I  am  in  agreement  with  his  conclusions. 

If  you  have  any  further  questions,  please  do  not  hesitate  to  telephone  me. 

•  Sincerely  yours.  Nicholas  deB.  Katzenbach. 

Acting  Attorney  General. 

To :  Attorney  General. 

Subject :  Penn-Central  Merger.  . 

Messrs.  Stuart  Saunders  and  Alfred  Perlman.  the  president  of  Pennsg-an^^ 
and  New  York  Central  Railroad,  respectively,  and  M'-„George  Leighty^  C^^^^^^ 
Railway  Labor  Executives  Association,  came  to  my  office  on  August  21.  19b4.  to  oiscu.s 
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the  Government  s  position  on  the  proposed  Penn-Central  merger.  Mr.  Katzenbach  Denutv 
Attorney  General,  and  Mr.  Orrick,  Assistant  Attorney  General  in  clmrRe  of  tl?o  Ant.trS 
Division  were  also  present.  Mr.  Saunders  urged  that  we  publicly  reverse  tl"e  (  overJn  entN 

oSTui  e'l  '?c>r4'£'""'?M''^V>™r*^^'"'  ^^^^"''^  «t"'ed  in  the  brief  niedv  Ul  the  ic6 

on  June  1,  1964.  He  and  Mr.  Perlman  explained  in  detail  why  they  believe  the  mercer  to 

.«.J^fl'  explained  that  under  the  ICC  order  in  the  N&W-Nickel  Plate  merger 

ntl  ^  Pennsylvania  is  confronted  with  the  immediate  necessity  of  decid  ng  whether  " 
dispose  of  Its  substantial  stock  interest  in  N&W,  such  divestiture  beinra  condiUonof  ic^^ 
approval  of  that  merger.  Mr.  Saunders  emphasized  the  importance  fo  thri'ennsylvi^^ 
vprnn^.Jf -''r  "  '""'^^         requested  that  he  be  informeS  whether  The  CJov 

veinment  intended  to  continue  to  oppose  the  Penn-Central  merger  under  S  conceiva We 

Sryt^d-SL^nVstre^sSrV'^  ^"""^^  ^^^^ 

had^rreSjr^^^ 

merits  that  we  slimild  continue  to  oppose  It,  had  publicly  pcnsserte  l  th°  t  oonosftlon  nirt 
lie  case  is  now  under  submission  to  the  hearlnjr  examiners.  It  ^^d  brinaZro^^^^^^ 
eSu™"/,  S""  '°      "","■»'■'■  '»  I  P»l«e^  out  that  mv  ?urthe? 

m-e-rS  SpfS/ Ll^  £r.h«artreToll,Srrm°strtSt     S^^^HL^^L  Z 

I  raST^-u'^^^^^^ 

Hon.  Nicholas  deB.  Katzenbach  Septembbb  9,  1964. 

Acting  Attorney  General,  Department  of  Justice 
Washington,  D.C 

basIs"to?ncM"?''fbe'ii'r'S-  'I"".™  "ooW  dllleently  seek  to  find  a  fair  and  reasonable 

rd\L^^SteV,Sr^%rdth"e?rrC«  ""^  '°  "'°°°» 

«,.if  ^f"  ^t^t^'* .that  it  was  neither  the  intention  of  Attorney  General  Kennedy  nor  of  vour 

me  kno?^*  ^         '"'^  accordance  with  your  understanding,  won't  you  please  let 

Sincerely, 

(Signed)    Stuart  T.  Saundebs. 

Hon.  Nicholas  deB.  Katzenbach,  January  14,  1965. 
Acting  Attorney  General,  Department  of  Justice 
Washington,  D.C.  ' 

with^vmfa^d  Mr'X.lf.l.'"  •                    '"'^  ^  ^'"^^  ^'^'^  opportunitv  to  meet 

witn  you  and  Mr.  Orrick  in  your  office  on  Januarv  8  and  to  bring  vou  un-to-d,n Vp  nn  hTa 

Honorable  Kobert  F.  Kennedy  placed  in  the  Department's  files  in  this  connection.  We 
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assume,"  of  course,  that  this  also  includes  the  clarification  of  the  memorandum  which  was 
set  forth  in  my  letter  of  September  9  to  you. 

Respectfully,  (Signed)    Stuabt  T.  Saunders. 


January  14,  1965. 


Mr.  William  H.  Orbick,  Jr.,  ^  , 

Assistant  Attorney  General  in  Charge  of  Antt-Trust, 
Department  of  Justice, 

^"'nrirMB^ORRiCK-  Mr  Perlman  and  I  appreciate  very  much  the  opportunity  to  meet 
with?hrHLr?bTe'Nicho'ias  deB.  Katzenbach  and  you^elf  in  his  office  on  January  8  and 

%i  SeXas-eVrhrz.  z::^:zriT^z\rie^^^^^^ 

in  my  letter  of  September  9, 1964,  to  Mr.  Katzenbach. 

Respectfully,  (Signed)    Stuabt  T.  Saundebb. 

April  22,  1965. 

Hon.  Nicholas  deB.  Katzenbach, 
Attorney  General,  Department  of  Justice, 

"^"'deaTmrTttorney  General:  I  was  grateful  for  the  opportunity  to  meet  with  you 

to  he  Federaf  District  Court  in  which  the  New  Haven's  bankruptcy  proceeding  is  pend- 
ing I  sent  a  copy  of  this  memorandum  of  Mr.  Orrick  several  days  ago. 

We  are  now  in  the  process  of  preparing  a  definitive  agreement  refle<;ting  he  terms  of 

nSoPd  in  the  files  of  the  Department  of  Justice  shortly  before  his  resignation  and  which 
you  sen?me  wJth  foilr  lette?  of  September  4,  1964,  in  which  you  said  that  you  were  m 

r'r.';X;'o™sTSHt'r„r„r'S^^^  .»  appea.       decision  o,  .he  Com- 

let  me  know. 

Respectfully  (Signed)    Stuart  T.  Saunders. 


Exhibit  68  ^ 

Penn  Central, 

October  11  1969. 


J.   H.  BURDAKIN 

E.  P.  Frasheb 
R.  C.  Harrison 

F.  S.  King 

R.  F.  Lawson 
J.  M.  McGuiGAN 
W.  B.  Salter 

G.  M.  Smith 
K.  E.  Smith 


Subject :  Master  Operating  Plan  Progress  Appraisal 
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of  these  have  already  been  carried  out.  Others  will  ho  implemented  in  the  next  few  years. 
I  realize  that  in  many  instances  there  have  been  deviations  from  these  plans,  and  that 
probably  others  will  be  necessary  since  the  Railroad's  complexion  changes  almo.st  daily. 
However,  this  Plan  is  basic  for  operating  the  Company  and  I  intend  using  it  as  a  founda- 
tion for  the  development  of  a  "3-Year  Plan"  which  will  include  the  Operating  Department's 
short-range  objectives,  the  means  of  attaining  them,  and  delineate  the  long-range  objectives 
as  guidelines. 

With  this  in  mind,  I  would  like  yon  to  immediately  commence  a  critical  review  and 
analysis  of  the  Master  Plan,  with  particular  reference  as  to  liow  it  affects  your  Region. 
For  example,  what  progress  has  been  made?  What  steps  yet  remain  to  implement  the  Plan? 
Or,  alternatively,  what  other  effective  plans  (or  variations  of  Master  Plan  items)  or  projects 
can  you  propose?  Of  course,  you  must  give  thought  to  the  achievements  you  would  like  to 
have  your  Region  accomplish  by  1973  or  '74. 

We  must  start  looking  to  the  future — where  we  are  going  and  how  we  are  going  to  get 
there. 

You  should  be  able  to  discuss  this  evaluation  appraisal  by  November  1"),  1969. 
I  have  asked  Mr.  Schofield  to  coordinate  this  activity  and  expect  that  his  office  will  be 
in  contact  with  you  concerning  this  matter. 

R.  G.  Fla'.vnery, 
Vice  President — Operation. 

To  :  E  L.  Claypole 
G.  C.  Vaughan 

I  expect  you  to  play  an  active  role  in  this  assignment. 

R.  G.  Flanneby. 

To  :    A.  M.  SoHOFiEij) 

Be  guided  accordingly. 

R.  G.  Flanneby. 


Exhibit  69 

Ardmore,  Pa.,  May  15,  1972. 

Mr.  Robert  L.  Oswald, 

Secretary,  Interstate  Commeree  Commission, 
Washington,  B.C. 

Dear  Sir:  It  was  agreed  at  the  meeting  which  I  had  on  January  27,  1972,  with 
Mr.  George  K.  Deller  and  Mr.  Thomas  J.  Russo  of  the  Interstate  Commerce  Commission's 
Bureau  of  Accounts,  that  I  would  submit  a  memorandum  covering  some  of  the  points  we 
discussed.  Subsequently,  my  attorney  received  a  letter  from  Mr.  James  R.  Taylor,  Trial 
Attorney  for  the  Commission's  Bureau  of  Enforcement,  stating  that  the  Bureau  would 
prefer  that  my  comments  on  my  testimony  and  the  Bureau's  brief  be  submitted  to  the  ICC 
rather  than  with  Mr.  Dellers  statement.  It  was  agreed  that  the  Bureau  would  not  raise 
any  objection  to  my  filing  such  a  statement  on  or  before  May  15,  1972.  Accordingly  I 
submit  the  following  comments  :  ' 

On  page  2  ct  scq.  of  the  Bureau's  brief,  it  is  stated  that  the  respondents  to  Docket  No 
3;j291  arc  Penn  Central  Transportation  Company  ("PCTC"),  Penn  Central  Company  ("PC") 
and  Pennsylvania  Company  ("Pennco").  I  am  not  a  party  to  that  proceeding  nor  have 
I  ever  received  or  seen  any  of  the  orders  entered  in  that  proceeding.  It  was  not  until  I 
received  the  Bureau's  brief  that  I  was  informed  of  any  right  to  cross-examine  persons  who 
filed  verified  statements. 

"maximization  of  earnings" 

To  my  knowledge,  the  phrase  "maximization  of  earnings"  was  first  used  by  Mr.  David 
0.  Bevan  in  his  memorandum  to  me,  dated  November  21,  1966,  in  which  he  said  •  "The  policy 
may  be  instituted  of  maximizing  earnings  within  the  limits  of  good  accounting  practices 
in  the  last  several  years  this  has  been  done  in  accordance  with  your  expressed  desires  " 
(emphasis  mine). 

The  phrase  "maximizing  earnings"  was  Mr.  Bevan's,  not  mine.  In  fact,  I  do  not  recall 

ever  using  it  and  I  paid  no  particular  attention  to  this  expression  in  his  memorandum  as  I 
am  not  aware  of  any  such  policy.  All  matters  relating  to  earnings  were  handled  on  a  case- 

fhZ  fin^if  \  ""''^'^         ^^"^  P^F^^'     ^'""^  as  Mr.  Bevan  stated  "within 

S  in5fn     ^       accounting  practices"  or,  as  more  customarily  stated,  "within  the  limits 
of  generally  accepted  accounting  principles".  All  PC  ofl5cers  as  well  as  those  of  its  nrede- 
cessor,  The  Pennsylvania  Railroad-and  oflicers  of  their  principal  subsidies  knew  that 
this  was  our  control  ing  guideline.  I  know  of  no  instance  in  which  this  was  not  obserVd 
apnrovel'bv  a/^''-^^'  transactions  involving  earnings  of  PC  and  its  subs' diaries  be 

approved  by  Peat,  Marwick,  and  Mitchell  ("PMM"')  and  by  appropriate  financial  ac- 
counting and  legal  officers  of  PC  or  PCTC,  as  the  case  may  have  been  as  weU  as  by  oufsfde 
the  Xe'^v'S'SnSaf  f^^^'  deemed  appropriate.  SimilLly,  prforTo  the  Serge?  of 
tne  l^e^^   iork  Central  (  NYC)  and  the  Pennsylvania  Railroad,  I  followed  the  same 

PnMr^"r'  ^1?"^'"'^^  P^^^I  ^'^^^         "^<^  outside  accountants  for  the  lennsvlvS 

?oad  'nyc  "n  l  PC^Zf/J^-  ''.f "  T'"  ^"'^^  ''^"'l  ''^^^"""^■^        the  Pennsylvanir  R^U- 
}    and  PC  were  subject  to  almost  constant  review  by  the  ICC  Bureau  of  Accounts 
both  before  and  after  February  1,  1968.  Even  before  that  date  PMM  S  studies  of  ac 
tro^SaTa^motlft^^^^  V''^  subsidiaries'nd  t£y  were  aio 

subslSSls  ?fg   Great  W^^^^  f  r^'"'  l^^T  ^^^^  ^^"^  ^^e  Railroad's  principal 

bUDsiaiaries  (e.g.,  Great  Southwest  Corp.,  Buckeye  Pipeline,  Macco  and  Arvida) 
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In  addition,  I  insisted  that  the  appropriate  Boards  of  Directors  be  informed  of  all 
transactions  involving  earnings  and  that  the  appropriate  Boards  approve  all  such  transac- 
tions. 1  am  not  including  the  New  York  Central  transactions  prior  to  the  effective  date  of 
the  merger  as  I  had  nothing  to  do  with  them. 

In  no  case— prior  to  or  after  the  merger — did  I  ever  overrule  our  accountants,  either  in- 
ternal or  external.  I  always  insisted  that  we  observe  generally  accepted  accounting  princi- 
ples and  the  principles  and  practices  of  ICC  accounting.  There  were  instances  where 
accounting  treatment  under  ICC  accounting  rules  and  practices  differed  from  the  accounting 
principles  of  the  Accounting  Principles  Board.  These  differences  were  always  brought  to 
the  attention  of  the  ICC,  and  where  generally  accepted  accounting  principles  were  followed 
rather  than  those  of  ICC  accounting,  they  were  footnoted  in  our  Annual  Reports  to 
Stockholders. 

My  view  on  earnings  always  was — and  I  think  this  is  the  duty  of  any  chief  executive 
officer — to  improve  earnings  by  cutting  costs  where  that  could  be  done  without  sacrificing 
service ;  to  improve  operating  efficiency  of  the  Railroad  and  its  subsidiaries ;  to  improve 
traffic  volume ;  to  cut  overtime,  per  diem  and  inventory  ;  and  to  improve  our  cash  position 
through  better  billing  and  sale  of  scrap  (both  equipment  and  rail).  This  represents  the 
only  concept  I  ever  had  of  so-called  "maximization  of  earnings".  I  always  thought  of  it 
in  terms  of  improving  our  earnings  within  generally  accepted  accounting  principles  whether 
those  principles  be  the  accounting  principles  of  the  Commission  or  of  the  Accounting  Prin- 
ciples Board. 

This  philosophy  also  applied  to  PC's  subsidiaries,  although  I  did  not  have  the  same  day- 
to-day  contact  with  the  subsidiaries  as  I  had  with  PC  and  PCTC.  My  contacts  with  the 
officers  of  the  subsidiaries  was  very  occasional  and  was  usually  in  very  brief  telephone 
conversations.  I  would  call  them  to  get  information  as  to  how  they  were  doing,  what  their 
prospects  were  and  to  check  information  tliat  I  was  getting  frum  other  sources.  These 
affairs  were  handled  primarily  by  their  independent  directors  and  officers  or  by  our  financial 
department.  ,  ^.      ^  _       .  , 

The  same  careful  review  procedures  mentioned  above  with  relation  to  our  tinanciai 
statements  were  also  uniformly  followed  in  the  preparation  and  release  of  news  releases. 
I  never  prepared  news  releases,  but  I  always  insisted  they  be  reviewed  by  financial,  ac- 
counting and  legal  officers  of  PC  or  PCTC,  as  the  case  may  have  been,  or  their  respective 
subsidiaries. 

DIVERSIFICATION 

The  diversification  of  PC  and  its  predecessor  companies  started  many  decades  ago. 
Overall,  this  program  should  not  involve  any  dissipation  of  assets  in  investments  made 
since  11M33.  The  impression  has  been  created  that  the  diversification  program  was  started 
in  1963  and  that  large  sums  of  money  have  been  lost  by  virtue  of  it.  These  statements  are 
inaccurate.  ^  ^        ,  . 

The  Pennsylvania  Railroad  Company  was  chartered  under  the  laws  of  Pennsylvania 
in  April  1846.  and  that  company  operated  all  the  lines  of  the  railroad  and  held  its  invest- 
ments until  April  7,  1870,  when  Pennco  was  incorporated  under  the  laws  of  Pennsylvania. 
At  that  time,  the  Board  of  the  Pennsylvania  Railroad  decided  to  place  its  rail  lines  in  two 
separate  operating  companies.  The  lines  east  of  Pittsburgh  were  placed  under  the  operation 
of  the  Pennsylvania  Railroad.  The  lines  west  of  Pittsburgh  were  placed  under  the  operation 
of  Pennco.  As  consideration  for  the  transfer  of  the  lines  and  assets  west  of  Pittsburgh, 
Pennco  issued  to  the  Pennsvlvania  Railroad  all  of  its  capital  stock,  having  a  par  value 
at  that  time  of  approximately  $8  million.  Today,  the  Railroad's  successor,  PCTC,  still  holds 
all  of  the  equity  stock  of  Pennco.  .,  ■, 

During  the  period  1870  to  1918.  Pennco  acquired  stock  in  a  number  of  other  railroad^s, 
including  the  Norfolk  &  Western  Railway,  as  investments.  During  that  period  of  time, 
Pennco  actuallv  owned  as  much  as  43%  of  the  outstanding  stock  of  the  Norfolk  &  Western, 
and  today,  to  the  best  of  my  knowledge.  Pennco  still  owns  approximately  1.4  million  shares, 
or  approximately  14%.  of  that  company's  outstanding  stock. 

Around  1918,  the  Board  of  the  Pennsylvania  Railroad  decided  that  all  of  the  operating 
lines  of  both  the  Pennsvlvania  Railroad  and  Pennco  .^^hould  be  placed  in  the  Pennsylvania 
Railroad.  This  was  done  with  the  hope  that  improved  operating  efficiency  would  result. 
Thereafter,  the  Pennsvlvania  Railroad  became  primarily  the  operating  company  and 
Pennco  an  investment  company.  In  the  years  that  followed.  Pennco.  functioning  in  its  role 
of  an  investment  companv.  acquired  almost  100%  of  the  outstanding  stock  of  the  Detroit. 
Toledo  &  Ironton  and  Ann  Arbor  Railroads,  the  Wabash  Railroad,  and  a  controlling  interest 
in  the  Lehigh  Vallev  Railroad.  Today,  it  still  holds  all  of  these  investments,  except  that 
stock  of  the  Wabash  which  was  exchanged  in  1970  for  Norfolk  &  Western  stock  pursuant  to 
an  order  of  the  ICC.  ^        ,      ■  ■^ 

Beginning  in  Januarv  1963— some  ten  months  before  I  came  to  the  Penn.sylvania  Rail- 
road—Pennco  began  acquiring  substantial  holdings  in  the  Buckeye  Pipe  Line  Company, 
which  operates  some  7,000  miles  of  pipeline  through  the  eastern  part  of  the  United  States, 
and  within  a  relatively  short  period  thereafter  Pennco  had  acquired  all  of  the  common 
stock  of  Buckeve.  During  the  period  1964-1966.  Pennco  acquired  controlling  interests  in 
Arvida  Corporation,  Great  Southwest  Corporation  and  Macco  Realty  Corporation.  It  still 
holds  these  investments. 

In  addition,  for  the  la.st  100  years  the  Pennsylvania  Railroad  has  owned  all  of  tne 
outstanding  stock  of  Manor  Realty  Company  and  American  Contract  Company,  both  of 
which  are  investment  companies.  American  Contract  Company  was  incorporated  in  1871 
and  Manor  Realty  in  1870.  These  companies  were  used  to  acquire  securities;  real  estate 
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for  development  such  as  industrial  sites  and  coal  lands ;  and  interests  in  trucking  lines, 
all  involving  several  hundreds  of  millions  of  dollars  in  non-railroad  investments.  Tliese 
companies  are  still  in  existence  and  have  held  substantial  investments  of  the  type  described 
through  the  years. 

Therefore,  the  notion  that  the  Pennsylvania  Railroad  and  Pennco  only  started  diversify- 
ing in  recent  years  is  wholly  unfounded.  The  nonrailroad  investments  of  these  companies 
have  always  been  used  to  support  and  supplement  the  railroad  operation.'s  fhroiigli 
dividends,  advances,  development  of  industrial  sites  and  use  of  their  credit  as  a  basis  for 
financing. 

Similarly,  NYC's  non-railroad  investments  have,  over  the  years,  poured  millions  of 
dollars  into  sustaining  the  railroad  operations  of  that  company.  For  example,  the  Realty 
Hotel  Corporation  which  was  formed  as  a  wholly  owned  sulisidiary  of  NYC,  acquired  live 
hirge  hotels  in  the  Grand  Central  Terminal  area  of  New  York  City"l)eginning  in  the  lO.SO's. 
Moreover,  NYC  had  substantial  air  rights  (some  29  acres  all  told)  in  this  area  on  wliicb 
have  been  developed  ofliee  buildings  such  as  Pan  Am,  Union  Carbide  and  the  American 
Tobacco  office  buildings.  Tliese  properties  have  produced  millions  of  dollars  in  income 
each  year,  most  of  which  was  generally  paid  up  as  dividends  to  the  parent  company,  NY(\ 
and  since  the  merger,  PC.  In  1969  alone,  income  from  these  non-railroad  investments 
benefited  PCTC  by  more  than  .1!20  million,  all  of  which  was  used  for  railroad  purposes. 

Simihirly,  over  the  years,  these  investments  in  non-railroad  activities  have  been  used 
to  raise  millions  of  dollars  for  railroad  operations.  For  example,  through  these  investments 
PCTC  was  able  to  raise  .$84  million  in  1969,  and  the  credit  of  Pennco  was  used  to  l)orrow 
an  additional  $200  million  from  banks  in  1969  and  $100  million  in  1968.  These  funds  were 
used  to  sustain  the  operations  of  the  railroad. 

The  statement  in  the  Bureau's  brief,  at  page  113  et  scq.,  to  the  effect  that:  "Penn 
Central's  diversification  into  non-railroad  activities  occurred  basicallv  before  the  1908 
merger  and  after  19(!3"  is  simply  not  correct.  The  above  statement  detailing  the  history  of 
the  diversification  of  the  Pennsylvania  Railroad,  Pennco  and  NYC  is  ample  proof  to"  the 
contrary.  The  Bureau's  brief  simply  overlooks  the  fact  that  the  non-railroad  investments 
of  these  companies  were  their  only  productive  as.sets  and  over  a  long  period  of  years 
produced  millions  of  dollars  of  income  to  sustain  the  operation  of  the  railroads. 

The  basic  policy  of  PC  and  its  predecessors  was  to  use  funds  of  its  subsidiaries  for 
investments  in  companies  which  we  believed  would  produce  the  highest  return  and  which 
would  provide  additional  funds  and  credit  for  operation  of  the  railroad.  In  considering  the 
investment  program  of  PC  and  its  predecessors,  it  must  be  remembered  tliat  thev  had  large 
tax  shelters  and  that,  by  acquiring  companies  whirh  were  making  inonev.  their  earnings 
could  in  many  cases  almost  be  doubled  by  using  these  tax  shelters. 

Another  concept  was  that  our  diversification  should  be  in  areas  where  these  railroads 
bad  been  traditionally  involved  and  where  its  officers  had  expertise.  Real  estate  was  one 
such  area  and  hence  our  investments  in  Great  Southwest.  :\Iacco  and  Arvida  Transporta- 
tion diversification— not  just  railroads— was  also  considered  a  field  for  investment  if  it 
Tw  ''^"''"^  '^f/'"7-  ^.  ^'""''"^  "'"■'••'■■'^  believed  in  the  concept  of  integrated  transportation, 
mat  IS  to  say,  that  railroads  can  do  some  things  more  efficientlv  and  economicallv  than 
ughways,  waterways  or  airways  and  this  led  us  into  pipeline  operation.s— Buckeve  Pipe- 
line—and  air  taxi  .service — Executive  Jet  Airways.  .  i 

PC  has  not  been  unifpie  in  investing  in  non-railroad  businesses  and  properties  For 
many  decades  prior  to  mVA.  many  roads  such  as  the  Norfolk  &  AVestern.  C.  &  O.  and  Union 

TPr  in.'r'pr  aV"  ''^'' "l!'^'"  "'"'^i-als  and  non-railroad  real  estate.  The  decision  of  the 
ICC  in  the  PC  Merger  Case  (.327  ICC  47.".  1966)  said  : 

mnZ^h!-'^llv^       protesting  parties  also  point  to  the  large  non-transportation  investments 
es?,Ln\^?psTn^^^  ^'"^  ''  -'^'^  ^^'"^^       availabiliy  of  funds  for  such  in- 

f  indicate  dire  financial  straits.  One  answer  given  is  that  in  a  free  enter- 

erts'^h  7  win''h 'V'''''''  ^^^^•l^hol'ie^s  to  place  available  funds  in  invest- 
n  n  !n  "'''^  ^"ug  a  rate  of  return  commensurate  with  the  risk  involved  Applicants' 
n'^^^T^'^l^^r'''  r"'"""'?"^^'^^'""  i-'^'^t^-ts  (as  have  other  raitroad  ma^^^ 
snch  .?.ti  "ff^^^t  "le  low  return  on  investment  in  transportation  propertv  and  because 
nf  ,vi       ;  '^'v'''^'''^  '^^  ^'^P^ri^nee  in  business  recessions  since  World  War  II 

Tetw  e  \osranXoT'T  T""'  from  non-transportation  investments  made  the  differen.  e 
warl  SainS  insolvency.'  '"'^  '"'^  '"'^'''^  ^^'"^  P^^^^^^-^ 

l%0^nc^1?70^^?^sf^o'^'■''°'^'"'''  ^'■■'^  ^-'^^^^^^^^  ^^^^^i^^  company.  Between 

assets^,}  ?het  hn^tnl  "^'^  ^^^l^-oads  formed  parent  holding  companies.  Today,  the 

assets  ot  these  holding  companies  represent  over  one-half  of  the  total  assets  of  the  rail- 

/nnt"'  ^^1^^      the  nation's  200,000  miles  of  raU  linls  are  imder 

?ent  a  Vnius  riS  wM:Vr.''"'  companies.  Among  the  holding  companies  are  Illinois 
as    •  n  V  hosf  i^of  t>    ^"nTf  ^""^^  ^^-^  million  in  such  activities 

as  panry  nose,  root  beer,  Pepsi  Cola  bottling,  etc. ;  Chicago  Northwestern  has  nuf  sevpnl 
hundred  million  dollars  in  such  industries  as  the  chemical,  steerand  ™bber  Mu5 ries 
Une    "ll  s'anTa  Fe'h  -^^f"  ?'-i  Industries,  Southern  Pacific  SeabS  Coast 

Xt-  nn<r!  «      Af  "-"I?  ^.^'■S'^  investments  in  non-railroad  enterprises. 

.1  ^  }     "  •  I^"ssos  Verified  Statement  No.  4,  he  states  -  "The  investigation  in- 

iS'industnS  VllMf'  '^r"^^  ''''''      investments  in  niSSoaS  "e- 

HndPs        plnL  1  T^'  ^'"^on^Passes  the  period  from  1965  to  June  30,  1970,  and  in- 

Central  (Prnrcpn?.^!''  "^r'Tl       '''^^^  Pennsylvania  Railroad,  and  New  York 

central  (Penn  Central  after  February  1,  1968).  The  Pennsylvania  Company  (Pennco) 
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is  included  because  it  was  a  railroad  related  company  whose  holdings  included  primarily 
railroad  securities  and  lessors  of  Pennsylvania  Railroad,  which  holdings  could  not  be 
divorced  from  the  parent.  Prior  to  1963,  Pennco's  holdings  in  non-railroad  activities  were 
negligible.  For  purposes  of  this  review,  Pennsylvania  Railroad,  New  York  Central,  and 
Pennco  were  regarded  collectively  as  one. 

"The  results  of  the  study  illustrated  in  Exhibit  DN-L  annexed  hereto  show  the 
diversification  program  resulted  in  a  net  cash  loss  to  the  carrier  of  $153  million  during  the 
study  period." 

The  statement  that  Pennco  is  included  because  it  was  a  railroad,  related  company 
whose  holdings  included  primarily  railroad  securities  and  lessors  of  the  Pennsylvania 
Railroad  cannot  be  supported.  It  overlooks  Pennco's  investments  in  Great  Southwest, 
Arvida  and  Buckeye,  to  mention  only  a  few.  It  is  quite  clear  that  this  assumption  was  made 
because  only  in  this  way  could  any  alleged  cash  drain  from  the  Railroad  have  been  shown. 

One  other  aspect  of  the  diversification  program  that  must  be  taken  into  account  is  the 
order  of  the  ICC  that  Pennco  should  divest  its  holdings  in  the  Norfolk  &  Western  within 
10  rears  beginning  in  1963.  The  fact  is  that  a  substantial  portion  of  the  funds  used  to  acquire 
interests  in  Great  Southwest,  Macco,  Buckeye  and  Arvida  came  from  the  $65  million 
realized  from  the  sale  of  the  Long  Island  Railroad,  on  which  the  Pennsylvania  had  had  no 
return  since  1930,  and  from  the  proceeds  of  the  sale  of  Norfolk  &  Western  stock. 

It  is  difficult  to  ascertain  what  the  rationale  is  between  so-called  railroad  and  non- 
railroad  investments.  Many  of  Pennsylvania  Railroad's  and  Pennco's  investments  in  other 
railroads  were  failures.  Take,  for  instance,  Pennsylvania's  investments  in  Lehigh  Valley, 
Ann  Arbor,  Long  Island  and  the  Pennsylvania  Reading-Seashore  Lines.  All  of  these  invest- 
ments resulted  in  heavv  losses  and  all  of  these  investments  were  made  long  before  I  came 
to  the  Pennsvlvania.  For  example,  in  1933,  the  Pennsylvania  Railroad  made  an  agreement 
with  the  Reading  Company  to  operate  jointly  the  Pennsylvania-Reading  Seashore  Line. 
From  1933  to  December  31,  1969,  the  Pennsylvania  Railroad,  and  later  PC,  made  up  losses 
of  $92  million  in  cash.  This  situation  was  studied  many  times,  but  no  way  was  ever  found 
under  which  this  agreement  could  be  legally  terminated. 

If  you  take  into  account  imputed  interest  over  the  period  of  these  investments,  the 
Pennsylvania  Railroad  lost  many  times  more  on  its  railroad  investments  than  Penn  Central 
may  lose  on  the  non-related  railroad  investments  mentioned  above.  Most  of  the  railroads  in 
which  the  Pennsylvania  Railroad  made  investments  are  now  bankrupt  or  worthless.  On  the 
other  hand,  none  of  the  non-railroad  companies  in  which  investments  were  made  since  1963 
are  bankrupt.  In  fact,  taking  these  investments  as  a  whole,  it  is  highly  unlikely  that  PC 
will  lose  any  money  on  them  and  it  is  quite  likely  that  it  will  make  a  great  deal  of  money 
on  these  investments.  For  instance :  ,         .  ,        ^  ■n.r^,  ■  4. 

(1)  Buckeye  Pipeline  is  a  sound  investment.  In  my  judgment,  PC  s  investment 
in  this  company  is  now  worth  many  millions  of  dollars  more  than  was  paid  for  it. 

(2)  Arvida  Corporation.  Pennco  has  an  investment  of  about  $22  million  in 
this  property.  Based  on  the  current  market  value  of  Arvida  stock,  Pennco  s 
investment  is  worth  more  than  $50  million.  _     ..,0^0  -n- 

(3)  Great  Southwest.  Pennco  has  an  investment  of  approximately  $92  million. 
It  owns  approximately  23,747,000  shares  of  this  company's  common  stock  as  well 
as  a  very  substantial  amount  of  its  preferred  stock.  On  the  basis  of  current  market 
prices  for  the  common  stock,  Pennco's  investment  is  worth  approximately  $00 
million.  It  is  my  opinion  that  if  fire  sales  are  not  made,  the  Great  Southwest  invest- 
ment can  turn  out  to  be  quite  profitable.  ^  ^.v  j.  t 

(4)  Executive  Jet  Aviation.  While  I  do  not  condone  some  of  the  things  that  i 
have  learned  in  recent  years  regarding  PC's  investments  in  EJA,  the  original 
concept  of  E.TA  was  sound  and  this  company  could  and  may  still  become  very 
successful 

The  recession  of  1969-70  and  the  tight  money  market  during  that  period  certainly  had 
adverse  effects  on  these  companies,  especially  Great  Southwest  and  Arvida.  In  Great  South- 
west's  case,  the  reorganization  of  PC  dried  up  practically  all  of  its  markets  for  financing. 

REASONS   FOE   PCTC'S   PETITION   FOE  EEOEGANIZATION 

The  following  are  some  of  the  reasons  why  PCTC,  in  my  opinion,  was  forced  into  reorga- 
nization under  Section  77.  The  basic  reasons  for  this  reorganization  were  beyond  our  con^ 
trol  and  by  and  large  they  involved  problems  not  of  mismanagement,  but  problems  which 

"^^"^  Fil^st'^ret^me  mitline  the  magnitude  of  the  problems  with  which  we  were  confronted. 
The  railroad  industrv  has  been  an  ailing  industry  for  years.  Not  only  have  the  Pennsylvania, 
the  New  York  Central,  and  the  New  Haven,  as  separate  railroads,  and  the^merged  PC  been 
beset  with  the  problems  of  this  ailing  industry,  but  in  most  cases  they  sn^^fd  from  those 
problems  much  more  acutely  and  they  also  had  other  problems  not  common  to  the  industry 

^'"'Th?railroad  industry  and  PC  in  particular  were  hit  very  hard  by  the  Iff -JO  ^^.^f^^^^^^^^^^ 
inflation,  tight  money  and  high  interest  rates.  I  stated  in  our  Annual  Report  to  Stockholders 
for  1969  that  inflation  had  cost  PC  approximately  SlOO  million  m  that  year  alone_ 

Another  adverse  factor  was  the  spiraling  cost  of  operating  the  railroad_  1^969.  our 
level  of  labor  costs  increased  7  per  cent,  or  S74  million,  whfch  was  on  top  of  a  9  Vercent 
ncrea^e  in  labor  costs  in  1968.  or  $90  million.  In  1970.  this  trend  continued.  Our  material 
costs  also  rose  5  per  cent  in  1909.  or  $9  million.  In  1969,  our  flxed  charges  which  were 
maSlv  interest  costs  iitreased  by  $34.8  million  and  in  the  first  quarter  of  1970,  they  were 
up  an  additional  $9  million,  or  at  an  annual  rate  of  about  $36  inillKm. 
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The  1969-70  recession  also  contributed  heavily  to  the  PCTC's  entry  into  reorganization. 
Railroads  are  among  the  tirst  to  feel  the  impact  of  downturns  in  the  economy  and  this  is 
especially  true  of  PC  because  of  its  heavy  dependence  on  automobile,  steel  and  general 
merchandise  traffic.  The  recession  cost  PC  many  millions  of  dollars  in  1969  and  this  con- 
tinued in  1970  in  terms  of  both  revenues  and  earnings. 

Most  people  don't  realize  how  far  freight  rates  charged  by  the  railroads  were  out  of 
line  and  how  little  they  offset  the  effects  of  inflation  and  steadily  mounting  operating  costs. 
The  fact  is  that  even  with  the  freight  rate  increases  which  were  granted  in  1968  and  1969, 
freight  revenues  per  ton-mile  were  actually  lower  than  they  were  in  1958.  On  the  other  hand' 
during  the  same  time  PC's  labor  co.st  per  hour  worked  had  risen  65  per  cent.  The  railroads 
themselves  were  in  good  part  responsible  for  failing  to  secure  adequate  increases  in  their 
charges.  But,  this  failure  was  not  the  fault  of  management  of  PC. 

(Jenerally  speaking,  freight  rates  are  not  within  the  control  of  individual  railroads. 
There  must  be  agreement  on  joint  rates  which  exist  throughout  the  country  and  on  the  level 
of  competitive  rates.  From  time  to  time,  PC  did  give  consideration  to  a  regional  approach 
for  increasing  freight  rates,  but  due  to  conditions  prevailing  at  the  time  we  concluded  that 
such  an  approach  would  not  be  effective,  especially  because  of  the  delay  involved.  For  in- 
stance, take  what  happened  to  the  proposed  6  per  cent  increase  filed  with  the  ICC  on  March 
3,  1970.  For  months  prior  to  that  time,  PC  tried  to  persuade  the  railroads  to  file  an  applica- 
tioji  for  an  increase  with  the  Commission,  but  certain  key  railroads  would  not  even  discuss 
an  increase.  Finally,  they  agreed  to  consider  it.  PC,  along  with  a  number  of  other  railroads, 
wanted  to  ask  for  a  12  percent  increase.  Such  an  increase  would  have  meant  some  $150 
million  in  income  for  PC  as  it  paid  no  Federal  income  taxes  due  to  large  losses  on  its  rail- 
road operations.  A  number  of  railroads,  however,  would  not  go  along  with  a  12  per  cent  pro- 
posal and  something  under  5  per  cent  was  tentatively  authorized  by  the  Commission  as  of 
June  9, 1970.  This  was  less  than  half  of  what  PC  had  originally  advocated. 

In  addition  to  the  inadequacy  of  the  freight  rate  increase  which  was  requested,  and  the 
several  months  consumed  by  the  railroads  in  trying  to  decide  what  increase  they  would 
seek,  several  more  months  were  consumed  by  the  Commission  in  processing  the  case  for 
decision.  Time  lags  like  this  are  very  costly  to  the  railroads.  Each  month  of  delay  on  say  a 
6  per  cent  increase  deprived  PC  of  about  $7  million  in  revenues. 

The  case  which  I  have  just  cited  is  not  an  isolated  one.  This  same  pattern  was  involved 
in  every  freight  rate  increase  proposed  in  the  three  years  before  1970  and  cost  PC  well  over 
$11*5  million. 

Freight  rate  increases  are  never  granted  retroactively,  but  it  has  been  the  practice  for 
many  years  to  make  retroactive  increases  in  wages  in  the  railroad  industry.  For  example, 
in  1969  the  wage  increases  granted  during  the  year  totalled  some  7  per  cent  and  were  retro- 
active to  January  1,  1969.  They  amounted  to  $74  million  on  PC,  but  no  freight  rate  adjust- 
ment was  made  effective  until  101/2  months  later  which  meant  that  PC  actually  received 
only  .V7.6  million  from  the  rate  increase  in  1969  to  apply  towards  a  full  year  of  increased 
operating  costs. 

****♦»♦ 

considering  the  causes  of  PC's  filing  its  petition  for  reorganization,  the  winter  of 
1970  must  be  remembered.  It  was  the  worst  winter  of  record  in  the  20th  century  PC  was 
practically  paralized  for  three  weeks  or  more.  From  the  point  of  view  of  cash,  operating 
expenses  and  revenues,  it  was  much  worse  than  a  strike.  On  a  conservative  basis  the  1970 
winter  cost  PC  some  $30  million.  As  a  result  of  this  and  other  factors,  PC  had  in  the  first 
quarter  of  1970  an  operating  loss  of  about  $56  million  after  certain  credits  and  a  loss  of  $100 
million  before  such  credits. 


*  *  * 


•  * 


Another  factor  in  bringing  about  PC's  financial  crisis  was  its  passenger  deficit  This 
was  an  intolerable  burden.  In  1969,  PC  had  35  per  cent  of  all  the  passenger  service  in  this 
country  and  64  per  cent  of  it  in  the  East.  Even  though  PCTC  effected  economies  of  $29  2 
million  in  passenger  operations  during  1969,  it  still  had  a  passenger  deficit  of  $104  8 
million  on  a  fully  allocated  basis  and  some  $60  million  on  an  out-of-pocket  basis  No  man- 
^f!™oo*'  r,  could  cope  with  the  problem  of  starting  out  each  month  with  a  loss  of 

$5  to  $8  million,  depending  on  how  you  calculate  it. 

This  pa.ss^ger  deficit  problem  was  also  greatly  aggravated  by  the  fact  that  the  United 
btates  Post  Office  Department  diverted  a  very  substantial  portion  of  mail  to  the  air  and 
highways  which  reduced  PC  revenues  between  1967  and  1969  by  $24  million  annuallv  or 
about  30  per  cent  even  though  the  volume  of  all  United  States  mail  increased  greatly  during 
.  1  """^  ^"'^^^  ^       ^"S'^  «f  revenue,  but  it  had  either  to  carrv  "approxi- 

mately 1,000  employees  on  its  payroll  who  were  engaged  in  handling  mail  or  give  them 
severance  pay.  A  large  part  of  PC's  investment  in  equipment  for  handling  mail,  likewise 
became  worthless. 

«9Q  o^^  nr®''  economies  which  were  accomplished  in  our  passenger  service  in  1969  of 
*29.2  million,  we  had  pending  in  May  1970  applications  for  abandonment  of  46  trains  These 
discontinuances  would  have  meant  out-of-pocket  savings  to  PC  of  approximately  $23  mil- 
l\?r^  '"^^  annual  basis  In  an  effort  to  deal  with  this  problem,  PC  had  been  following  a 
S^nTn^e  /tt^T"''"'?-  ^^^^^^^^  ^as  that  either  we  should  be  permitted  to  discontinue 
vere  fonn^  fL??L    e^'?/^        ^^^""^^  1°'"*^"  "^^"^^  operations  entailed,  or  if  it 

nvfrio     J  J  continued  in  the  public  interest  but  without  paving  their 

Amt   kf  '^''"^'^  government  aid  of  the  type  provided  in  the 
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With  regard  to  commuter  service,  we  had  been  working  for  over  a  year  prior  to  1970 
with  state  authorities  in  New  Yorli  and  Connecticut  on  arrangements  whereby  portions 
of  the  New  Haven  Railroad  and  the  Harlem  and  Hudson  Divisions  of  the  New  Yorlc  Central 
Railroad  would  be  acquired  by  the  transportfition  authorities  in  those  states  and  would 
be  operated  on  a  no-loss  basis  by  PC  for  their  account.  Such  arrangements  would  have  been 
mutually  advantageous  to  the  traveling  public  and  PC.  These  arrangements  would  have 
made  it" possible  for  the  states,  with  Federal  aid,  to  invest  over  $125  million  in  new  equip- 
ment and  facilities  for  commuter  service.  Thi.s  was  the  only  way  by  which  the  public  could 
receive  the  type  of  commuter  transportation  that  was  needed  in  these  areas. 

Di-scussions  had  also  been  initiated  looking  to  similar  arrangements  for  commuter  service 
in  the  Xew  Jersey,  Philadelphia  and  Boston  areas. 

I  mention  these  arrangements  to  show  what  PC  had  done  in  order  to  try  to  deal  with 
this  passenger  deficit  problem.  While  considerable  progress  was  made,  practically  none 
of  these  plans  had  come  to  fruition  as  of  June  21,  1970.  These  plans,  of  course,  would  be 
highly  beneficial,  but  would  by  no  means  solve  PC's  overall  problems.  The  Trustees  of  PC 
are  following  the  same  approach  to  this  problem. 

*♦»**♦* 
Another  factor  that  played  a  major  role  in  PC's  financial  condition,  especially  its 
cash  problems,  was  its  heavy  merger  start-up  costs.  Between  February  1,  1968,  the  date 
of  the  merger,  and  December  31.  1969,  these  costs  amounted  to  a  net  of  $193,023,6.o7,  after 
taking  into  account  merger  savings  of  .$73,922,807  realized  during  that  time.  Among  the 
principal  items  of  these  costs  were  employee  severance  and  protection  payments  and 
transfer  and  relocation  costs  which  totalled  !?64, 718,216.  (See  discussion  infra  on  Labor 
Agreement).  There  were  also  expenditures  of  $121,162,000  for  property  improvements  which 
v\-ere  necessary  to  implement  the  merger,  of  which  $75  million  were  for  yard  projects. 
Most  of  the  merger  connected  projects  of  this  sort  were  completed  prior  to  June  21,  1970. 

While  these  expenditures  will  pay  handsome  dividends  in  later  years,  on  a  short  term 
basis  they  reduced  PC's  cash  and  many  of  them  had  a  sharp  impact  on  railroad  operating 
expenses  and  financial  results. 

The  fact  is  that  between  February  1,  1968  and  March  15,  1970,  PC  reduced  the  number 
of  its  employees  by  8,410  and  approximately  500  of  these  were  officers  and  supervisory 
employees.  The  reduction  of  one  employee  meant  an  average  saving  of  more  than  $11,000 
after  the  first  year  following  severance.  Thus  reducing  employment  by  8,410  means  re- 
curring savings  on  an  annual  basis  of  more  than  $90  million. 

While  not  a  part  of  merger  start-up  costs,  it  should  be  pointed  out  that  during  1968 
and  1969,  PCTC  spent  $600  million  on  railroad  equipment  and  facilities  or  more  than 
10  percent  of  the  total  amount  invested  by  the  entire  railroad  industry. 

Finally,  the  requirement  that  PC  include  the  New  Haven  into  its  merged  system 
imposed  additional  financial  burdens  on  PC.  The  New  Haven  had  a  deficit  of  $22.8  million 
in  1968,  which  was  the  year  prior  to  its  inclusion  in  PC. 

All  of  these  factors  aggregate  millions  of  dollars  and  would  have  made  a  tremendous 
dilTerence  in  PC's  financial  results. 

These  are  some  of  the  problems  with  which  the  management  of  PC  had  to  contend ; 
many  of  them  involved  factors  over  which  the  management  had  little  or  no  control. 

As  confirmation  of  my  opinion  that  the  problems  of  PC  were  problems  beyond  the 
control  of  management — problems  which  were  basically  unmanageable  and  not  mismanage- 
ment. I  quote  the  following  from  the  "Preliminary  Report  of  Trustees  Concerning  Premises 
for  a  Reorganization"  which  was  filed  with  the  U.S.  District  Court  for  the  Ea.stern  District 
of  Pennsylvania  on  February  10, 1971 : 

"But  despite  the  solid  progress  already  made  and  planned  for  PC's  recovery  a  great  deal 
more  is  needed  before  this  giant  property  can  become  viable.  For  it  is  a  fact  that  PC  is 
presently  locked  6?/  circumstances  bei/ond  managerial  control  into  a  situation  which  had 
best  be  recognized  noic  as  completely  precluding  viability  unless  certain  constraints  are 
removed,  or  other  arrangements  are  made  to  compensate  for  their  effect."  (page  2) 

"But,  the  overriding  problem  of  PC  remains- — the  problem  that  must  be  overcome  if  it 
is  to  stay  in  the  private  enterprise  system.  It  is  found  in  an  obligation  to  perform  as  a  public 
service  company  in  certain  areas  and  under  certain  conditions  which  simply  do  no  lend 
tbem.selves  to  profitable  operations,  tio  matter  who  the  operator  is,  or  how  efficicyit.  The 
only  possible  remedy  here  is  for  public  authority  to  lend  its  hand  to  a  speedy  elimination 
of  the  conditions  which  produce  the  losses,  or  respond  with  adequate  compensation,  if  it 
insists  upon  continuance  of  the  conditions."  (page  15)  (emphasis  mine) 

I  repeat  that,  in  light  of  the  problems  which  I  have  enumerated,  the  situation  on  the 
PC  was  not  one  of  mismanagement  but  one  of  unmanageability. 

INFORMATION    AS   TO   PC's   FINANCIAI,  PROBLEMS 

I  would  like  now  to  discuss  what  was  done  to  bring  the  PC's  problems  to  the  attention 
of  the  appropriate  governmental  officials  and  others,  and  what  management  tried  to  do 
about  them. 

For  a  long  time  prior  to  June  21,  1970.  I  had  been  discussing  these  matters  not  only 
with  the  ICC,  appropriate  committees  of  Congress  and  governmental  officials,  but  I  had 
also  discussed  them  publicly  on  many  occasions. 

In  196.5,  (I  do  not  have  the  exact  date  or  transcript  of  the  proceeding,  but  they  are  in 
the  record  of  the  proceedings  before  the  ICC  in  the  N.  &  W.-C.  &  O.-B.  &  O.  merger)  I 
said,  in  substance,  that  if  the  proposed  PC  merger  resulted  in  a  giant,  it  would  be  in  a 
physical  sense  only,  but  financially  it  would  be  a  toothless  giant  witli  no  financial  bite. 
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On  April  23, 1968,  I  spoke  to  the  Couimerce  and  Industry  Association  of  New  York  where 

I  stated : 

"As  a  private  enterprise,  however,  we  cannot  continue  to  provide  passenger  service 
at  substantial  losses.  In  1967,  PC's  passenger  deficit  was  $85.3  million,  of  which  $12.7  million 
resulted  from  commuter  service,  even  though  we  received  considerable  public  assistance. 
I'O  has  dciiioiistraled  its  eagern(>ss  to  join  witli  pnl)lic  and  govcrnnu-iital  agciu-ies  in  <-(.piiig 
with  this  transportation  problem.  But  the  solution  requires  the  mobilization  of  resources 
beyond  the  combined  capacity  of  railroads,  localities,  and  states.  The  need  is  evident  for 
much  greater  Federal  participation  than  has  been  available  in  the  past.  Even  in  these 
times  of  unprecedented  prosperity,  our  industry's  rate  of  return  last  year  was  only  2.45 
percent,  and  for  the  Eastern  lines  1.58  percent.  No  industry  can  live,  much  leas  modernize, 
on  such  a  low  rate  of  return."  (emphasis  mine). 

In  a  speech  before  the  New  York  Traffic  Club  on  February  20,  1969,  I  made  the  follow- 
ing comments  on  the  possibility  of  nationalization  of  the  railroads: 

"The  decline  of  railroad  passenger  service  is  a  familiar  story.  The  railroads  were 
simply  pushed  out  of  the  passenger  market  by  the  automobile  and  the  airplane.  A  parallel 
to  this  situaion,  in  my  judgment,  is  developing  with  the  growth  of  air  cargo  transporta- 
tion. In  less  than  a  decade,  air  freight  shipments  in  the  free  world  have  jumi>ed  from 
approximately  600  million  ton  miles  to  an  estimated  9  billion  ton  miles  last  year— a  15-fold 
increase.  Indeed,  I  predict  that  unless  the  railroads  are  permitted  to  diversify  into  other 
forms  of  transportation,  within  a  relatively  short  period  of  time  air  cargo  w'ill  have  the 
same  effect  on  railroad  freight  traffic  as  passenger  airlines  have  had  on  long-haul  and 
intermediate- range  railroad  passenger  service  since  World  War  II  The  impact  of  air- 
borne freight  could  be  the  last  straw  for  railroad  freight  service  except  bulk  com- 
modities, and  railroads  cannot  survive  on  this  sort  of  traffic  alone.  This  imminent  new 
threat  underscores  the  need  for  the  revision  of  laws  and  regulatory  practices  which  pro- 
hibit railroads  from  ownership  of  other  modes  of  transportation.  Without  such  a  change 
I  see  no  alternative  to  nationalization  of  our  railroads  in  the  not  too  distant  future " 
(empha.sis  mine). 

All  of  these  comments  were  widely  publicized. 
*  o^o^ln^^^?™^*^^  ^^'  ^^^^'  '  appeared  before  the  Senate  Commerce  Committee  in  support 
ot  fe.  ^750  which  had  been  introduced  by  Senator  Hartke  for  the  purpose  of  providing  Fed- 
eral aid  to  rail  passenger  service.  During  the  course  of  the  hearing,  the  following  colloquy 
took  place  between  Senator  Cannon  and  me :  &  i 

Senator  Cannon.  "Having  listened  to  his  testimony  (Mr.  Reginald  Whitman  Rail- 
road Administrator,  U.S.  Department  of  Transportation)  would  you  feel  that  the' study 
that  he  IS  covering  would  be  of  help  in  trying  to  get  at  some  of  the  root  problems  of  this 
issue."  1  note  that  some  of  your  recommendations  generally  cover  some  of  the  areas  that 
appear  to  be  covered  in  the  study." 

Mr.  Saunders.  "Well,  I  tliink  the  study  will  be  helpful,  but  let  me  say  this :  In  the 

first  place,  as  Senator  Allott  said,  this  matter  has  been  studied  to  death  I  don't  think 

that  there  is  an  appreciation  of  the  sense  of  urgency  involved  in  this  thing.  I  think  you 
f^rn^i    r  ^  short-range  standpoint  and  a  long-range  standpoint.  The  study 

will  be  fine  from  a  long-range  standpoint.  But  I  think  that  what  this  committee,  if  I  may 
say  so  respectfully,  and  what  the  Department  of  Transportation  must  realize  is  that  this 
house  IS  on  fire  now,  and  it  has  been  on  fire  for  some  time  .  .  ."  (emphasis  mine) 

henator  Cannon.  "Well,  you  make  a  very  persuasive  case.  I  may  say  that  you  indi- 
cate the  house  is  burning  doivn." 

Mr.  Saunders  "/f  ,s  afire  .  .  .  what  has  to  be  done  is  this  patient  has  got  to  have  an 
infusion  now.  And  further  infusions  in  a  long-range  program."  (emphasis  mine). 
.iu,nun:  ^      f  ^  ^^'""^  ^^^^^^  ^«  sufficient  appreciation  of  the  dire 

talllno  oZf  fi  '■«''7«'*;'^^«^-«ny.  /  am  not  talking  about  passenger  trains  alone,  I  am 
If  fl  f-JT  ^^'^^oads  generally.  The  railroad  industry  of  this  country  is  sick.  And 
Lf-Mf  I'T'""  "''^'^■e  ^^<^^'0J^  ^nmicy  to  live  on.  The  railroads  of  this  country 

Af\  T  is  nf,  '  ^'^  P*^'"^'"*'  ^''^^^  ^^'^  «f  ^  government  bond  pays 

^o^^  Al<  A:  T  is  making  over  i  .  .  .  around  «  percent  now,  of  return.  And  thev  are  nresent- 
ng  a  case  to  the  Federal  Communications  Commission  saying  that  thev  have  ?o  ha7e  SV, 
rJj^^T\  in  o'-der  to  live  and  modernize  .  .  r There  is  no  ^Zustry  in  thl, 

rnunlru  that  can  live  on  a  7i/o  percent  return.  Or  can  modernize  This  msscnarr  ltunt^^^ 
^nntJ^r'  ^y^foms.  The  ^vhole  situation  is  deterioZina.  ^^^^^^ 

fn'^ro/l.^^^'^.V^empt^sm^  ^"^  ^"^^-^^  --^-^-n  'on^'oneM'! 

This  colloquy  took  place  between  Senator  Hartke  and  me  at  that  hearing- 
.      Senator  Hartke.  "I  have  been  out  on  these  roadbeds  myself  and  I  am  not  an  e^nerf 

Tr"'i:Z'i"'  ^"  ^^P^^*  ^«  they  are  in  bad  shaped- 

Mr.  Saundeks.  '  They  are  not  in  the  condition  that  thev  ought  to  be  The  railroads  of 
this  country  are  being  starved  to  death,  we  haven't  got  the  monly  t^put  into  th^  pronertv 
we  ought  to."  On  November  12,  1969,  I  testified  before  the  Subcommitteron  TransrSrtat[on 
and^  Aeronautics  of  the  House  Committee  on  Interstate  and  ForS^n  SoJmercrtflhis 

,¥ye  before  you,  in  my  judgment,  a  two-pronged  problem.  The  first  is  the  urnenci, 
for  immediate  relief,  ei^en  if  it  is  short-term  and  stopqap.  Our  problem  cannot  wait  JnothZ 
IZlt'mTlesTZtVZ  T"'^'-  Ir'-JT'         ^'■^  ""'^      eannotTaV:Z  Z  t  J^ 
"/j^^'n eeffulW  sn.f,^  /  tw  Z^'^'  c^npletely  down.  .  .  .  Time  is  of  the  essence. 

roHv/^^  P.    5    V    ™  *  ^^^^  ^^^""^      ""t  sufficient  understanding  of  the  plight  of  the 

anion  oj  our  mdustry."  (emphasis  mine). 


724 


My  statement  to  this  Committee  was  printed  and  a  copy  of  that  printed  statement  was 
sent  to  every  member  of  Congress  and  the  editorial  page  editors  of  leading  newspapers. 

On  February  24,  1970,  Mr.  Paul  A.  Gorman,  then  our  President,  and  Mr.  Jonathan 
O'Herron,  then  our  Vice  President,  Finance,  and  I  met  with  members  of  ICC  and  certain 
members  of  their  staff.  We  went  over  in  detail  our  19C.8  and  1909  financial  results,  for 
both  the  consolidated  and  transportation  companies,  the  source  and  application  of  funds 
for  1909,  our  projections  for  1970  and  our  financial  plans  for  1970. 

During  February  and  prior  to  March  13,  1970,  I  had  at  least  three  meetings  with 
Secretary  Volpe  in  which  our  problems  were  discussed.  On  March  13,  1970,  Mr.  Gorman, 
Mr.  O'Herron  and  I  had  a  full  discussion  of  our  problems  with  Secretary  Volpe  and  his  top 
aides  and  made  substantially  the  same  presentation  that  we  had  made  on  February  24  to 
the  members  of  the  ICC.  Secretary  Volpe  and  his  aides  agreed  that  we  should  get  in 
touch  with  them  again  as  soon  as  we  had  a  better  picture  of  PC's  financial  results  for  the 
first  quarter  of  1970.  There  was  no  discussion  with  Secretary  Volpe  at  that  time  about  a 
Government-guaranteed  loan  a  PC's  financial  department  believed  then  that  it  would  be 
able  to  meet  the  Company's  needs  through  private  financing. 

As  soon  as  figures  regarding  PC's  first-quarter  earnings  for  1970  were  available,  I 
sought  a  further  meeting  with  Secretary  Volpe  and  his  top  aides,  and  a  meeting  was  held 
on  April  30,  1970.  Secretary  Volpe  stated  that  he  would  discuss  our  financial  problems  with 
other  governmental  oflicials  and  especially  with  Secretary  Kennedy  of  the  Treasury  De- 
partment. Secretary  Volpe  arranged  appointments  for  me  to  see  Secretary  Kennedy  at  which 
time  I  explained  the  problems  witli  which  PC  was  faced. 

For  some  time,  our  financial  people  had  been  working  on  a  $100  million  debenture 
issue  by  Pennco  which  they  planned  to  market  in  the  latter  part  of  May.  In  this  connec- 
tion, see  the  remarks  of  Mr.  Bevan  at  the  Annual  Meeting  of  Stockholders  on  May  12,  1970, 
and'  his  statement  in  the  Wall  Street  Journal  on  May  15,  1970  to  the  effect  that  the 
financing  would  be  consummated.  On  May  28,  1970,  however,  our  financial  oflScers  and  the 
underwriting  group  concluded  that  the  sale  of  this  issue  should  be  postponed  and  on  that 
date,  PC  made  a  public  announcement  to  that  effect. 

The  Company  was  also  exploring  other  methods  of  financing.  One  of  the  alternatives 
considered  was  a  government-guaranteed  loan,  and  a  number  of  discussions  and  conferences 
were  held  with  governmental  officials  in  that  regard.  As  a  result  of  these  meetings,  a  plan 
was  developed  for  a  government-guaranteed  loan  of  $200  million  under  the  Defense  Pro- 
duction Act  of  1950.  We  were  given  every  reason  to  believe  that  such  a  loan  could  be 
arranged  and  it  was  only  at  the  last  moment,  namely  on  June  19,  1970,  that  Penn  Central 
was  advised  that  this  would  not  be  done.  Inasmuch  as  I  retired  on  June  8,  1970,  I  am  not 
in  a  position  to  discuss  anything  that  occurred  after  that  time. 

The  facts  which  I  stated  in  the  pages  immediately  preceding  were  set  forth  in  my 
testimony  before  the  Subcommittees  of  the  Senate  Commerce  Committee  and  the  House 
Committee  on  Interstate  and  Foreign  Commerce  in  July  1970. 

******* 

BOARD  OF  DIKECTORS'  COMMITTEE  ON  INFORMATION  DISCLOSURE  AND  CONFLICT  OF  INTEREST 

I  would  like  to  comment  brieflv  on  the  Committee  on  Information  Disclosure  and 
Conflict  of  Interest  which  was  created  by  PC's  Board  of  Directors,  on  my  recommendation, 
at  its  meeting  on  September  24,  1968,  It  was  an  able  and  active  Committee.  Its  functions 
were  defined  by  the  Committee  in  its  report  to  the  Board  on  December  19,  1969  as  follows : 
"Upon  instructions  from  the  Committee,  counsel  made  a  survey  of  the  overall  opera- 
tions of  the  Companv  with  particular  emphasis  upon  areas  involving  (i)  possible  con- 
flicts of  interest;  (ii)  procedures  for  the  dissemination  of  news  to  the  general  public: 
fiii)  transactions  in  securities  of  the  Company  by  directors,  ofiicers,  and  others,  and  (iv)  the 
organizational  structure  of  the  Company.  In  the  course  of  the  survey  counsel  reviewed, 
among  other  materials,  the  following:  annual  reports  and  proxy  statements  for  the  past 
several  years:  periodic  reports  required  to  be  filed  by  the  Company  with  Securities  and 
Exchange  Commis-sion  ("SEC")  ;  periodic  reports  required  to  be  filed  by  officers  and  direc- 
tors with  the  SEC  relating  to  their  transactions  in  the  Company's  .securities;  reports 
required  to  be  filed  bv  PC  and  its  directors  and  officers  with  the  Interstate  Commerce  Com- 
mi.ssion  ("ICC")  :  copies  of  the  questionnaire  which  the  Pennsylvania  Railroad  Company 
sent  in  1961  to  its  officers  and  directors  relating  to  the  subject  of  possible  conflicts  of 
interest  and  the  answers  thereto." 

This  Committee  employed  outside  counsel— the  firm  of  Skadden,  Arps,  Slate.  Meagher, 
and  Flom  of  New  York— and  made  a  number  of  studies  on  such  matters  as  E.TA.  Penphil 
and  "in.sider  trading".  It  also  prepared  a  Manual  on  Conflict  of  Interest  and  a  Questionnaire 
on  that  subject— both  of  which  were  sent  to  directors  and  officers  of  PC  and  its  prinifipal 
subsidiaries".  The  Committee  made  frequent  reports  to  PC's  Board  on  its  activities.  Such 
matters  as  alleged  conflicts  of  interest  and  monitoring  of  any  trading  on  the  part  of  direc- 
tors and  officers  should  be  handled  on  the  Board  level  rather  than  by  me  as  Chief  Executive 
Officer.  Certainly,  the  problem  of  hnndlinar  anv  such  alleged  transactions  by  me  would  have 
been  in.nppropriate  Csuch  as  inquiring  into  the  pe.rsonnl  affairs  of  officers  and  directors). 
It  was  for  this  reason  that  I  asked  the  Board  to  create  the  Committee  on  Information 
Disclosure  and  Conflict  of  Interest.  In  the  areas  mentioned  the  Committee  acted  independ- 
ently of  management  and  had  jurisdiction  over  these  matters. 

♦  *  •  •  ♦  ♦  • 


725 


THE    WABASH  TRANSACTION 

On  page  121  of  the  Bureau's  brief,  reference  is  made  to  acceleration  of  the  exchange  of 
Wabash  stock  for  N  &  W  stocii.  It  is  stated  that :  "Before  N  &  W  would  advance  the 
exchange  date  from  October  15,  1970  to  March  31,  it  exacted  certain  concessions  from  PC, 
including  an  agreement  to  sell  certain  land  in  Michigan  at  $20,000  iJer  acre  even  though  it 
had  been  assigned  a  market  value  of  $30,000  per  acre  by  an  indei)endent  api)raiser  retained 
by  PC  (V.S.  9— pp.  12  M)". 

This  statement  places  an  unfair  light  upon  the  transaction.  In  the  first  place,  the 
Commission  provided  that  the  exchange  of  stock  should  take  place  "on  or  before  October  15, 
1970"  and  not  on  October  15,  1970.  We  had  a  legal  right  to  execute  the  exchange  prior  to 
October  15,  1970 — subject  to  ICC  approval  and  it  was  approved  by  the  Commission  on 
March  26,  1970  (Finance  Docket  No.  21510). 

Secondly,  the  transaction  was  advantageous  to  PC.  The  675,000  shares  of  N  &  W  stock 
to  be  received  in  exchange  for  598,186  sha.res  of  Wabash  were  much  more  marketable  than 
Wabash  stock.  Actually,  there  was  no  market  for  Wabash  stock.  Moreover,  N  &  W  stock 
would  enable  us  to  switch  collateral  and  give  Pennsylvania  Company  greater  flexibility 
in  its  financing. 

Another  consideration  from  PC's  standpoint  of  accelerating  the  exchange  date  was  that 
the  parties  were  able  to  settle  a  longstanding  controversy  between  PC,  N  &  W,  and  the 
City  of  Erie,  Pennsylvania  with  reference  to  trackage  in  the  streets  of  that  city. 

A  further  consideration  was  the  sale  of  28.62  acres  of  land  in  Melvindale,  Michigan  to 
the  N  &  W.  PC  had  had  extended  negotiations  with  N  &  W  with  reference  to  the  sale  of 
this  property.  PC's  "trading"  figure  was  initially  $30,000  per  acre— PC  actually  expected  to 
get  about  $15,000  per  acre.  The  land  was  acquired  for  $63,473  and  was  sold  to  the  N  &  AV 
for  $o72,400  cash.  And,  of  cour-se,  cash  was  an  important  consideration.  The  sale  was  much 
more  attractive  because  the  N  &  AV  had  had  a  lease  on  the  property  for  ten  years  which 
expired  on  July  31,  1970.  The  rental  on  the  property  was  only  $8,080  per  year— which,  T 
doubt,  would  even  pay  the  taxes. 

But,  the  important  fact  is  that  the  N  &  W  had  an  option  to  renew  this  lease  for  an- 
other five  (5)  years  from  July  31,  1970  at  this  absurdly  low  rental.  This  is  completely  ig- 
nored by  the  Bureau's  brief.  The  brief  also  ignores  the  fact  (all  of  which  is  disclosed  in 
V.  b.  9,  pp.  12-14,  of  ICC  papers)  that  the  appraised  market  value  to  which  the  Bureau's 
brief  refers  was  on  the  basis  "of  this  land,  as  if  vacant."  The  property  was  not  "vacant" 
tor  the  N  &  W  had  been  leasing  the  property  fo,r  the  purpo.se  of  loading  automobiles  in  its 
cars  for  a  period  of  10  years  and  had  a  right,  as  stated  above,  to  renew  this  lease  for  a 
period  of  o  years  from  July  31, 1970  at  the  low  rental  just  mentioned 

f,  Bureau's  brief  ignores  the  fact  (which  the  ICC  records  also  disclose) 

that  IS  &  W  has  an  option  from  Marathon  Oil  Company  to  purchase  an  adjoining  10  acre 
parcel  until  1975.  at  $10,000  an  acre,  or  half  of  what  N  &  W  paid  per  acrl  to  PC 
Pn'nfi  M  *  P^<^"^^«^^,  "i^t  »  "e^^'  operating  agreement  would  be  entered  into  between 
PC  and  N  &  AA  whereby  PC  would  be  able  to  continue  to  use  the  premises  for  the  purpose 
N^l'^W's^aboi^t  80%  ^^"^^  ^^"^  "'^  property  amounted  to  about  20%  and 

AVhen  all  the  facts  are  considered,  PC's  exchange  of  PC's  AVabash  stock  for  N  &  W 
stock  was  very  attractive. 

* 

ALLEGED  DELAY  OF  THE  RETIREMENT  OF  XON-DEPRECIABLE  PROPERTY 

tr.        ^".f  the  Bureau's  brief  it  is  stated  that  "PC's  decision  in  September,  1969, 

to  delay  the  retirement  of  non-depreciable  property  was  motivated  by  the  fact  tha  such 
retirement  would  involve  the  recording  of  service  losses".  This  charge  is  unfounded  and 

In  WeirPr''.'9r9"  P?'  """'""^'h'  ''''        '''''''       "  ^^'^t       proposed  to  do 

in  September  1909,  PC  was  in  the  process  of  preparing  a  "master  abandonment  program" 

tvlTit  VlTotaZl  .^"^  --abandonment  of  some  5,800  to  e%o  ZTs  ot 

.       ,1     T  ^^^*'       presenting  a  comprehensive  or  package  program  to  the  ICC 

II     "  'J  get  much  quicker  relief  than  if  PC  proceeded  on  a  piecemeal  bfsis.  It  is  a  well-' 

known  fact  that  any  proposed  abandonment  of  consequence  is  subject  to  protracted  hear- 

S  nrc^'r^m'Jn';'' frequently  Court  proceedings  to  review  the  cUmission's  decisfoJ. 

This  prograni  was  no  secret-it  was  discussed  with  the  Commission  and  the  Commission 
The'Tn^steel^^of  PP"'  for  expediting  its  trackage  abandonment  procedures 
Ihe  Trustees  of  PC  actually  propose  to  go  much  further  with  this  nroeram  Their 

proposal  IS  to  abandon  some  9,000  miles  of  PC's  trackage  or  almost  one  half  of  its  t^tnl 

mileage.  They  are  now  actively  pursuing  this  approach 

hnni  ,!o^'"'  °°  ^'''^^  ^~      "'"^  Bureau's  brief,  criticism  is  made  of  PC's  write-down  of  lone- 
Xou  P^^;t"^f^eq"il""e"t  and  facilities  west  of  Harrisburg.  Pennsvlv^n  "a  am?  ilbaSI 
^  effective  January  1.  19G9.  The  brief  shows  that  this  matter  was  fullv  dlscnssed 
with  the  Commission  and  that  PC  followed  the  advice  of  its  indeiSdent  audito^^ 
in  reporting  this  transaction  to  stockholders  and  at  the  samrtfmrfooJnoted^ 
mission  .s  view  in  its  Annual  Report  to  Stockholders.  It  is  significant  tha  nractl?^ 
^Srr^hS^i^Sif^vSSnr^  substa^iall^tU^ -SrSli: 


726 


LABOR  PBOTECTION  COSTS 

The  Bureau's  brief  discusses  "Labor  Protection  Costs"  (P^^^^  ^^f  ^'J*  'g'JJoi 
the  agreement  made  on  Mav  20,  by  Pennsylvania  Railroad  and  N\C  XNith  23  labor 

untonf  representing  some  77,000  employees  has  come  to  be  known  as  the  '•Saunders  Agree- 
rent"' '  ?his  charafteri  is  unjustified.  An  agreement  cannot  be  made  by  one  par ty^ 

All  of  th(  negotiations  were  at  arm's  length  and  every  meeting  with  reference  to  the 
negotiations  were  handled  jointly  by  Mr.  Perlman  and  me,  along  with  our  respective  Mce 
Srfsidents  in  charge  of  labor  masters.  Before  the  agreement  was  signed  it  was  approved  by 
fhfBoards  of  Directors  of  XYC  and  Pennsylvania  Railroad,  some  three  and  one-half  years 

^^^"^TVe^BureS  chief  focuses  primarily  on  the  merged  company's  obligation  to  "recalled" 
employees  and  indicates  that  the  Pennsylvania  and  XYC  should  have  offered  evidence  at 
tvio  iQfU  lipnrine  regarding  the  costs  of  "recall"  employees. 

the  19frl  hearing  regarmn,  with  reference  to  the  costs  of  the  10&4  Labor  Protection 

Agreement  Thev  were  1^^^  by  the  Labor  Departments  of  the  NYC  and  the  Pennsyl- 

vania Railroad.  "l  am  advised  by  the  Labor  Department  of  PC  that  the  reason  no  costs  for 
"recalled"  employees  were  included  was  the  fact  that  no  "I'resent  employees  were  in  a 
furloughed  status  on  either  Railroad  at  that  time  (September  16,  1964)  and  that  no  recall 

'"''"^Vo  ^n'l^oSpSed  at  that  time  that  it  would  be  some  three  and  one-half  years  before 
the  merger  would  be  consummated.  By  December  1967,  when  we  realized  that  this  'recall 
provision  could  prove  quite  expensive,  we  brought  it  to  the  Commission  s  attention  and 
asked  for  special  relief.  All  the  facts  were  made  known  to  the  Commission.  It  had  full 
opportunitv  to  review  the  changed  conditions  and  all  the  facts  were  presented  to  the  Bureau 
of  Accounts  and  upon  appeal,  to  Division  2  of  the  ICC.  Division  2  approved  the  establish- 
ment of  a  Merger  Reserve  of  approximately  .$27.-;.000,000.  including  $117,000,000  primarily 
for  "recalled"  emplovees  under  the  Labor  Merger  Agreement.  .      ,      .       ,  „ 

The  Bureau's  brief  states  that  "since  the  agreement  was  'unique ,  it  is  not  surprising 
that  counsel  for  other  parties  (including  the  Bureau  of  Enforcement)  who  questioned  Mr. 
Saunders  failed  to  inquire  about  applicants  'recall'  obligation."  (p.  91  of  Bureaus  brief). 
Xot  onlv  was  counsel  for  the  Bureau  present,  but  scores  of  other  lawyers  were  present, 
including  lawyers  from  the  Department  of  Justice,  many  of  whom  were  experienced  in 

Thev  kl!ew!  or  should  have  known,  that  the  X.  &  W.-XKP-WAP  Merger  Labor  Agree- 
ment of  April  16,  1962  was  the  same,  so  far  as  "recalled"  employee  obligations,  as  the  PC 

agreeinent._^^  the  X.  &  W.-Virginia  Merger  Labor  Agreement  of  June  18,  1959  was  inter- 
preted to  treat  "recalled"  employees  substantially  the  same  as  such  employees  were  treated 

"""^  Both  Tf^  th^  above  ^agreements  were  reviewed  by  the  ICC  and  approved  by  it.  and  of 
course  the  1964  PC  Labor  Agreement  was  presented  at  the  September  16,  1964  hearing  tor 
all  of  the  numerous  counsel  to  scrutinize  and  for  purposes  of  cross-examination. 

Subsequent  to  this  hearing,  but  prior  to  the  ICC's  approval  of  the  establishment  of  PC  s 
Mer-er  Reserve  for  "recalled"  emplovees  and  obsolescent  property,  the  Commission  ap- 
proved similar  labor  protection  agreements  in  the  Seaboard  Coast  Line  and  the  Burlington 

Xorthern  merger  cases.  -ti,  +v,«  tnt  jt.  w 

Taking  this  record  of  protection  for  "recalled"  employees,  starting  with  the  X.  &  W_- 
Virginian  Merger  Labor  Protection  Agreement  on  June  18.  1959,  it  seems  strange  for  the 
Bureau  to  claim  that  the  PC  agreement  was  "unique"  in  this  respect. 

Moreover  there  were  numerous  appeals  to  the  Federal  courts  to  reMCU  the  record 
before  the  Commission,  particularly  several  appeals  to  the  U.S.  Court  of  Appeals  for  the 
•^nd  Circuit  and  the  Supreme  Court  of  the  United  States.  These  appeals  were  vigorously 
contested  and  there  was  adequate  opportunity  to  review  every  aspect  of  the  merger.  It  was 
not  until  January  15.  19(58.  that  the  U.S.  Supreme  Court  finally  decided  the  case.  In  its 

decision  the  Supreme  Court  said :  ,  ^  tv,of  i-v.o 

"Examination  of  the  record  and  the  findings  in  the  present  case  satisfies  us  that  the 
Commission  has  properlv  and  lawfully  discharged  its  duties  with  respect  to  the  merits  of 
the  merger  In  these  elaborate  and  lengthy  proceedings  the  Commission  has  considered 
evidence  tendered  bv  others  and  compiled  by  its  own  staff.  Upon  the  aggressive  suit  of 
parties  representing  conflicting  interests  it  has  analyzed  every  pertinent  aspect  of  the 

^'''^^"t  has  weighed  conflicting  viewpoints  on  all  of  the  fundamental  issues  and  many  that 
are  tangential  As  the  Commis.sion  concluded,  the  evidence  before  it,  with  negligible  excep- 
tions, attested  to  the  probability  of  significant  benefit  from  the  f^erger.  not  only  to  the 
railroads  and  their  investors,  but  also  to  shippers  and  the  general  public.  (389  L.!s.  4Hb, 
493). 


DIVIDKNDS 


Xeither  PC  the  Pennsylvania  Railroad,  nor  to  my  knowledge.  XYC  had  any  fixed  policy 
with  respect  to  the  pavment  of  divi.lends.  At  each  meeting  where  divide/ids  were  declared 
Se  Finance  Committee  reviewed  (a)  financial  results  as  of  that  time,  (b)  business  outlook 
and  (c)  the  cash  situation  and  other  relevant  matters.  f>,o  "Rnnrrl  The 

Th°  Finance  Committee  would  make  dividend  recommendations  to  the  Board,  ine 
Board,  ^itself.  declared  the  dividends  and.  in  every  case,  the  action  of  the  Finance  Com- 
mittee and  of  the  Board  was  unanimous. 
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The  last  dividend  declared  by  PC  was  at  its  June  1969  meeting.  At  the  time  the  dividend 

was  declared,  the  figures  available  showed  that,  on  a  consolidated  basis,  the  dividend 
would  be  earned  for  the  third  quarter  and  for  the  year  1969. 

POSITIVE  STEPS  TAKEN  TO  IMPLEMENT  THE  MEEGEK 

It  is  significant  that  practically  all  of  the  ICC  staff  investigating  only  discu.ss  nega- 
tive aspects  of  PC  and  its  predecessors.  No  mention  is  made  of  the  fact  that  some  $1.5  bil- 
lion was  spent  on  the  railroad  from  19t>3  through  1967 ;  that  the  railroad  spent  some  $70 
million  in  developing  the  Metroliner  service,  which  is  proving  to  be  a  great  success ;  that 
after  the  merger  PC  spent  about  $121  million  in  developing  new  yards  and  facilities,  to  wit : 
10  classification  yards  were  built  or  expanded  and  35  key  terminals  and  24  freight  stations 
were  con.solidated ;  that  road  oi)erations  had  been  combined  at  29  points;  that  the  ratio  of 
cars  awaiting  repair  was  reduced  from  9.2  to  .l.O  percent;  that  the  bulk  of  the  capital 
expenditures  to  implement  the  merger  were  made  prior  to  June  1970;  that  PC  spent  in  1968 
and  1969  over  $30  million  on  the  Waynesburg  branch  which  opened  up  a  billion  or  more 
tons  of  coal  traffic  ;  that  it  built  a  new  coal  pier  at  Ashtabula,  Ohio  at  a  cost  of  over  $13  mil- 
lion ;  that  it  built  a  new  passenger  station  in  New  York  at  a  cost  of  more  than  $30  million ; 
that  between  February  1,  1968  (date  of  merger)  and  June  8,  1970,  the  employment  of  PC 
was  reduced  by  8,400  employees  which  meant  a  saving  of  more  than  $90  million  each  year ; 
and  that  testimony  before  the  ICC  showed  that  it  would  take  about  eight  years  from  the 
date  of  merger  to  attain  the  full  merger  savings  and  make  it  fully  effective.  Nor  do  the  ICC 
investigators  mention  any  of  the  factors  discussed  above  as  to  the  basic  causes  of  the  PC 
bankruptcy  which  amounted  to  many  hundreds  of  millions  of  dollars. 

******* 
At  my  meeting  with  Mr.  Deller  and  Mr.  Russo  we  also  discussed  Appendix  "A"  1  of 
the  Verified  Statement  of  Peter  N.  Stravu  in  which  he  listed  under  the  heading  "Shares 
Recently  Sold"  of  PC— 1,517  shares  sold  by  me.  This  statement  was  made  sometime  in 
1970  or  1971  and  is  untrue.  I  have  not  sold  any  PC  stock  since  March  1967.  At  that  time,  I 
sold  approximately  4,000  shares,  primarily  to  pay  off  bank  loans.  In  December  1967,  I  bought 
over  40,000  shares  of  PC  stock.  I  still  have  about  42,000  shares.  In  1968  and  1969,  I  gave 
approximately  1.500  shares  to  charitable  organizations  and  that  is  apparently  what  Mr 
Stravu  is  referring  to.  These  gifts  were  reported  to  the  SEC.  On  the  PC  stock  which  I  still 
hold,  I  have  lost  several  million  dollars  of  potential  profits  as  well  as  the  fact  that  I  still 
owe  substantially  over  one  million  dollars  which  I  borrowed  to  buy  this  stock. 

ADDITIONAL  INFORMATION  AVAILABLE  TO  ICC,  OTHER  GOVERNMENTAL  AGENCIES,  AND  THE  PUBLIC 
REGARDING  THE  FINANCIAL  CONDITION  OF  PC  AND  ITS  PREDECESSOR  COMPANIES 

I  have  made  reference  above  to  statements  which  I  made  between  1965  and  1970  par- 
ticularly before  the  Senate  and  House  Committees  in  the  fall  of  1969.  with  respect  to  the 
critical  financial  condition  of  the  railroad  operations  of  PC  and  its  predecessors.  At  this 
point,  I  would  like  to  call  attention  to  other  documents  and  opportunities  which  the  ICC 
other  government  agencies  and  the  public  had  to  familiarize  themselves  with  these  prob- 
lems. 

During  the  period  1965  to  June  1970,  there  were  literally  hundreds  of  contacts  between 
PC  and  IS  predecessors  with  the  ICC  and  its  various  departments.  I  attach  as  Exhibit  "A" 
?n-7A*^     •'^T*'t  reported  and  unreported  proceedings  before  the  ICC  during  the  1965- 

a.J7()  period.  It  does  not  include  all  such  proceedings,  but  is  indicative  of  the  matters  that 
were  presented  to  the  Commission. 

All  of  these  were  public  proceedings  in  which  the  ICC  and  its  staff  had  a  full  opportun- 
ity to  inquire  into  the  financial  condition,  including  working  capital,  of  PC  I  refer  par- 
ticu  arly  to  the  many  PC  merger  proceedings  before  the  Commission  in  this  period,  as  well 
as  those  between  1967  and  1969  relating  to  the  New  Haven  inclusion.  In  all  of  the  proceed- 
ings, the  financial  condition  and  working  capital  of  PC  were  the  subject  of  review  and  pub- 
lic scrutiny.  * 

I  have  already  discussed  the  widespread  and  protracted  opposition  to  the  PC  merger 
In  many  other  proceedings  before  the  ICC,  there  was  adequate  opportunitv  for  the 
Lommission  to  review  PC's  and  its  predecessors'  financial  condition.  In  the  prweedings 
for  <'xample  involving  "Increased  Freight  Rates"  in  1967,  1968  and  1969  (Ex  Parte  256' 
Aj9  and  262),  there  appeared  some  400  to  500  or  more  protestants  in  each  proceeding  and 
lawyers  ad  inftnitum.  These  cases  involved  the  financial  condition  of  the  railroads  and  in 
particular  the  PC  and  its  predecessors. 

In  thi.s  connection,  I  refer  to  my  Verified  Statement  in  Ex  Parte  No.  259  where  I  said  • 
Ihe  large  reduction.^;  in  working  capital  experienced  bv  PC  in  the  last  eight  years 
siiou  d  also  be  brought  to  the  Commission's  attention.  The.se  are  set  forth  in  Appendix  9 
ine  largest  year-to-year  decline  was  that  shown  for  1967  as  compared  with  1966  Tlie  1967 
h.gure  showed  a  net  working  capital  deficit  of  $119,720,864  Hncluding  debt  due  within  one 
year  among  current  liabilities).  Our  working  capital  position  must  he  substantiallv  im- 
peudix  9  '^^  continue  with  this  huge  deficit,  nor  with  the  trend  that  is  shown  on  Ap- 

I  also  attach  as  Exhibit  "B"  from  the  Verified  Statment  (Appendix  9)  showing  the 
working  capital  of  PC  and  its  predecessors  from  1960  through  1967.  An  examination  of 
this  statement  (which  was  a  public  document)  shows  that  these  railroads  were  in  a 
dangerously  bad  condition. 

*■  predecessors  to  issue  commercial  paper,  to  issue  equipment 

trust  certificates,  to  obtain  bank  loans,  including  standby  and  revolving  credit  loans  for 
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several  years  prior  to  1970,  all  required  careful  scrutiny  by  the  ICC  of  every  ^^Pe^t  ^Ji^ 
PC's  and  its  predecessors'  financial  position.  These  transactions  ran  into  many  hundreds 

of  the  problems  that  the  Trustees  of  PC  are  having  with  their  ac- 

counting and  this  is  not  said  critically.  For  the  year  1!)70  the  Trustees  had  a  variance  of 
approximately  $109  million  in  their  estimate  of  earnings  in  a  period  f  f  ' /^J  S  PC 

The  Trustees  proposed  earnings  for  1971  is  even  more  striking  (and,  mind  you  I  C 
stock  is  still  being  traded  on  the  principal  stock  exchanges)^  According  to  a  i;rt;|'';n 
the  Trustees  with  the  Federal  Reorganization  Court  on  March  -'<.  19.J  thej  asked  the 
(Surt  o  overrule  the  ICC  Bureau  of  A.'counts  and  Division  2  and  permit  them  to  show 
a  loss  of  $284.ri20,000  instead  of  .$560,152.00  Ounder  ICC-accounting  practices.  Ironically 
the  Trustees  wait  (1)  to  claim  a  credit  of  .$i;}7,213,00()  for  the  unused  balance  reinaining 
in  the  Merger  Reserve  Account  for  labor  protection  costs  and  (2)  to  claim  a  credit  for 
$136,419,000  for  obsolescence  in  connection  with  Amtrak.  ,  vi 

These  figures  indicate  some  of  the  problems  involved  in  running  a  /aUroad  like  I  C. 

As  a  matter  of  fact,  the  Commission  stated  in  its  Report  of  ^Inrch  1.,  19<1  to  the 
Honorable  Warren  G.  Magnuson.  Chairman  of  Senate  Committee  on  C,.mnieree  an<I,^o  ^e 
Honorable  Harley  O.  Staggers,  Chairman  of  House  Committee  on  Interstate  and  t  oreign 

"Th^  presVnt  condition  of  the  railroad  industry,  including  the  distress  of  the  Penn 
Central  Companv.  is  not  attributable  to  the  Nation's  transportation  merger  policy  of  the 
administration  of  the  merger  laws.  When  the  ICC  was  apprai.sing  the  Perm  '"^/f^^^^ 
proposal,  it  noted  that  in  none  of  the  preceding  five  years  did  tlie  New  \ork  Central  ha^e 
sufficient  net  railway  operating  income  to  meet  fixed  charges.  Except  for  one  year  (1964) 
the  same  was  true  for  the  Pennsylvania  Railroad.  Neither  railroad  had  made  a  profit  in 
the  transportation  business  for  many  years,  and  this  was  especially  significant  since  the 
national  economy  was  approaching  record  levels  for  sustained  expansion.  Their  working 
capital  was  dangerously  low."  ...       ,  *   ^.i   uu^'c, 

Bevond  everything  that  is  mentioned  above  as  to  the  Commission  s  and  to  the  publics 
knowledge  of  PC's  financial  condition  is  the  fact  that  PC  officers  and  its  predeces.sors.  as 
well  as  PMM,  had  many  discussions  with  the  Cimmission  (verbally  and  written),  m  non- 
advisorv  proceedings,  regarding  accounting  treatment  of  various  transactions  The  KL 
Bureau"  of  Accounts  has  maintained  an  Office  and  staff  in  Philadelphia  from  at  least  196o 
a  primary  function  of  which  has  been  to  police  and  review  the  accounting  and  financial 
practices" of  PC  and  its  predecessor,  the  Pennsylvania  Railroad.  ^  r.r^  ^ 

The  financial  results,  accounting  practices  and  merger  proceedings  of  Pt  and  its 
predecessors  were  subjected  probably  to  the  most  widespread  newspaper,  radio,  television 
and  magazine  coverage  ever  given  to  any  company  for  a  period  of  many  years  prior  to 

"^""^^t^'i^'hearing  l)efore  the  Special  Subcommittee  on  Investigation  of  the  House  Com- 
mittee on  Interstate  and  Foreign  Commerce  (September  24  1970)  at  whi^h.  among  others, 
were  Mr  Dale  W.  Hardin,  then  Vice  Chairman  of  ICC.  Mr.  Richard  B.  Smith,  a  Com- 
missioner of  SEC,  Mr.  Fritz  R.  Kahn,  General  Counsel  of  ICC.  Mr.  Philip  A.  Loomis  Jr.. 
General  Counsel  of  SEC,  Mr.  Irving  H.  Pollack,  Director,  Division  of  Trading  &  ^/arkets. 
SEC,  and  Mr.  :Matthew  Paolo,  Director  of  Bureau  of  Accounts.  ICC.  Mr.  Pollack  testified  as 

*°"^Mr.'  LisHMAN.  (Chief  Counsel  of  House  Subcommittee).  "Did  the  SEC  consider  a 
suspension  of  trading  [in  PC  stock]  ?"  ^       ^.  ,  at    i       „^   -x-^ - 

Mr.  Pollack  (Director  of  SEC  Division  of  Trading  and  Marketing).  No. 
Mr.  LiSHMAX.  "Why  not?"  .  ^ 

Mr  Pollack  "Because  I  think  at  that  point  the  information  concerning  the  "'m^ 
the  petition  in  bankruptcy  was  publicly  known.  There  had  been  during  the  early  part  of  1969 
and  continuing  to  the  filing  of  the  petition  a  release  of  information  idicating  a  deterioration 
in  the  financial  condition  of  Penn  Central." 

«  *  *  »  *  *  * 

This  statement  cannot  be  considered  as  an  answer  to  all  the  points  raised  by  the  ICC 
or  other  governmental  investigations.  It  is  simply  an  attempt  to  comment  on  some  areas 
which  were  covered  by  the  ICC  investigation.  If  you  desire  any  additional  information,  i 
will  be^glad  to^furnisM^^^  submit  this  statement  to  the  Commission  and  that  the  Commission 
will  submit  it  to  "anyone  else  to  whom  its  reports  are  sent. 

Respectfully,  ^^^.^^^  ^  Saunders. 

[exhibit  "a"] 
selected  pctc-icc  cases 

1  Inffot  Molds  from  Pa.  to  Ky..  323  ICC  758  (1965) .  326  ICC  77  (1965). 

2  Investigation  of  Adequacy/  of  Freight  Car  Oicnership,  S22  ICC  48  (1964). 

4   ?/?;^^w?L7o''p^?■"^^^^^  328  ICC  304  (1966)  :  330  ICC  328  (1967)  ; 

331  ICC  643  (196?)    331  ICC  754  (1968)  :  334  ICC  25  (1968)  :  334  ICC  528  (1969)_ 

5.  Tssiumce  of  Xotes  by  Petmsylvaiiia  Tunnel  rf  Terminal  R.R.  yuarantced  by  PRR.  328 

6.  DlTnmla'neeo}- trains  lettveen  NY,  NY,  and  St.  Louis.  Mo..  328  ICC  921  (1965)  ;  330 

7  Tnl^^asf^Jr^ltl  Rates  1967  (Ex  Parte  256).  329  ICC  854  (1967)  ;  332  ICC  280  (1968). 
8.  PRR  Lease  (Neic ark- Journal  Square)  to  PATH,  330  ICC  503  (1966) . 
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9.  PRR  Discontinuance  of  Trains  between  Chicago,  III.,  and  Valparaiso,  Ind.,  331  ICC 
464  (1968). 

10.  Canned  Goods  between  Paciflo  Coast  and  the  East,  332  ICC  55  (1967) 

11.  Increased  Rates,  1968,  Ex  Parte  259,  332  ICC  714  (1969) . 

12.  Discontinuance  of  Trains  Detroit  to  Chicago,  333  ICC  768  (1968). 

13.  Discontinuance  of  Trains  Netv  York  to  St.  Louis,  333  ICC  736  (1968). 

14.  Discontinuance  of  Trains  Chicago  to  Neiv  York,  333  ICC  638  (1968). 

15.  Discontinuance  of  Trains  Chicago  to  Cincinnati,  333  ICC  674  (1968). 

16.  Discontinuance  of  Trains  Albany  to  Boston,  334  ICC  618  (1969). 

17.  Discontinuance  of  Trains  Harrisburg  to  Buffalo,  334  ICC  312  (1969) 

18.  Di.sconti nuance  of  Trains  St.  Louis  to  Xcir  York,  ;«4  ICC  t)3«  (19GS>). 

19.  Investigation  of  Adequacy  of  Freight  Car  Ownership,  Ex  Parte  2^1,  335  ICC  264  (1969) 

20.  Multiple  Car  Rates,  Canned  Foodstuffs,  334  ICC  612  (1969) 

21.  Penn  Central  Fare  Revision,  335  ICC  720  (Jan.  1970). 

22.  Vegetables  and  Melons  Transcontinental  Eastbound,  335  ICC  798  (Fob  1970) 

23.  Penn  Central  Transportation  Co.  Notes,  336  ICC  1  (1969) 

24.  Penn  Central  Notes  (F.D.  25931),  336  ICC  280  (1969). 

25.  Penn  Central  and  I.C.  Train  Discontinuance,  336  ICC  56  (1969). 

26.  Penn  Central  Train  Discontinuance,  336  ICC  182  (1969). 

27.  Penn  Central  Train  Discontinuance,  336  ICC  416  (Feb.  1970). 

28.  Penn  Central  Train  Discontinuance,  336  ICC  518  (March,  1970). 

29.  Penn  Central  Train  Discontinuance,  336  ICC  759  (May,  1970). 

30.  Increased  Rates  1969,  Ex  Parte  262,  ICC  . 

31.  Increased  Rates  1970,  Ex  Parte  265  (Filed  March  3, 1970). 

Unreported  I.G.C.  Gases 

1.  PRR  Notes,  F.D.  No.  24634,  July  17,  19(>7. 

2.  Penn  Central  Notes,  F.D.  25179,  August  15.  1967. 

3.  Penn  Central  Notes,  F.D.  25397,  December  11,  1968. 

4.  Penn  Central  Notes,  F.D.  25570,  March  20,  1969. 

5.  Penn  Central  Notes,  F.D.  25622,  May  16, 1969. 

6.  PRR  Equipment  Trust,  Series  A,  F.D.  24014.  March  8,  1966. 

7.  PRR  Equipment  Trust,  Series  B,  F.D.  24014,  May  21, 1966. 

8.  Not  completed. 

9.  Penn  Central  Debentures,  F.D.  25114,  1968. 

10.  Lease  of  N.  Y.  Connecting,  F.D.  25811  and  F.D.  25833, 1969. 

11.  Not  completed. 

12.  Guaranty  of  Bonds,  Waynesburg  Southern,  F.D.  25089  1965 

13.  Lease  of  Little  Miami,  F.D.  25362,  1969. 

14.  PC  Holding  Co.  Control  of  Penn  Central,  F.D.  25660,  August  7  1969 

15.  Sale  of  Long  Island  R.R.,  F.D.  23956, 1966. 

  ADDITIONAL  UNREPORTED  ABANDONMENT  AND  TRAIN  DISCONTINUANCE  CASES,  1965  TO  1970 


Applicants 


Finance 
docket  No. 


Application  for- 


Penn 
Penn 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 
P.  C. 


P.  C. 
P.  C. 
P.  C. 
P.  C. 


R.  Co    

R.Co     23554 

R.Co     23614 

R.Co     - -  — -  —          -—  23735 

R.  Co.  and  Penndel  Co  .  

R.  Co.  and  P.  B.  &  W     

R.Co    -   23922 

R.  Co   24278 

R.  Co.  and  Penndel  Co..     24279 

R.  Co.  and  P.  B.  &  W     24282 

R.  Co.  and  Penndel  Co....\"  " """" --" 

R.Co     -  — -   24602 

R.Co        24612 

R.  Co.  and  P.  B.  &  W  24793 

?■  Co'  ^""^  ^' ^' ^"^  '^'^^^'^"^  andWttibufgh".";;;."::;;::::;:::::::::::::::::  24953 

T.  Co.  and  Lake  Erie  and'PiVtsburgh 

Central  Co.  and  Penndel  Co    

Central  Co.  and  P.  B.  &  W 

T.  Co.  (trains  574-575)...  25335 

T.  Co.  (trains  24-33)...  25373 

T.  Co.  (trains  50-53)....     25558 

T.  Co.  and  Connecting  Railway...  " "  

T.  Co.  (trains  574-575)  " '   25817 

T.  Co.  (trains  574-575)...  25859 

T.  Co.  (trains  354)...   ll's 

t:Co  """"   -  —   25899 

T.  Co   '   -    25913 

T.co:::::::::::::    25925 

T.  Co.  and  Connecting  Railway".     «o7? 

T.  Co.  and  Little  IVIiami  Railway   -  -  -  - 

T.  Co.  (trains  65-66)     - 25973 

T.  Co     «uil 

T.  Co:::;;      26018 

T.  Co.  and  Michigan  Central :::: :   

T.  Co.  (trains  15-18)     "   26036 

T.  Co.  and  Penndel  Co      2?Vt5 

T.  Co.  (trains  136-7,  Ui-iy/.V'i.""   ?^c^ 

T.  Co.  (trains  572, 578,  etal.)....    26165 

T.  Co        26182 

         26194 


Abandonment. 
Do. 
Do. 
Do. 
Do. 
Do. 
DC. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 

Abandonment. 
Discontinuance. 

Do. 

Do. 

Abandonment. 
Discontinuance. 

Do. 

Do. 

Abandonment. 
Do. 
Do. 
Do. 
Do. 
Do. 

Discontinuance. 
Abandonment. 

Do. 

Do. 

Discontinuance. 
Abandonment. 
Discontinuance. 
Do. 

Abandonment. 
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[EXHIBIT  "B"l 

PENN  CENTRAL  WORKING  CAPITAL  FOR  THE  YEARS  1960  THROUGH  1%7 


Materials  and  .  ^    ,.,  , .  , . 

Year  Working  capital  i  supplies  Working  capital  2        1  year  debt  Working  capital « 


iQfiO  $78,798,139  $80,886,817  ($2,088,678)  $64,170,989  ($66,259,667) 

}S?   53  181  021  74.962  052  (21,781,031)  64,428,731  (86.209.762 

{Sr   ' 45  026  553  70.900.942  (25.874.389)  73.763.441  99637.830) 

{Sf- - ■ 28  039  393  69,892,872  (41,853,479)  60,866,779  (102,720,258 

ISl   ■ — 41  071  657  67,242,047  (26,170,390)  58,705,267  (84.875,657) 

  ■ 72  287  619  79,927,598  (7,639,979)  72,877.958  (fO,  517  937 

}2|   — ■ 77  704  771  90,662,241  (12,957,470)  76,764,553  (89.772,023 

 -   34  895  458  85  681,305  (50,785,847)  68,935,017  (119,720,864) 


1  Current  assets  less  current  liabilities. 

1  Working  capital  less  materials  and  supplies. 

5  Working  capital  less  materials  and  supplies  and  1-year  debt. 

Note;  The  figures  above  are  the  sum  of  the  separately  reported  positions  of  The  Pennsylvania  Railroad  Co.,  and  New  York  Central. 
Figures  in  parenthesis  denotes  deficit. 
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Philadelphia,  May  21,  1963. 
A  meeting  of  the  Finance  Committee  of  the  Board  of  Directors  of  The  Pennsylvania 
Railroad  Company  was  held  this  day  at  7 :15  P.M.  „  „.         t          ,1  t-w 

There  were  present  Messrs.  Symes,  Chairman,  Gowen,  Clarke,  HoUister,  Ingersoll.  Day 

There"t?rrarso  present  bv  invitation  Messrs.  R.  G.  Rincliffe.  Howard  Butcher,  III,  A.  J. 
Greenough,  President, 'and  John  B.  Prizer,  Vice  President  and  General  Counsel. 
The  Chairman  reminded  the  Committee  that  the  Examiner  in  the  case  before  the  Inter- 
State  Commerce  Commission  involving  the  merger  of  the  Norfolk  and  Western  Railway 
Companv  and  New  York,  Chicago  and  St.  Louis  Railroad  Company  recommended  that  a.s 
a  condition  to  the  merger.  The  Pennsylvania  Railroad  Company  be  required  to  divest  itself 
of  its  ownership  of  stock  in  the  Norfolk  and  Western.  This  Company  and  Pennsylvania 
Companv  together  own  2,397.284  shares  of  Norfolk  and  Western  common  stock  having  a 
totTcurrent  market  value  of  $288,872,723.  Of  these  shares  1.711,343  P  edged  as 
collateral  for  loans  but  the  remaining  680.000  shares  are  available  for  sale.  He  stated  that 
there  are  two  questions  to  be  decided  in  the  near  future-whether  to  begin  selling  Norfolk 
and  Western  stock,  and  if  so,  how  to  invest  the  proceeds.  He  thereupon  asked  Mr.  Bevan 
to  discuss  the  problems  involved  in  deciding  these  questions.  ^        ■,      ^  „„ 

Mr  Bevan  reported  that  for  some  years  Pennsylvania  Company  has  played  an 
important  part  in  the  financial  program  of  The  Pennsylvania  Railroad  Company.  Fortunately 
it  has  been  possible  to  adhere  substantially  to  the  program  aPProved  by  the  Board  in  1953^ 
Recentlv  the  consolidated  mortgage  bonds  in  the  principal  amount  of  .$35  000,000.  were 
refinanced  and  $49,000,000  of  Chicago  Union  Station  bonds  ^^ave  just  been  refinanced  at  ^^^^ 
interest  cost  to  us  of  4.64%.  However,  the  next  seven  years  will  be  the  mo.st  difficult  from 
a  financial  standpoint  of  any  period  in  the  history  of  the  Company.  Earnings  during  the  past 
five  years  amounted  to  only  $69.^.000  and  there  is  no  assurance  of  a  s"<i<^en  upturn  m  net 
profits  For  the  vears  1952  to  1962.  inclusive,  there  was  a  cash  loss  of  about  $110.0OO.0W) 
notwithstanding 'the  receipt  of  approximately  $10,000,000  a  year  from  the  ^^ale  of  real 
estate.  During  1963,  based  on  current  budget  estimates,  there  will  be  a  net  cash  loss  of 
S^OOOOOOO  At  the  end  of  1962  there  was  an  ad.iusted  working  capital  deficit  of  $60,000  (K)0 
and  at'  present  this  deficit  is  $68,000,000.  Provisions  will  have  to  be  made  for  maturities 
during  the  next  seven  years  of  $565,000,000.  including  $61,000,000  of  4%7.  General  Mortgage 
Bonds  of  196.5.  $20,000,000  of  Pittsburgh,  Cincinnati.  Chicago  and  St.  Louis  0%  Bonds  ot 
1970  and  $46,000,000  of  General  IMortgage  5%  Bonds  of  1968.  In  addition,  the  merger  with 
the  New  York  Central  Railroad  Company  will  require  capital  expenditures  diiring  the  first 
five  years  of  $75,000,000.  less  $45,000,000  to  be  provided  th'-ough  salvage^  The  ^^w  lork 
Central  at  the  end  of  1962  had  an  adjusted  working  capital  deficit  of  $40,000  000^  Both  com 
panics  had  a  net  income  deficit  last  year  and  if  there  should  be  a  deficit  for  them  again 

this  vear,  there  will  be  a  further  cash  loss.  .   

He  stressed  the  importance  under  these  conditions  of  maintaining  liquidity  and  credit. 
Liquiditv  is  presentlv  provided  by  Norfolk  and  We-tern  common  stock  and  this  fact  is 
recognized  bv  the  financial  institutions.  Credit  is  available  in  Pennsylvania  Company  and 
it  is  essential  to  continue  this  situation  for  purposes  of  further  borrowing.  A  third  important 
ingredient  in  the  financial  picture  is  the  necessity  of  replacing  the  income  which  ^^^rrently 
being  received  on  the  Norfolk  and  Western  stock.  He  plointed  out  that  largely  .th^oiigh  the 
use  of  this  income  Pennsylvania  Company  has  been  able  to  bolster  the  financial  needs  of 
The  Pennsvlvania  Railroad  Company.  Its  net  income  has  increased  from  ^H-O^O;!'^' J" 
1946  to  $24,000,000,  as  of  last  year.  In  the  meantime.  Pennsylvania  Companv  has  made  cash 
available  to  this  Companv  and  has  acquired  interests  in  other  railroads  siich  as  the  petroit, 
ToCo  and  Ironton  and  Toledo.  Peoria  and  Western  Railroad  Comm^ 

the  ten-vear  period  beginning  in  19.53  have  amounted  to  .9209  000  000.  of  which  $198,000,000 
has  been  made  available  to  this  Comnanv  either  in  the  form  of  dividends  or  by  purchase  of 
securities.  These  earnings  must  be  maintained. 
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commoa  stock  at  $120  per  share  pSS^  4         tpfnr,  f %  """'i'              ""'^  ^^^^^^^ 

after  taxes.  If  all  unpledged  A^rioTk  S  wt^T^  ^^^"''^  ^'''^  ""^  return 

proceeds  invested  in  ^vM  lX  l^erncol^^^^^^  -/^  "'^^ 

pared  with  a  present  return  of  $12  156  000  $b,000,000,  after  taxes  com- 

OOO.o'S:^u^%S3oi'was^a\'S;i>^^^^^^^^^^^  ^  ^'"^^^  "--"^^^^  ^«  $214.- 

an  $85.000  000:  earr;-foVard\ax  foi^'S^^^^^^  P--nU.v 
because  of  gains  on  certain  sales  reaucea  by  $<, 000,000.  for  the  year  1962 

diversify.  p'^peiiy.  me  result  would  be  to  concentrate  rather  than 

gradSlly'^sefl  ^rxSk^anrw^sS^rsSr/^^  general  program  that  the  Company 
and  that  the  proceeds  be  invited  in  com  mnnct^v'  ^  ownership  is  reduced  to  about  15% 
Preferably.  80%  ofthe  s  ^Jk  ff^gi^en  ^omrnv IhS  Z  T''''  ^0  Norfolk  and  Western'! 
filing  of  consolidated  income  tox  returns  .^  f/t^  nH  ^J"  acquired  in  order  to  permit  the 
for  a  company  in  whichTo  Svest  W«  itl.^.^l^'^l''^^^^^^  l«s«es.  In  looking 

company  irthe  general  area  ?Ir?ed  ^  v  has  seriously  considered  a  pipeline 

appears  to  offer  the  b^st  ^^LibTli^ii  H^^^^^  """^  ^'l^  ^""'^^^'^  P'P^""«  Coii^any 

cerning  that  companr  wh^rhad  b?en^ent  t^T  ""^"^^^  PerUnent  information  con- 
meeting.  ^  ''^^^  members  of  the  CommiUee  before  the 

devote  the  proceeds  to  the  purcSf  of  its  own  horfri  ^  r  °  to  the  extent  possible  and 
1965  and  1968.  This  course  of  Sn  he  vak   wnni^n^.^T^  maturities  of 

problems  but  remove  the  obsta??e  ?o'th|  NoLlk  ami  w.""!"^  '''^^^  ^"'^"^^^l 
ship  of  Norfolk  and  Western  stonk  h/f hi   n  ^  Western  merger  case  which  owner- 

ion  that  the  market  vSSof  t^e  Norfolk  nnJw^^^  expressed  the  opin- 

may  not  continue  at  th^?  level  indefiniSfy       ^^^'^  '"^^^  ^'^^  ^'^^^  ^'^h  and 

f rom'^tt'sr  oS^rtTk  S  WeSer'n  stoJk  •\heT?^"K^-t-';"^  --»ing 
On  motion,  adjourned. 


Bayakd  H.  R0BEBT8. 
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o  m  <a  .  T„        . ,    .  August  31.  1966. 

During  thQ  years  1964  through  1966,  it  is  estimated  that  we  will  si)end  S480  millinn 

usual  rule  of  thumb  formula  used  by  ana  ysts  of  the  railroad  indn';trv  u  thVt 
buf»„rth'ir''"h  ''Th  "'!''™.'^™'''  "K-^vnxM  maturities,  you  are  trrh  SeS  ?  hiJme 
me'„r;S,i?d\loSSi!.;'',„\t"f^L*""'        '  °>'i<^ 

m.te|ara£nSi°„SlL'd"Sm'a'ruSJ,°goSj?,l 

The  attached  exhibit  clearly  indicates  that  we  are  not  realizing  anvthin^  hut  a 

^TC'S  tTre'^^eSr  '"^^'"^  ^  »»«  '"on'hrpUSSa ''Sif- 

Of  »5^°'mE  j^rradTj/iTs  ss'"f»mTnro?i%:';r:;'?o3;  srr,,"""^" 
SSr,!"' "■"""-'^  -■'^  =\o^iiS\s'e';?4«"bu'J^i,°;-; 
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First  the  requested  road  budget  of  $57  million  is,  I  believe,  the  highest  in  the  history 
tions  are  as  yet  unknown  from  our  standpoint^       „f  iqct      rtpsnite  the  fact  that  the  1966 

total  of  $146  million.  .  m  barely  support  the 

approximately  $100  million  with  no  indicated  way  of  meeting  It. 

haS  «t  to  cncountCT  tE  full  peak.  Most  ot  the  big  Insuranoc  companies  are  now  n.akm| 
Slltments  rSe  latter  par,  of  1967  and  W^S.  ™ess  s„metb,ng  gives  s^^^^ 

17>  K'S&:%%er,nn<l;'?el,T2rT=  alt'bVSf  ,n'n',?n/.S  t°Ee  ^ a'ntiUer 
H^Ht  =g'So'^bUSfa»r?L^^^^^^ 

HiEiri^^fa'Si-rS  ss;b7t^rt5^^^^ 

Zt  no  more  is  ?va  lable  to  us.  General  Electric  Company,  as  an  example,  is  coming  into 
S^adelXa  banks  for  probably  the  first  time  in  history  for  any  sizeable  amoun  and  I 
Ton  f  ci^te  a\Ser  of  o'^^her  companies  on  the  same  basis.  Therefore,  no  one  at  this  point 
Sn  give  any  guarantee  of  just  how  much  money  can  be  raised  next  year  regardless  of  the 

•"''^'fsShin'rdoes  give,  and  if  the  administration  continues  its  policy  of  monetary 
restraint  Te  only  place  it  can  give  is  an  easing  of  business  and,  therefore  the  loan  de- 
mand If  this  occifrs  of  course,  our  business  will  not  be  as  good  as  this  year.  It  is  also  a  fact 
thaT  almost  certainlv  there  will  be  a  GE  strike  this  Fall  and  I  think  it  is  quite  likely  at 
L  prSenftin^e  thS  we  in  the  railroad  industry  may  likewise  be  faced  -i^h  ^t^f 
year  After  the  plane  strike  and  settlement,  the  feature  of  retroactivity,  which  has  a  direct 
bearing  on  our  cash  resources,  looms  quite  large.  ,     ,j  v,  *„ii„„„^ 

An  in  all  it  seems  to  us  that  a  very  cautious  and  conservative  policy  should  be  followed 
until  the  economic  outlook  is  clarified  and  that  our  capital  expenditures  should  be  held  to 
a  bare  minimum.  I  am  quite  sure  that  as  time  progresses  it  will  be  found  that  ^■ejvdl  have 
lots  of  companv  in  this  direction  because  most  of  the  factors  with  which  we  are  confronted 
are  faced  bv  most  of  the  railroad  industry  as  well  as  other  companies  On  top  of  these, 
of  course  we  are  handicapped  by  a  debt  limitation  problem  and  the  fact  that  our  cash  re- 
sources are  down  to  minimum  levels  and  our  debt  has  substantially  increased  m  the  last 
three  years.  D  C  B 
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October  5,  1967. 


PERSONAL   AND  CONFIDENTIAL 

D  C  Bevan  :  I  recommend  that  the  salary  of  Charles  S.  Hill.  Manager.  General  Ac- 
counting.  be  increased  effective  November  1.  1967  from  $25,500  to  $2<.o00  annually^ 

Hill  has  done  an  outstanding  iob  in  the  General  Accounting  capacity  and  hi.s  back- 
ground nersonalitv  and  interest  are  ideal  for  this  important  position.  Prior  to  noining  the 
PeZsvlvania  Rai  road  in  1955  he  was  a  Regional  Comptroller  in  the  Post  Office  Department 
S^'a  Certified  Public  Accountant  in  the  State  of  Virginia.  ^^J^,";^; /."^ 

the  progress  that  has  been  made  in  the  Accounting  Department  within  the  last  se^e^al 
vears  S  i<=  extremelv  creative,  is  an  excellent  manager  and  is  very  cost  conscious.  His 
SSnftlve  accounTrng  is  adding  millions  of  dollars  annually  to  our  repor  ed  net  income^ 
kuhoS  he  has  consistently  assumed  additional  work  within  his  orgamzation,  he  has 
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reduced  the  number  of  employes  from  268  to  167  since  being  appointed  to  this  position  in 
1963,  a  reduction  of  101  or  38%.  He  has  constantly  underrun  his  budget  which  has  been 
reduced  each  year  since  he  has  been  responsible  for  this  function 

•  A  ^J""'  ^.'^^  if  "°.usually  qualified  accountant  and  is  highly  regarded  in  the  rrilroad 
industry,  by  the  public  accounting  fraternity  and  by  his  associates  within  the  Company 
He  IS  very  familiar  with  I.C.C.  accounting  and  at  the  same  time  is  a  real  authority  on 
generally  accepted  accounting  principles.  I  cannot  overstate  the  contribution  that  he"  has 
made  to  the  Company  within  the  last  .several  years 

A^^M  ^ni'F  "'"'^  ^""^  ^22,620  to  $29,580  a  year.  Mr.  Hill's  last  increase  was  granted 
in  April  iyt)t). 

quenfSpro^Sof  5"Vaunderr"''  recommendation  subject,  of  course,  to  s^- 

W.  S.  Cook. 


Exhibit  73 

June  2,  1969. 

D.  C.  Bevan  :  This  refers  to  Mr.  Gerstnecker's  letter  of  May  29  to  you,  copy  of  which 
you  handed  me^  I  gather  that  the  new  settlement  with  Messrs  Wynne,  Baker!  Rav  and 
Caldwell  is  the  best  that  can  be  made  under  the  circumstances  and  subject  to  the  comments 
which  I  am  making  here  it  has  my  approval. 

In  talking  with  Mr.  Gerstnecker  this  morning,  I  suggested  that  we  attempt  to  work  out 
some  provision  for  an  adjustment  downward  in  the  capital  settlement  if  in  anv  given  year 
the  earnings  of  Great  Southwest  do  not  reach  $25  million  in  that  year.  He  said  he  would  see 
what  could  be  done  about  this. 

I  understand  Mr.  Gerstnecker  believes,  and  I  gather  you  also  agr«e,  that  the  new  settle- 
ment and  agreement  will  provide  sufficient  incentives  for  these  officers  to  maximize  Great 
houthwest  s  earnings. 

I  also  understand  that  there  is  a  provision  for  termination  of  the  services  of  any  of  these 
particular  oflJcers  in  case  we  are  not  satisfied  with  the  results  which  they  produce. 

S.  T.  Saunders. 


Exhibit  74 


[Interstate  Conimerce  Commission,  Docket  No.  35291,  Verified  Statement  11,  Exhibit 
NPE  8,  Memo  in  working  papers  of  Peat,  Marwick,  Mitchell  &  Co.] 

Penn  Central  Company— 1969  Accounting  Problems 
1.  merger  reserves 

«rv  7^1%S^T'".>?^*^^  Pennsylvania  and  New  York  Central  railroads  occurred  on  Febru- 
ary 1  iyt,b  As  the  transaction  was  considered  to  be  a  pooling  of  interests  the  roads  issued 
combined  financial  statements  for  the  year  1967.  Included  as  an  exS ordinary  charge  5n 
'WK^nnH  f  ^^^^^'^^^^  ^^^^  y^^'  ^^as  a  provision  in  the  amount  ot^lo  i^S  f^ 
costs  and  losses  incurred  upon  merger."  AVhile  these  statements  were  not  audited  by  PMM 
Ln.  '.  ^«"^""ations  were  held  with  Mr.  Hanson,  Messrs.  Webster  and  Quinn  and  the 
mllt  oTX  nlrZ'T''"'^'  Xm^'  °"  accounting  matters  including  the  establish 

frfJ  i  !  Tl^^""  reserve.  Mr.  Hanson,  in  fact,  visited  the  ICC  on  behalf  of  Penn  Central 
and  supported  the  company's  position  in  setting  up  the  reserve  central 
ihe  original  purpose  of  the  reserve  was  to  provide  for  duplication  or  obsolescence  of 
cer  ain  railroad  properties,  equipment,  materials  and  supplies  and  for  t£e  ?equSment  to 
N?w  Yorl  Ce"ntrl^TIn' fr^'"'  ed  employees  resulting  from  the  Sger  of  the 

mVi^\Zt^t        Railroad  Company  into  The  Pennsylvania  Railroad  Company  Approxi- 

oTtfeSrve'l-L'^rsMlowt^'^  ^'""^^^^  ^^^"^^  ««« 

be  excessfr  ulneS'Sn^^^^^^^^  company's  engineers  determined  to 

cai^o  ^  unneeded  ha^e  been  included  in  the  reserve  at  net  book  value  less  estimated 
salvage  value  plus  costs  of  demolition,  etc.  In  applying  this  principle  PC  was  uSn  bv 
^elZ^!'^\lTit^^^^^^  AnV property ?o  be^fbanTon'edVaTS  ol 

cost    otherwise tt  was  wrttfpn  Z  the  property  could  be  sold  for  cost  or  above 

if  equipment  is  to  be  .scrapped  '  ^  ^  ^^"'^"^  recognizing  losses  only 
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those  who  would  be  used  to  fill  job  requirements  (as  defined),  a  provision  was  made  for  (a) 
the  cost  of  relocating  recalled  employees,  (b)  settlement  with  employees  who  would  not 
accept  transfer  to  a  qualified  job,  and  (c)  wages  to  be  paid  to  employees  not  filling 
qualified  jobs. 

The  following  summarizes  the  activity  in  the  reserve  account  since  inception : 

(In  thousands] 


Original 

provision  at  9  months  ended  Balance 

Dec.  31, 1967  Year  1968     Sept.  30, 1969      Sept.  30, 1969 


Facilities                                                                       $149,347  10,959  2,037  136,351 

Equipment                                                                             3,133  3,156  412  (435) 

Materials  and  supplies                                                            6,014  3,145  611  2,258 

Recalled  labor: 

Severence  payments.-  .._    7,618  4,478   

Other  charges:  Altoona  works  (principal  location  utilizing 

recalled  labor)   _     3,238  3,535   . 

All  other  locations       11,604  4,591  


Total   116,928  22,460  12,604  81,864 


Grandtotal   275,422  39,720  15,664  220,038 


The  problems  encountered  in  determining  the  appropriateness  of  charges  against  the 
reserve  are  discussed  below : 

Facilities 

In  our  initial  discussions  with  PC  we  were  told  that  duplicate  facilities  would  be 
abandoned  within  approximately  two  years  from  date  of  merger.  This  timetable  has  proved 
to  be  too  ambitious.  The  current  level  of  activity  would  suggest  that  it  may  be  many  years 
before  this  portion  of  the  reserve  is  used  up,  and  this  raises  the  question  as  to  its  necessity. 
We  are,  however,  generally  satisfied  with  the  validity  of  charges  to  date. 

Equipment 

This  portion  of  the  reserve  now  has  a  negative  balance.  We  are  still  discussing  this 
situation  with  management  to  determine  if  future  equipment  charges  will  be  forthcoming. 
Management  believes  that  the  negative  balance  should  be  offset  against  the  remaining 
credit  balance  in  the  facilities  protion  of  the  reserve.  If  the  charges  are  now  substantially 
complete,  we  believe  this  would  be  acceptable. 

Materials  and  Supplies 

It  was  our  understanding  that  obsolete  and  duplicate  items  would  be  scrapped  within 
the  first  year  of  merger.  It  would  seem  that  such  materials  would  easily  be  identified  and 
physically  eliminated.  We  have  expressed  this  concern  to  management.  It  is  our  intention 
to  insist  that  management  now  identify  all  remaining  items  to  be  scrapped  and  establish 
a  definite  date  for  completion  of  the  program. 

Recalled  Labor 

This  is  the  biggest  problem  area  from  an  audit  standpoint.  The  reserve  was  calculated 
on  the  assumption  that  4.447  employees  would  return  :  whereas  only  2,877  actually  returned. 
During  1968  and  the  first  nine  months  of  1969,  a  total  of  1,478  recalled  employees  were 
severed  and  apparentlv  206  were  absorbed  into  the  labor  pool,  leaving  1,193  on  the  "recalled" 
list. 

Under  the  original  concept  of  recalled  labor,  specific  persons  would  be  identified  as 
being  recalled  without  a  specific  job  assignment.  They  woiild  then  either  be  idle  or  placed 
on  "make-work"  projects,  such  as  cleaning  up  facilities  which  otherwise  would  not  have 
been  cleaned,  etc. — in  all  cases  the  work  was  to  be  demon«tralilv  "non-productive."  As  time 
went  by.  the  concept  of  "recalled  labor"  was  extended  to  include  "substitutes"  within  the 
same  imion.  "Substitute"  status  is  reached  when  a  recalled  employee  is  added  to  the 
active  labor  pool  and  an  otherwise  active  employee  with  seniority  elects  to  assume  (or  is 
transferred  to)  a  non-active  role.  PMM&Co.  agreed  to  the  substitution  arrangement,  since 
it  consisted  in  maintaining  a  one-for-one  balance  of  active  and  non-active  employees. 

Recalled  employees,  in  fact,  do  not  stand  around  idle.  All  are  given  work  assignments 
and  are  integrated  into  regular  working  teams,  particularly  at  Altoona.  which  has  the 
greatest  number  of  recalled  employees.  The  determination  that  a  recalled  employee  is  not 
productively  employed  is  left  to  the  discretion  of  operating  management  iiersonnel.  Dif- 
ferent colored  time  cards  are  used  to  distingui.sh  "chargeal)le"  versus  "n on -chargeable" 
labor  costs.  Essentially,  as  far  as  we  can  determine  the  labor  costs  of  all  recalled  employees 
not  working  on  capital  projects  gets  charged  against  the  reserve. 

In  our  audit  work  thus  far.  we  have  made  visits  to  the  shops  and  from  visual  observa- 
tion we  could  not  distingui.sh  regular  workers  from  recalled  personnel — all  seenied  to  be 
doing  the  .same  work.  Management  rebuts  that  the  size  of  work  crews  has  increa'ed.  Iiut  not 
their  productivity  and.  therefore,  they  are  still  burdened  with  the  costs  of  unneeded  person- 
nel. We  have  requested  engineering  studies  or  statistical  proof  that  this  is  the  case,  but 


735 

have  not  received  an  answer  to  date.  The  question  remains  whether,  in  principle  we  can 
accept  such  data  as  a  basis  for  charges  against  the  reserve. 

We  agreed  at  the  outset  that  this  portion  of  the  reserve  should  not  be  used  beyond 
about  a  five-year  period.  It  should  be  noted,  that  on  this  basis  over  half  the  labor  reserve 
will  not  be  used. 


Exhibit  75 

Philadelphia,  May  13th,  1969. 
A  meeting  of  the  Finance  Committee  of  the  Board  of  Directors  of  Penn  Central  Com- 
pany was  held  this  day  at  12  :00  Noon. 

There  were  present  Messrs.  Bevau,  Chairman,  Granger,  Hanley,  Lunding,  Perlman,  Routh 
and  baunders. 

hoc.'^^^  Chairman  of  the  Board  reviewed  briefly  estimated  earnings  on  a  con.solidated 
basis  for  the  second  quarter  of  the  year.  He  reported  also  on  the  steps  being  taken  to 
improve  the  earnings  of  the  railroad. 

^yhereupon  the  Committee,  on  motion,  approved  a  recommendation  to  the  Board  that 
it  declare  a  regular  quarterly  dividend  of  sixty  cents  a  share. 

On  motion,  adjourned. 

Exhibit  76 

BOABD   MEMORANDUM,   TUESDAY,    MAY    13,  1969 

Proposed  Dividend 

At  this  time  we  will  take  up  the  matter  of  the  Second  Quarter  dividend 
.cHrii"/  ''^™'"Ss  projections  for  the  Second  Quarter  are  ii-onclusive  as  of  this  time  We 
nS^^^th  SiTs  7^n;nrf  7^  consolidated  earnings  will  be  around  $20  million.^  This  com- 
paies  with  ^,18.<  million  (an  improvement  of  nearly  107c),  for  the  Second  Quarter  of  19fi8 

So'd?  ^"-"^  ^^^^  incurred  by  the  Ne^Ha^S  [n  the  S 

^.r.J^^''  preliminary  figures  show  that  while  it  is  still  an  uphill  fight,  we  are  making  real 
progress  in  bringing  the  railroad  back  into  the  black.  For  the  first  three  moSs^f  th°f  vear 

PoLtt;  «it  fnd  Of  Ine^  On  ^'^'''l  weiribove  tli?breakiven 

point  Dy  tlie  end  of  June.  One  adverse  development  arises  out  of  the  recent  decision  in  thP 
Southern  Divisions  Case.  As  it  stands,  the  order  of  the  Federal  Court  in  SvvoSeLs  w  U 
require  the  repayment  of  about  $11.4  million.  Some  undeterniLed  pjrtion  of  twrwiH  b^^^ 
charge  against  income  this  quarter,  but  we  will  not  know  ho^^  much  untU  the  I  C  C  a"  ts  oS 
our  petition  to  price  the  offsetting  items  and  balances  are  settled 

w  1       "^^^  that  began  at  seven  General  Motors  plants  on  April  28  is  costing  us  about 

0„,.|>;.V,!^Jea'raJ„rLr,r^^^^^^^  a  level 

bince  the  settlement  of  the  wildcat  strikes,  coal  output  has  been  hieh  and  our  coal 
carloadings  have  been  showing  better  trends  than  production  genSy  For  the  SstXe 
weeks  of  the  Second  Quarter  our  coal  carloadings  are  3.5%  ahef  d  of  last  year 

Despite  the  effect  of  the  General  Motors  strike,  business  Irholdfug  up  very  well  and 
we  are  rapidly  regaining  the  share  of  the  market  lost  during  the  last  six  months  because 
of  our  service  difficulties.  Based  on  traffic  levels  for  the  2-yeai- period  prior  t^  merger  Penn 
las?  SuartS  11^^^^^'',  about  35%  of  Ea.stern  Diftrict  ton  miles  DurTng'^tSe 

last  quarter  of  1968  we  dropped  to  about  30  percent,  then  rose  to  33  percent  last  quarter 

Sin  ?"29TmnHon  '  'V""''  l^P— ^"t-to  34.4  percent.  Thfs  is  equivalent   o  a 

gain  of  29  (  million  net  ton  miles,  a  4%  improvement  over  the  monthly  average  of  the  first 
XTfs.^o'f  Z  ^^-e.recently  established  our  revenue  goaf  at  $?02 .7  mfllion 

VP«V  million  ahove  our  original  forecast,  and  $^8  million  above  Second  Quarter  last 

Sift  a^ta^^^thSl'""  ''^^  ^^^^  ^^^^ 

T  mp7tuh        r^*"'^.^  great  dPal  of  attention  to  cost  control.  Last  week  Mr.  Perlman  and 
I  met  with  all  of  our  General  Managers,  together  with  the  Regional  Accounting  and  Sales 
m?n7f       h"!?  H  *^  f««>°d  Quarter  expense  budgets  in  line  with  our  income  miuire 
ments.  We  had  hoped  to  catch  up  on  a  great  deal  of  maintenance  work  this  spring,  but 

1^         'S""""  ^  "^oi  ^''.T^.      ™^  ^^''^      ^o'"^  «f  ^hese  plans.  The  expense  goal 

f-hf r^'^^h  IS  $20  million  below  the  original  forecast  and  $13.5  million  above 
the  Second  Quarter  of  last  year.  Status  reports  from  the  Regions  are  due  today 

A  recent  check  of  the  diversified  subsidiaries  indicated  a  $2.5  million  increa-se  over  the 
original  forecast  for  Buckeye,  Great  Southwest  and  Macco.  In  addition.  Great  Southwest 

1  For  basis  of  this  psHmatp.  spp  attachpfl  Summnrr  dated  Mav  5  1969 
'  Second  Quarter  1968  Penn  Central  (excl.  New  Haven) 

Railroad    "  aii 

g„»,g  51. 413 

CUDS    22.  208 

Consolidated   l^^l 


74-924  O  -  73  -  49 
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is  working  on  a  large  transaction  which,  if  completed  in  the  Second  Quarter,  could  increase 
our  net  by  $10  to  $12  million.  We  will  give  you  more  details  on  this  at  an  appropriate  time. 

While,  as  I  have  said,  it  is  much  too  early  to  know  exactly  where  we  will  come  out, 
I  think  that  prospects  are  very  good  to  equal  or  better  the  results  in  the  Second  Quarter  of 
last  year. 

Recommendation. — In  light  of  the  results  to  date  and  the  prospects  for  the  remaining 
weeks  of  this  Quarter,  the  Finance  Committee  recommends  the  payment  of  the  regular 
qiiarterly  dividend  of  60^  per  share,  payable  June  20th  to  stockholders  of  record  at  the 
close  of  business  on  May  26th. 

Will  someone  make  a  motion  approving  this  recommendation  ? 
All  in  favor,  please  say  "yea" 
Opposed,  "no" 
So  ordered. 

SECOND  QUARTER  1969— RAILROAD  EXCLUDING  PROPERTY  SALES  AND  NEW  HAVEN 
(Dollars  In  thousandsl 


2d  quarter 

1969  forecast,  2d  quarter        2d  quarter 

May  5, 1969  Goal     1969  budget  1968  ' 


Operating  revenues: 

Freight...-     J333,  275  ...   $343,325  J324,655 

Passenger                                                                               27,500     26,500  25,746 

Mall                                                                                          12,275   11,525  15,143 

Express                                                                                   1,550     2,250  3,075 

Another                                                                              17,775  ...    19.150  17,358 


Total  Revenues    392,375         $402,750  402,750  385,977 


Expenses: 

Operations  departments: 

Administration.                                                                15,301    16,027  NA 

Stations                                                                               20,889    21,269  NA 

Transportation                                                                    153,421    142,978  NA 

Maintenance  equipment                                                         86,463     80,146  NA 

Maintenance  way                                                               59,895    54,736  NA 


Subtotal     335,969    315.156  306,553 

Equipment  rents.     44,446     39,327  41,166 

Corporation  adjustment  (Or.)   6,000    6,000  4,991 


Total  Oper.  Depts    374,415  356,116  348,483  342,728 


Executive  offices                                                                              904     856  839 

Treasury  and  investment                                                                 1,068  ...   1,068  1,321 

Accounting,  budget,  taxes                                                               4,703    4,703  5,447 

Management  planning                                                                       152   152  85 

Public  relations                                                                              977   977  618 

Research...    -             351    351  326 

Services....                                                                                  294     294  243 

Traffic                                                                                        5,057     5,057  6,141 

Legal                                                                                        1,663     1,663  1,986 

System  development                                                                      6,042    6,042  6,066 

Labor  relations...                                                                            905    905  955 

Secretary                                                                                299    299  374 

Ind.  dev.  and  real  estate..                                                                 832    832  876 

Material  and  purchasing                                                              3,027    3,027  3,629 


Total  system  offices..     26,274    26,226  28,906 


Total  operation  and  system  offices     400,689    374,709  371,634 

Taxes.......   .     8,408  6,408  8,353  7,934 


Total  expenses    409,097    383,062  379,568 


Income  (loss)  from  operations   ._   (16,722)   19,688  6.409 

Other  expenses    15,366     11,873  7,413 


N et  i ncome  (loss)                                                                     (32,088)...   7.815  (1,004) 

Nev»  Haven  operations   _                                                   (1,542)    (4,950) 

Capitalized  maintenance..    8,561       

Gai n  on  property  sales.    4, 162    5,  SgO  /, 675 

Subsidiaries:  „.  ,„ 

D  T  &  I                                                                                    909                                  909  779 

LH.B.R.R::::::::;::::;:;:::::::::.:.:.:                      (i82).                (497)  255 

PR.S.L    -  —           (1.127)                                (1.127)  1,179) 

P&LE.r:r                                                                            2,384  .                             2,462  2,425 

Other  operating  R.R..                                                                      (128)                                (296)  115 

lessor  railroads                                                                           2,810                                 2,823  2,673 

Equipment  lease  Companies                                                               674                                  674  654 

Truck  Co                                                                                 2,362                                 2,374  2,234 

Pennsylvania  Co                                                                          8,960                                 9,037  9.285 

Arvida                                                                                      786                                   786  643 

Buckeye    2,242            2,500            2,242  3,160 

Great  Soith  West...:     282               524               463  1,744 

Macco    4.000            6,000            4,000  4,265 

Others'                                                                                     1.856                                   (333)  412 

Adj.  and  elim.'.::::::::.  -..    (13,258)   (ii,568)  (10,515) 

Total  subsidiaries      -          12,570                              11.949  16.950 


Footnote  at  end  of  table,  p.  737. 
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SECOND  QUARTER  1969— RAILROAD  EXCLUDING  PROPERTY  SALES  AND  N. 

IDollars  in  thousands!— Continued 


2d  quarter 
1969  forecast, 
May  5,  1%9 


Quarter  earnings: 

Parent  

Subsidiaries.. 


($23, 765) 
15, 428 


Total. 


(8, 337) 


Other  transactions: 

Bonds   

N.  &  W.  stock  

Dallas  Park  (gross  proceeds). 


■  AVEN-Continued 


Goal 


2d  quarter 
1969  budget 


$6,909 
17,928 


24, 837 


$9, 505 
15,  539 

25,044 


14,000 


'  Restated  to  exclude  New  York  Central  Transport  Co. 


2d  quarter 
1968  > 


(J3. 537) 
22,  208 
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PENN  CENTRAL  CO.-EXPENSES,  TOTAL  OPERATING  DEPARTMENT,  2d  QUARTER  1%9 
|ln  Thousandsl 


Supplement  "A" 


Operations— System.   

Heavy  maintenance  shops   

Eastern  region.   

Central  region     

Western  region..    

New  York  region    

Northeastern  region    

Lake  region   

Northern  region.  

Southern  region.   

Georgia  &  Eastern  Railway  

Equipment  rents    

Corporate  aajustments  (CR)   

Total  operations    

Administration   __. 

Stations.    

Transportation : 

Freight  operations   

Passenger  operations.   

Block  stations... 

All  other   

Total  transportation   

Maintenance  of  Equipment: 

Car  shops    

Enginehouses    

Heavy  Maintenance  shoos.. 

Another   

Total  Maintenance  of  equipment. 

Maintenance  of  works: 

Track  

Communications  and  Signals 
Structures  

All  other  

Total,  maintenance  of  works  

Equipment  rentals... 

Corporate  adjustments  (CR)  . 

Total,  operations  


May  5, 1969 
Forecast 


$41,954 
16,114 
47,  973 
50,417 
23,  521 
33,  334 
30,  286 
24, 958 
19,671 
46,  866 
875 
44,  446 
6,  000 


April  29. 1969 
Budget  forecast 


Variance  from.  April  29, 1%9 
Budget  Forecast 


$40, 505 
13,  848 
46,  461 
46, 156 
21,997 
32,  647 
26,  740 
23,  729 
18, 181 
44, 236 
767 
39,  327 
6,000 


$42, 187 
16,  226 
48, 133 
50,815 
23,  803 
32, 894 
30,418 
25,  440 
19,857 
47,  583 
874 
43,  886 
6,  000 


($1,449) 
(2,  266) 
(1,512) 
(4,261) 
(1,524) 
(687) 
(3,  546) 
(1,229) 
(1,490) 
(2,  630) 
(108) 
(5, 119) 
0 


$233 
112 
160 
398 

282 
(440) 
132 
482 
186 
717 
(1) 
(560) 
0 


(I )  denotes  unfavorable. 


374,415 

348, 594 

376, 116 

(25,  821) 

1,701 

15,301 

16,  026 

15,  724 

725 

423 

20, 889 

21,  269 

21,172 

380 

283 

106, 941 
15,  420 
4,  802 
26,  258 

97,  400 
14,  965 
4,  832 
25,  782 

107,  400 
15,  455 
4,774 
26,  744 

(9,541) 
(455) 
30 
(476) 

459 
35 
(28) 
486 

153,421 

142,  979 

154,373 

(10,  442) 

952 

24,  889 
18,857 
16,114 
26, 603 

23, 505 
17,  447 
13, 848 
25,  346 

24,710 
18,  659 
16,  226 
26,  713 

(1,384) 
(1,410) 
(2,  266) 
(1,257) 

(179) 
(198) 
112 
110 

86,  463 

80, 146 

86,  308 

(6, 317) 

(155) 

29, 961 

7, 330 

5,  586 
17,018 

23. 849 

7, 362 
5,  645 
17,  991 

30,  318 
7,324 
5,613 

17,  398 

(6, 112) 
32 
59 
973 

357 

380 

59,  395 

54, 847 

60,  653 

(5, 048) 

758 

44,  446 

6, 000 

39,  327 
6,000 

43,886 
6,000 

(5,119) 
0 

(560) 
0 

374,415 

348,  594 

376, 116 

(25, 821) 

1,701 

Exhibit  77 

boakd  memorandum  wednesday,  june  25,  19c9 

Proposed  Third  Quarter  Dividend 

Last  year  our  Third  Quarter  dividend  action  was  talcen  at  the  June  meeting,  following 
th«  pattern  set  on  the  former  Pennsylvania  Railroad  because  of  the  practice  of  cancelling 
h^T^  T.k"^"""^  "^"'y  ^""^  August.  Later  in  the  meeting  we  will  consider  the  schedull 
to  be  followed  this  summer  but,  whether  or  not  we  meet  during  those  months,  I  understand 


738 


that  the  Exchange  rules  would  require  us  to  make  a  public  announcement  if  we  postpone 
consideration  of  the  dividend  at  this  time. 

As  we  discussed  at  the  meeting  of  the  Executive  and  Finance  Committees  on  June  13, 
preliminary  estimates  for  the  Third  Quarter  of  1969  are  about  the  same  as  last  year  when  we 
earned  $15.2  million  on  a  consolidated  basis.'  Since  then  the  steel  industry  has  announced 
that  steel  orders  at  midwestern  and  Eastern  mills  have  broken  a  2-montli  seasonal  down- 
turn and  oflScials  are  now  predicting  that  the  third  quarter  could  reach  the  23  million  ton 
record  level  set  in  1965.  This  compares  with  only  20.8  million  tons  in  the  third  quarter  of  last 
year.  Heavy  steel  activity  produces  a  beneficial  effect  on  other  commodities,  such  as  coal 
and  ore. 

On  the  other  hand,  the  coal  miners'  holiday  period,  which  usually  spans  part  of  Jime 
and  July,  will  fall  entirely  in  the  Third  Quarter  of  this  year,  inventories  of  motor  vehicles 
in  dealers'  hands  is  rather  high,  indicating  a  prolonged  changeover  period  l)eginning 
in  July,  and  there  is  no  end  in  sight  to  the  Canadian  ore  strike.  In  .short,  the  general  econ- 
omy continues  to  show  strength,  but  there\  are  indications  that  the  high  cost  of  money  and 
anti-inflationary  measures  are  having  a  dei)res.sing  effect.  We  are  not  unaware  of  the  pos- 
sibility that  some  of  these  forces  could  combine  to  reduce  July  and  August  business  below 
the  projected  levels  and  are  now  making  preparations  to  store  locomotives,  furlough  non- 
protected employees,  and  take  other  economy  measures  at  the  first  sign  of  an  adverse 
revenue  impact. 

Despite  these  \msettled  conditions,  the  Finance  Committee,  after  consideration  of  all 
the  factors,  recommends  the  payment  of  the  r^ular  quarterly  dividend  of  60  cents  per 
share,  payable  on  September  12,  1969,  to  stockholders  of  record  on  August  11. 

Will  someone  make  a  motion  approving  that  recommendation? 

All  in  favor,  please  say  "aye",  opposed  say  "no".  So  ordered. 

Second  quarter  1969 

We  are  still  two  weeks  from  the  close  of  the  second  quarter  and  some  of  the  factors 
mentioned  in  connection  with  the  dividend  are  affecting  current  results.  However,  we  are 
now  estimating  consolidated  net  income  to  be  approximately  $25  million,  or  $1.03  per 
share."  This  represents  an  improvement  of  $1.4  million,  or  5.8%  over  earnings  of  $23.6 
million  in  the  second  quarter  of  last  year.^ 

This  is  also  a  substantial  improvement  over  our  showing  in  the  first  quarter  with 
earnings  of  only  $4.6  million  compared  with  $13.4  million,  or  a  drop  of  6.5.6%  from  the 
year  before.  For  the  first  half  consolidated  earnings  will  be  $29.6  million,  which  is  20% 
"below  the  .$37  million  earned  in  the  first  half  of  1968.  As  indicated  by  our  discussion 
at  the  Executive  and  Finance  Committees  meeting,  we  have  very  good  prospects  of 
equalling  the  $90  million  consolidated  net  income  produced  in  the  earlier  year. 

As  far  as  the  second  quarter  results  for  the  Railroad  (i.e.,  Parent  Company)  is  con- 
cerned, we  are  now  forecasting  a  $.5.5  million  loss,  as  compared  with  a  net  of  $2  million 
in  the  second  quarter  of  last  year.  This  is  about  $5  million  below  the  results  we  were 
anticipating  only  2  weeks  ago.  This  is  the  result  of:  (1)  Coal  revenues  for  the  month 
of  June  being  about  $1.4  million  below  earlier  estimates  because  of  the  John  L.  Lewis 
memorial  holiday  and  sporadic  wildcat  walkouts  resulting  from  internal  union  politics; 


1  1968  earnings  data  in  the  text  exclude  the  New  Haven,  which  reported  a  $6.4  million  loss 
In  Third  Quarter  of  last  year. 

Last  year's  results  Included  $11.7  million  Washington  Terminal  dividend,  but  this  is  expected  to 
be  matched  in  the  Third  Quarter  of  1969  by  a  $12  million  profit  In  the  Rancho  California  trans- 
action. 

i«  Earnings  (thousands) : 


1969  1968       Variance  Percent 


1st  quarter  (actual): 

Parent   -    -    ($12,764)  $1,026  ($13,790)..  

Other    17,365  12,362  5,003  40.5 


Consolicated.       4,601  13,388  (8,  787)  (65.6) 

2d  quarter  (estimate) : 

Parent    •  (5,500)  2,065  (7,565)  

Other      "30,500  21,556  8,944  41.5 


ConsoUdated    » 25, 000  23,621  1,379  5.8 


6  months: 

Parent      (18,264)  3,091  (21,355)  

Other....    -  47,865  33,918  13,947  41.1 


Consolidated    29,601  37,009  (7,408)  20.0 


•  The  forecast  for  the  second  quar.  .  contemplates  a  $8,600,000  improvement  from  the  mid-June  forecast  (in  line 
with  the  goals  assigned  at  the  June  23  budget  meeting)  and  a  $11,000,000  special  dividend  from  the  subsidiaries  to 
parent  company. 

s  The  1968  figure  does  not  reflect  a  $4.9  million  loss  reported  by  the  New  Haven  in  the  second  quarter  of  last  year. 
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(2)  The  Canadian  strike  on  the  Great  Lakes,  which  will  cost  us  about  $200,000  in  June; 
and  (3)  Work  stoppage  in  General  Motors  plants,  which  produced  an  abnormally  low 
motor  vehicle  output  15.4  percent  below  1968,  revsulting  in  revenue  losses  of  about  .$1  million 
earlier  this  month.  The  balance  of  the  decline  (nearly  $4  million)  was  apparently  pro- 
duced by  a  billing  lag  and  lost  pro<luction  in  plants  we  serve  during  the  long  Memorial 
Day  weekend  at  the  end  of  May. 

Although  these  results  are  disappointing,  they  are  mainly  from  developments  beyond 
our  control  and  there  is  ample  evidence  that  we  have  overcome  our  service  problems  and 
are  rapidly  regaining  lost  traffic.  Operating  revenues  for  the  .second  quarter  are  now 
expected  to  be  $388.5  million'  or  a  gain  of  $13.9  million  (3.7%)  over  the  llrst  quarter  and 
$2.5  million  (0.7%)  ahead  of  second  quarter  last  year.  Freight  revenues  show  an  improve- 
ment of  $3.4  million  over  the  1968  (1.0%)  and,  due  to  the  Metroliner  and  some  minor 
commuter  fare  increase,  passenger  revenues  are  $2  million  or  JAVA  ahead  of  second 
quarter  last  year.  Unfortunately,  these  gains  were  greatly  reduced  by  mail  and  express 
losses  of  $4.7  million  or  25.8%  under  .second  quarter  1968. 

Another  indication  of  service  improvement  is  that  our  share  of  Eastern  District  ton 
miles  increased  0.5%,  to  33.99^,  which  is  the  equivalent  of  2X;  million  net  ton  miles  or 
$4.5  million  in  revenues,  based  on  the  current  yield  of  1.9^  per  ton  mile. 

Opcratino  Cos<s.— Operating  costs  in  the  second  quarter  are  projected  at  ,$400  5  million 
which  is  an  $11.6  million  increase  (or  3%)  over  flr.st  quarter  costs  of  $389  million.'  Since 
July  of  last  year  wage  rates  and  retirement  taxes  have  gone  up  7.6%  i)er  employee  °  al- 
though, by  stringent  controls  over  employment,  our  total  labor  costs  for  the  last  6  months 
of  1969  have  risen  only  2.3%.'  Our  average  employment  for  the  second  quarter  (months  of 
April,  May  and  June)  was  99,732,  which  is  down  4,164  or  4%  compared  with  the  same  three 
months  of  last  year.  Labor  costs,  which  were  $6  million  above  second  quarter  of  last  year 
would  have  been  $11  million  higher  had  it  not  been  for  this  force  reduction. 

'  Operating  revenues  (thousands) : 


Variance  from — 

1969 

1969 

1968 

2d  quarter 

1st  quarter 

Percent 

2d  quarter 

Percent 

Freight  

Passenger   _ 

Mail  

Express  

All  other  

-|-$11,131 
+  1,571 
-954 
-381 
-2,602 

3.5 
6.0 
6.9 
36.9 
15.0 

+$3, 408 
+2,040 
-2,307 
-2,396 
+1, 780 

1.0 
7.9 
16.2 
77.9 
10.3 

Total  

-13,869 

3.7 

+2, 525 

.7 

LfmePHn^*nn"T'lfnp'"95''*  ^"  ^"^"^     $5,000,000  over  the  mid-June  forecast,  in  line  with  the  discussion  at 


budget  meeting  on  June  23 
<  Operating  costs  (thousands) 


Variance  from- 


1969 


1969 


1968 


2d  quarter 

1st  quarter 

Percent 

2d  quarter 

Percent 

System  offices. 

Operations  

Equipment  rents  

Taxes   

+$1,378 
+8,083 
+1,542 
+547 

5.3 
2.6 
3.6 
7.2 

-$1,  770 
+19, 114 
+3, 491 
+123 

6.1 
6.3 
8.5 
1.6 

Total  

+11,550 

3.0 

+20, 958 

5.5 

•  $3,600,000  below  the  mid^une  estimates,  in  line  with  goal  assigned  on  June  2 

from  8  9leVctntto  gToercent'^oTlan  T  Wfi-T  k^l^'fT'^  ^r^'""'  retirement  tax  rate  increased 

rate  grants  percent  on  Jan.  1, 1969.  These  taxes  also  increased  by  reason  of  higher  taxable  wages  due  to  the  wa  e 

'  Employment: 


1st  half— 1969. 
1st  half— 1968  

Variance  

Percent  

2d  quarter— 1969. 
2d  quarter— 1968. 

Variance  

Percent  


Employees 

Labor  costs 

Per  employee 

98,  212 
103, 210 

$524,000 
$512,000 

$5,335 
$4,960 

-4, 998 
-4.8 

+$12, 000  " 
+2.3 

+$375 
+7.8 

99,  732 
103, 896 

$264,000 
$258,000 

$2,647 
$2,483 

-4, 164 
-4.0 

+$6,000 
+2.3 

+$164 
+6.6 

740 


A  second  round  of  wage  rate  increases  this  year  goes  into  effect  on  July  1,  hiking 
wages  another  3%.  This  is  estimated  to  cost  an  additional  $13.5  million  during  the  last 
half  based  on  our  present  employment  level.  While  we  hope  to  secure  selective  rate  in- 
creases amounting  to  about  $10  million  on  an  annual  basis,  there  is  no  general  freight  rate 
increase  in  immediate  prospect  and  these  increased  costs  can  only  be  offset  by  even  more 
austere  measures  in  the  future. 

Another  real  concern  at  this  time  has  to  do  with  the  recent  rise  in  the  prime  interest 
rate  to  8V2%-  Not  only  has  this  contributed  to  the  increased  cost  of  borrowing  funds, 
which  is  already  34%  higher  this  year,'  but  the  tight-money  situation  makes  it  difficult  to 
finance  the  capital  improvements  which  are  essential  for  implementing  the  merger  and 
obtaining  operating  economies. 

Our  operating  results  in  the  second  quarter  were  again  greatly  influenced  by  non- 
recurring merger  "start-up"  costs.  Current  figures  ae  not  yet  available  but,  based  on  our 
experience  during  the  first  three  months  of  this  year,'  I  estimate  that  these  expenditures 
amounted  to  more  $125  million,  with  cumulative  savings  of  about  $2  milion,  producing 
an  adverse  effect  of  about  $5  million  in  the  income  account. 

PENN  CENTRAL  CO.  (INCLUDING  NEW  HAVEN)  MERGER  STARTUP  COST  AND  SAVINGS 
1ST  QUARTER  1969 


Amounts  reflected  in— 
Income  Reserve  Capital  Total 


Costs : 

Personnel....    $2,887,072      $4,946,000        $261,319  $8,094,391 


Properties: 

A.  E.  Perlman  yard     2,062,000  2,062,000 

Columbus 'yard          1,028,660  1,028,660 

Stanley  yard.    640,362  640,362 

Big  Four  yard      948,901  948,901 

Seneca  yard       '..  532,000  532.000 

Rensselaer  passenger  station     544,000  544,000 

Fairlane  control  siding.        282,595  282,595 

Karner  N.Y.  passenger  station    306,  000  306,  000 

Sharonvilleyard...      250,915  250,915 

Cinci-Columbus  signals       217,190  217,190 

Other  (each  under  200,000)                                                                      1,126,000  360,910  1,486,910 


Total,  properties   1,126,000       7,173,533  8,299,533 

Service       17,266,000     17,266,000 


Total  costs     20,153,072       6,072.000       7,434,852  33,659,924 


Savings; 

Elim-Consol  fixed  facilities                                                      6,913,960  .    6,913,960 

Maintenance  of  equipment                                                          3,023,320    3,023,320 

Maintenance  of  roadway                                                          392,255      392,255 

Train  operations                                                                  2,507,690    2,507,690 

Labor  not  included  above                                                      4, 554, 919    4, 554. 919 

Property  taxes,  insurance                                                            3,000    3,000 


Total  savings     17,395,144    17,395,144 

Net  savings  (costs)     (2,757,928)   (16,264,780) 

Ratio,  costs  to  savings       1.16:1.    1.94:1 


Interest  on  funded  debt: 

1969  (6  months)      -   $42,500,000 

1968  (6  months)...        31,800,000 

Variance  (increase)       10, 700, 000 

Percent           33.6 

'  Merger  "start-up"  coSls  and  savings: 

Amounts  reflected  in- 
Reserve  and 

Income             capital  Total 


1st  quarter  1969: 

Costs  and  losses    $20,153,072       $13,506,852  $33,659,924 

Saving       17,395,144   17,395,144 


Net  savings  (costs).. 
Ratio  costs  to  savings. 


(2,  757, 928)  

  (16,  264,  780) 

1.16:1  

1.94:1 

Feb.  1,  1968  to  Mar.  31,  1969: 

Costs  and  losses   -   $95,009,165       $82,376,246  $191,385,411 

Savings     39,887,496    39,887,496 

Net  savings  (costs)    (55,121,669)   (151,497,915) 

Ratio  costs  to  savings                                                                    2.38:1      4.80:1 


•  Including  advances  of  $14,000,000  to  New  Haven  in  1968,  applied  to  purchase  price. 
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The  most  significant  factor  in  producing  net  income  on  a  consolidated  basis  in  the  second 
quarter  was  the  gain  realized  by  Great  Southwest  in  the  sale  of  Six  Flags  over  Texas,  the 
Dallas  Amusement  I'ark,  in  a  transaction  similar  to  the  sale  of  the  Atlanta  Park  last  year. 
This  deal— which  is  to  produce  a  net  gain  of  about  $25  million— will  be  explained  in  detail 
by  Dave  Bevan. 

Macco  and  Great  Southwest  are  also  up  about  $1.8  million  in  ordinary  income,  but 
Buckeye  is  about  $600  thousand  below  Second  Quarter  last  year. 

Aside  from  this,  the  undistributed  earnings  of  the  subsidiaries,  especially  Manor  Real 
Estate  and  the  leased  lines,  are  about  $5.4  million  below  second  quarter  last  year.  This  is 
primarily  due  to  a  drop  in  real  estate  sales— the  direct  result  of  the  high  interest  situation 
(see  table  below). 

SIGNIFICANT  ITEMS,  2ND  QUARTER 


1969 

1968 

Increase  (+) 
or 

decrease  (— ) 

Subsidiaries— Undistributed  earnings 

$21,556 

-J5, 197 

Sale  or  properties: 


Lessor  railroads  (various)   ,  joq 

Manor  Real  Estate  (sale  in  1%8  to  Republic  Steel)  2  20? 

Strick  profits  (sale  of  company  in  1968)     —ii? 

Other  operating  railroads     _S7fi 

Indianapolis  Union  [  

Federal  income  tax  credit  1968:  " 

Monongahela  railway   _,ja 

Waynesburg  Soutfiern  startup  costs  I  .  " _  Al 

Buckeye  pipeline...   _658 

Federal  income  tax  credit,  1%8.._   _t-je 

Other  taxes  increased  _  _   _15| 


1+19, 630 


Grand  Central  Terminal— Tower  Building.— The  New-  York  City  Administration  con- 
tinues to  oppose  our  Grand  Central  Terminal  Tower  project  with  the  result  that  the 
Landmark  Commission  has  again  raised  technical  objections  to  our  plans.  While  the 
architect  has  prepared  new  plans,  we  are  weighing  the  advantages  of  a  course  of  action 
urged  by  the  City  in  keeping  with  its  legal  position. 

New  York  feels  that  we  cannot  be  denied  the  right  to  proceed  unless  we  are  offered 
equivalent  rights  elsewhere.  Accordingly,  it  is  suggested  that  if  we  will  drop  our  plans 
we  will  be  permitted  to  transfer  our  Grand  Central  rights  to  other  parcels  of  property. 
Our  Real  Estate  people  have  made  some  preliminary  calculations  based  on  a  transfer 
of  the  air  rights  to  the  466  Lexington  Avenue  site  and  the  Biltmore  or  Roosevelt  Hotel  sites 
and  It  appears  possible  that  such  a  plan  could  net  us  anywhere  from  $700,000  to  $2.0  mil- 
lion more  than  the  Grand  Central  Tower  plan.  However,  a  number  of  changes  will  be  re- 
quired in  the  applicable  law  and  there  is  some  doubt  that  the  City  will  be  able  to  accom- 
plish them. 

We  will,  of  course,  make  careful  studies  of  all  of  the  alternatives  before  making  anv 
decision  which  would  forfeit  our  Grand  Central  rights. 

Service. — There  has  been  a  decided  improvement  in  the  overall  service  performance 
during  the  last  two  months.  Shippers  who  were  routing  against  Penn  Central  during  1968 
and  early  in  1969,  are  returning  their  long-haul  traffic  to  us  and  continue  to  write  us  con- 
cerning the  significant  measure  of  our  recovery.  As  of  June  10,  the  improvements  in  our 
service  had  resulted  in  gains  of  lost  traffic  totaling  about  $9  million  on  an  annual  basis 

Our  shipper  contract  program  is  still  being  actively  progressed.  The  Task  Force  con- 
sisting of  sales  and  operating  personnel  has  made  80  calls  with  svstem  representation  and 
bll  calls  with  regional,  divisional  and  district  representation.  You  wil  recall  that  the  pur- 
pose of  this  group  is  to  identify  the  service  problems  of  the  shipper  and  initiate  appropri- 
ate corrective  measures. 

In  order  to  be  prepared  for  the  traffic  peaks  anticipated  in  October,  we  have  initiated 
a  locomotive  acquisition  program  which  will  make  available  150  2,000-horse  power  units 
before  the  end  of  October.  By  June  17,  eleven  of  those  units  had  been  shipped  to  us 

Inclusion  to  Date.~The  terms  of  the  program  for  the  purchase  and  lease  of  the  West 
^nd  commutation  service  have  been  agreed  upon  in  principle  with  New  York  (MTA)  and 
Connecticut  (CTA).  Now  that  legislative  authorization  enabling  CTA  to  consummate  the 
transaction  has  been  obtained,  implementation  of  the  program  awaits  onlv  the  restructuring 
SepteSf  r  ^^^^  o'^j^^''^  is  an  effective  date  prior  to 

In  the  interim  period,  studies  concerning  the  type  of  new  equipment  to  be  purchased, 
modernization  of  power  between  Grand  Central  Terminal  and  Woodlawn,  and  the  location 
Of  a  new  shop  facility  supporting  the  Hudson,  Harlem  and  New  Haven  commutation  services 
wall  be  progressed. 
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You  probably  noted  in  the  press  that  on  June  9,  a  3-hour,  39-minute  run  was  instituted 
for  the  Turboservice  between  Boston  and  New  York.  This  cuts  16  minutes  from  the  previous 
running  time  and  has  been  determined  to  be  the  optimum  schedule  under  present  track  con- 
ditions. A  program  to  advertise  the  new  schedule  is  being  progressed  with  funds  authorized 
by  the  Department  of  Transirortation. 

We  have  informed  the  Secretary  of  Transportation  that  no  further  reductions  in 
TurboTrain  running  time  can  be  made  without  substantial  programs  of  track  upgrading 
and  grade  crossing  elimination  and  that  funding  of  such  programs  must  be  the  responsibility 
of  the  Federal  government. 

As  I  have  indicated  in  the  past,  it  is  imperative  that  we  continue  to  receive  the  state 
subsidies  and  tax  relief  which  the  New  Haven  received.  Contracts  in  support  of  our  long- 
haul  passenger  services  have  now  been  signed  with  Connecticut  and  Rliode  Island  assuring 
aid  from  tlie  two  states  in  the  amount  of  .$1,335,000  during  1969.  While  a  legislative  contro- 
versy has  temporarily  blocked  authorization  of  the  aid  promised  by  Massachusetts,  it  is 
hoped  that  a  special  bill  being  readied  for  early  submission  will  remedy  this  situation. 

Negotiations  have  begun  with  both  Connecticut  and  Rhode  Island  on  permanent  support 
programs. 

The  Legislatures  of  Connecticut  and  Massachusetts  made  no  changes  in  the  basic  tax 
relief  programs  this  year.  However,  the  relief  is  contingent  upon  Penn  Central  meeting  set 
standards  of  passenger  service  and  upon  the  West  End  program.  In  Rhode  Island,  a  com- 
promise was  reached  in  the  closing  moments  of  the  Legislature  which  continues  the  impor- 
tant principle  of  railroad  tax  relief  with  full  exemption  from  the  gross  earnings  tax  and 
a  25%  exemption  on  property  taxes. 

PASSENGER  LOSSES  AND  METBOLINEB 

Losses. — We  are  continuing  our  efforts  to  reduce  our  passenger  service  losses  which 
in  the  first  quarter  were  $26  million  as  compared  with  $28.8  million  for  last  year.  As  of 
June  13,  our  passenger  train  service  withdrawal  program  included  proceedings  involving 
12  trains  which,  if  discontinued,  would  reduce  our  passenger  train  mileage  by  1,634,725 
miles  and  would  effect  savings  of  approximately  $3,990,291. 

It  is  anticipated  that  the  studies  now  being  progressed  relating  to  our  overall  passenger 
service  restructuring  program  will  be  completed  in  August.  You  will  recall  that  our  pre- 
liminary studies  indicate  that  discontinuance  of  all  long-haul  service  west  of  Harrisburg 
and  Buffalo  would  eliminate  8.8  million  train  miles  annually,  producing  net  savings  of  $21 
million  a  year.  This  does  not  include  the  Boston- Washington  corridor  or  the  Empire  Service 
in  New  York  State — both  of  which  are  being  reviewed  for  potential  savings. 

Meiroliner  Operations. — Our  experience  with  the  Metroliner  operation  continues  to  be 
quite  favorable.  For  the  period  January  16  through  June  15,  we  had  a  total  of  208,377 
passengers  and  a  seat  mile  utilization  factor  of  76.7  percent.  The  estimated  revenue  was 
$2.3  million.  Our  on-time  performance  for  the  period  was  88.3  percent. 

Long  Island  Divisions  Case. — The  petition  of  the  Long  Island  Rail  Road  for  an  in- 
vestigation of  its  divisions  of  joint  rates  has  been  denied  by  the  Interstate  Commerce 
Commission.  This  remits  the  Long  Island  to  the  filing  of  a  complaint  if  it  desires  to  pursue 
this  matter.  The  procedural  difference  between  an  investigation  by  the  Commission  and  a 
complaint  case  is  rather  slight  when  the  investigation  results  from  a  petition  filed  by  one 
who  seeks  aflBrmative  relief  and  thus  has  the  burden  of  proof. 

Status  of  Holding  Company  Proposal  Before  the  ICC. — The  State  of  New  Jersey  and 
the  New  Jersey  Board  of  Public  Utility  Commissioners  filed  a  petition  for  leave  to  intervene 
in  our  holding  company  proceeding  for  the  purpose  of  determining  what  effect  it  might  have 
on  transportation  within  New  Jersey.  There  are  no  other  intervenors. 

If  the  State  of  New  Jersey  can  be  persuaded  to  withdraw  promptly,  the  matter  can  be 
expeditiously  processed  to  a  decision  ;  and  if  Division  3  is  willing  to  approve  the  application, 
a  decision  in  June  is  possible. 

Ohio  Full  Creiv  Case — The  Supreme  Court  of  Ohio  which,  on  April  16,  1969,  dismissed 
the  railroads'  appeal  of  a  lower  court  decision  upholding  the  constitutionality  of  the  full 
crew  law  of  that  state,  has  now  denied  the  railroads'  motion  for  rehearing.  Remedies  for 
overturning  the  state  law  in  the  Ohio  courts  have  now  been  exhausted :  and  it  is  the  con- 
sensus of  the  railroad  Legal  Committee  that  it  would  be  useless  to  attempt  certiorari  to 
the  Supreme  Court  of  the  United  States,  which  earlier  this  year  refused  to  hear  an  appeal 
of  the  New  York  full  crew  case,  and  which  on  two  occasions  reversed  decisions  in  Arkansas 
cases  favorable  to  the  railroads.  Furthermore,  no  new  issue  under  the  Federal  Constitution 
is  involved  in  the  Ohio  case. 

Nein  York  Puhlic  I'tility  Commission  Investigation  of  Penn  Central  Service. — On  June 
o,  1969.  the  New  York  Public  Service  Commission  ordered  the  Penn  Central  to  make  imme- 
diate arrangements  for  the  acquisition  of  at  least  eighty  new  multiple  unit  passenger  cars 
for  the  replacement  within  two  years  of  specified  existing  MU  cars  and  certain  heavy- 
weight cars  presentl.v  used  in  the  electrified  territory. 

The  order  also  directed  Penn  Central  to  replace  twent.v-four  existing  P&T  locomotives 
used  in  suburban  service  with  more  modern  power  units  within  the  next  two  years. 

It  frirther  directed  Penn  Central  to  increase  its  program  for  track  .surfaciner  in  subur- 
ban territory  from  its  present  program  of  69  miles  per  year  to  100  miles  for  the  next  two 
years. 

The  order  also  directed  the  continuation  of  certain  programs  of  track  work,  the  mainte- 
nance of  right  of  way  so  as  to  provide  adequate  and  safe  operation,  and  the  installation  of 
public  address  systems  at  suburban  stations  within  the  next  two  years. 

The  proceeding  in  which  the  order  was  made  began  in  the  Summer  of  1968  and  was 
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related  to  tax  relief  under  which  Penn  Central  realized  annual  tax  savings  of  from  $14  to 
$17  million. 

,  General  Attorney  Smith,  in  New  York,  states  that  the  order  contains  two  "substan- 
tially objectionable  conditions".  The  first  of  the.se  is  the  requirement  to  increase  track  sur- 
facing to  100  miles  per  year  in  the  suburban  territory.  According  to  the  Chief  Engineer  the 
addition  of  new  c  .aipmeiit  will  afford  the  capacity  to  meet  this  requirement 

Mr.  Smith  also  states  that  he  has  been  ad^^se<l  that  twenty-four  P&T  class  engines  will 
in  fact  be  replaced  this  year  with  more  modern  power  units. 

With  respect  to  the  acquisition  of  eighty  new  multiple  unit  cars,  there  is  some  question 
as  to  whether  adeciuate  notice  was  given  that  this  subject  would  be  considered  in  this  phase 
of  the  investigation  and' there  is  some  question  as  to  the  evidentiary  basis  for  such  an  order 

Mr.  Smith  has  expressed  the  opinion  that  the  New  York  Public  Service  Commission 
is  endeavoring  by  this  order  to  force  the  Metropolitan  Transi)ortation  Authority  to  acquire 
equipment  and  lease  it  to  the  railroads  engaged  in  comniunter  service 

A  petition  for  rehearing  and  reconsideration  will  be  filed  with  the  New  York  Commis- 
sion to  protect  our  right  of  appeal. 

Exhibit  78 

(Interstate  Commerce  Commission,  Docket  No.  35291  Verified  Statement  4,  Exhibit  DD7I 

PENN  CENTRAL-COMPUTATION  OF  INTEREST  COST  RELATIVE  TO  MONEY  BORROWED  TO  REPLACE  MONEY  EXPENDED  THROUGH 
DIVIDEND  PAYMENTS,  JAN.  1,  1963,  THROUGH  JUNE  30,  1970 


Dividends        Cumulative       Interest  Interes 

cos 


paid  value  rate  Year 


19^4  - -  -  *i2'226,872  $10,026,872  4.63  1964  $464  244 

}Sf   -   28,974,596  39,001,468  4.67  1965  1  821  369 

  -  -   45,386,910  84,388,378  5.71  1966  4  818  576 

966      53,646,666  138,035,044  6.25  1967  8  627  190 

-   55,051,906  193,086,950  7.76  1968  14  983  551 

      55,400,358  248,487,308  9.0  1969  22  363  857 

- --  —  -  -  43,396,217  291,883,525  10.0  1970  14  594  176 


Total      291,883,525 


67, 672, 963 


Penn  Central  Transportation  Company—Summary  of  cash' impact  from  diversification 
Cash  expended  by  transportation  group  :  (in  millions) 

Stock  purchases   __       _         _____  <si^7 

Dividends  paid  downstream  I__I__IIII_'        _'I_I"_IIII~I" HI  W 

Loans  and  advances   I         I_    ~  ~    ~    ~  33 


Total  cash  expended     ^209 

Cash  received  by  transportation  group  :  ''^^^^ 

Dividends   _  _ 

Proceeds  received  from  sale  of  assets__Iir_mriI_II  I  II'III'Z    I'  l  l  15 


Total  cash  received   _  

Net  cash  expenditures  from  the  transportation  group_    _  <t-ir:o 
Estimated  interests  costs  -_"._i;       ^ZHZ^Zliy^  y  56 


Total  cash  expended  from  diversification     209 

PENN  CENTRAL  TRANSPORTATION  CO.-ANALYSIS  OF  CASH  IMPACT  BY  COMPANIES  FROM  DIVERSIFICATION 

(In  millions) 


Cash  from  Cash  to      Net  cash  from 
Companies                                                                           transportation     transportation  transportation 
  group  group  group 


Buckeye  

Arvida..    *50                 $37  $13 

Great  Southwest...                        "  --  22 

Macco  ■ " ??  *  22 

Madison  Square  Garden                                                                                 °l   61 

Executive  Jet.                                    " " ,?   5 

'''''  :  ir  'I 

      --  m  ^  
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PENN  CENTRAL  TRANSPORTATION  CO.-Continued 

COMPUTATION  OF  CASH  IMPACT  TO  TRANSPORTATION  COMPANIES  RESULTING  FROM  DIVERSIFICATION  IN  NONRAILROAD 
ACTIVITIES,  JAN.  1,  1963,  THROUGH  JUNE  30.  1970 

[In  thousands] 


Buckeye 


Great 

Arvida  Southwest 


Madison 
Suqare 
Macco  Garden 


Executive 
Jet 


Strick 


Total 


CASH  PASSED 
DOWNSTREAM  TO 
SUBSIDIARY  COMPANIES 


Acquisition 
1%3.- 
1964... 
1965... 
1%6... 
1967... 
1968... 
1969... 


of  stock: 


$28, 170 
2,197 
14 


18,  335 
3,712 


$14, 834 
6,111 
4,712 
I  3, 000 
357 


$39,315  . 
136  . 
(6, 000). 

I  O.m). 

(5,  500) 


$20  

253 

72  """$15^666 


2, 000 


Total. 


30, 381 


22, 047 


29, 014 


58, 351 


2,000 


345 


15, 000 


Dividends  paid 
downstream  in 
connection  with 
acquisition  of  stock: 

1%4   

1965  

1966  

1967..  - 

1968....  

1969  

1970...  


1,530 
3,268 
3,265 
3,265 
3,264 
3,264 
1,632 


Total   2  19,488 


Loans  and  advances: 

1%3  -  -  -    

1964.  

1%5    

1966      

196^::::::::: -   -  -  - -  '^,458 

1%9      

1970     - 


244 


575 
7,588 
5,425 
2, 441 

390 
1,324 
2,000 


2, 997 
6,  440 


Total. 


2, 802 


20, 743 


9, 437 


Total  downstream 
cash   


Dividends: 
1963... 
1964... 
1965... 
1966... 
1967... 
1%8... 
1%9... 
1970... 


49, 869 


22,  047 


29, 041 


58,  351 


4,  802 


21,088 


24, 437 


128  . 
3,438  . 
5,%5 
5,  800 
6,300 
6,300 
6, 300 
3,100 


210 
630 
3,416 


Total.. 
Sale  of  assets. 


37, 331 


4, 256 


15,000 


Total,  cash  returned  

Net  cash  from  transporta- 
tion group  -  


37, 331 


4,  256 


15, 000 


12,  538 


22, 047 


24,  758 


58,351 


4,802 


21,088 


9,437 


1  Orioinallv  advanced  as  cash  in  1967  1968,  and  1969.  Converted  to  capital  stock  in  December  1969 

2  S[Sd  payr^ents  on  Pennsylvania  Co.  preferred  stock  issued  in  connection  with  acquisition  of  Buckeye  Pipeline  Co. 
s  Advances  made  to  predecessor  company— Pennsylvania  Terminal  Real  Estate  uo. 


$28, 170 

17,  050 
64,  028 
23,633 
9,000 
7,757 
7,500 


157,138 


1,530 
3,268 
3,265 
3,265 
3,264 
3,264 
1,632 


19,488 


575 
7,588 
8, 422 
9,  225 
2, 848 
2,  324 
2,000 


32,  982 


209, 608 


128 
3,438 
5,965 
5,800 
6,510 
6,  930 
9,716 
3,100 


41,587 
15,  000 


56,587 


153,021 
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PENN  CENTRAL  TRANSPORTATION  CO.-COMPUTATION  OF  INTEREST  COST  RELATIVE  TO  MONEY  BORROWED  TO  REPLACE 
MONEY  EXPENDED  IN  CONNECTION  WITH  DIVERSIFICATION  PROGRAM,  JAN.  1,  1%3  THROUGH  JUNE  30.  1970 

|ln  thousands) 


Year 

(1) 


Cash  paid 
out 

(2) 


Cash 
received 

(3) 


Net  cash 
outlay  by 
year 

(4) 


Total  cash 
outlay 

(5) 


Interest 
rale 

(6) 


Interest  > 
(7) 


1%3   $28, 169  $129  $28, 040  $28, 040  4  52 

1964   19,155  3.438  15,717  43.757  4.63 

1965    74,884  5,965  68,919  112.676  4  67 

1966   35,319  5,800  29,519  142,195  5  71 

1967    21,490  6,510  14,980  157,175  6^25 

1968   13,870  6.931  6,939  164,114  7.76 

1969   13,088  2  24,716  (11,627)  152,487  8.66 

1970  (6  months)   3,632  3,100  532  153,019  10.00 

Total   209,607  56,589  153,019   


$634 

1,662 
3,653 
7,277 
9,355 
12,466 
13. 709 
7.638 


56, 394 


'  Interest  computed  by  average  balance  outstanding  for  year. 

2  Includes  $15,000,000  received  for  sale  of  Strick  Holding  Co.,  1968. 


Penn  Central  Transportation  Company  equipment  financing — Interest  rates  ' 


Percent 
5.  22 
5.04 
4.  91 
4.  52 
4.63 
4.  67 


1966   

1967   

1968   

1969   

Last  quarter  of  1969  10.  00 


Percent 
_    5.  71 
_    6. 25 
.    7. 76 
8.66 


1960   

1961   

1962   

1963   

1964   

1965   

1  Source  of  Interest  rates  from  sheet  1.  The  above  affective  Interest  rates  were  presented  to  the 
Commission  by  Mr.  Jervls  Langdon  on  behalf  of  Penn  Central  Transportation  Company  in  his  verified 
statement  In  support  of  freight  rate  Increases  In  Docket  267. 


Exhibit  79 

SEPTA.— Charlie  Ingersoll  thinks  that  the  proposal  to  reform  the  SEPTA  Board  that 
Mr.  Bertrand  called  you  about  is  both  beneficial  and  politically  feasible.  He  and  Dick 
Tomlinson  are  putting  together  what  they  describe  as  a  "position  paper"  on  the  center  city 
connection  and  other  items  to  be  negotiated  with  SEPTA.  They  are  also  working  on  a 
letter  for  you  and  Mr.  Bertrand,  setting  forth  suggested  ground  rules  and  procedural 
guidelines  to  govern  future  relations  between  SEPTA  and  the  two  railroads. 

PdLE  merger.— No  plan  for  including  the  P&LE  in  the  Penn  Central  has  been  formu- 
lated. At  one  time  there  was  talk  of  obtaining  appropriate  approvals  at  the  meeting  of  the 
P&LE  Board  on  December  11,  but  this  schedule  was  abandoned  when  it  was  realized  that 
(1)  merger  into  Penndel  (which  was  the  original  proposal)  would  carry  with  it  several 
disadvantageous  legal  consequences;  (2)  that  no  study  to  determine  whether  physical 
consolidation  is  operationally  or  economically  feasible  had  ever  been  conducted;  and  (3) 
that  the  cost  of  protecting  P&LE  employes  whether  or  not  there  was  physical  inclusion 
would  undoubtedly  outweigh  any  advantage  from  squeezing  out  minoritv  shareholders. 

Consideration  is  now  being  given  to  what  Ted  Warner  calls  a  "reverse"  merger,  which 
would  Involve  creating  a  new  Delaware  corporation  and  merging  it  into  P&LE.  He  say.s 
that  this  has  the  same  effect  in  eliminating  minority  interests  as  the  standard  merger  but 
would  not  have  the  same  adverse  labor  consequences,  despite  anv  conditions  that  might  be 
prescribed  by  the  I.C.C.,  since  there  would  be  no  effect  on  emploves  arising  out  of  this 
transaction.  Whether  or  not  to  thereafter  consolidate  P&LE  operations  and  properties 
could  be  determined  on  the  basis  of  a  study  concerning  the  economic  advantages  and  dis- 
advantages of  taking  this  next  step. 
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Consultants. — Attached  is  a  list  of  the  firms  and  individuals  who  received  payment  as 
consultants  during  the  month  of  October.  I  am  obtaining  an  explanation  for  those  we  do 
not  already  know  about.  With  reference  to  Joe  Borkin,  you  will  be  interested  to  know  that 
he  is  being  paid  $2,750  per  month  on  a  regular  basis.  Last  year  he  received  a  total  of 
$56,075  from  the  Central  I  In  view  of  your  instruction  to  discontinue  the  use  of  consultants 
wherever  possible,  I  have  arranged  for  a  continuing  check  and  report  on  payments  being 
made  in  this  account. 

Cash  situation. — Our  cash  balance  is  down  to  $28.7  million,  due  mainly  to  a  $42  million 
bond  issue  that  matured  earlier  this  week.  The  program  to  generate  cash  seems  to  be 
going  well,  although  it  is  impossible  to  put  a  dollar  value  on  the  results  to  date : 

Capital  Expenditures. — The  M-W  people  assure  me  that  deferred  road  improvements 
add  to  $23  million,  and  probably  more,  but  I  have  been  unable  to  get  a  fix  on  the  exact 
amount  because  the  man  with  the  figures  (Pete  Piper)  is  out  on  the  road.  I  will  keep  after 
him. 

Inventory. — Mai  Richards'  dispute  with  the  accountants  has  been  resolved  in  his 
favor,  but  the  projected  year-end  balance  is  still  $85  million.  It  would  be  lower  except  for 
the  deferred  construction.  What  is  more  significant,  current  cash  outlay  has  been  cut  to 
the  bone,  primarily  by  deferred  fuel  and  tie  purchases,  with  a  favorable  effect  on  cash 
oaitlay  from  $3  to  $4  million.  For  the  year  to  date,  total  purchases  are  running  $5  to  $6 
million  below  last  year. 

Scrap  Sales. — Bids  are  due  on  Monday  on  offers  to  sell  in  place  scrap  in  the  New  York 
Harbor  area  and  Sunnyside  Yard.  It  is  difficult  to  estimate  the  cash  effect  becau.«e  the 
buyers'  cost  in  removing  the  structures  is  an  offsetting  element.  These  are  extraordinary 
transactions  in  excess  of  the  normal  scrap  .sales  of  approximately  $2  million  per  month. 

Real  Estate  Sales. — While  I  do  not  have  a  figure  as  to  the  cash  expectetl  from  real 
estate  sales  this  quarter,  my  guess  is  that  the  amount  actually  generated  will  be  substan- 
tially greater  because  the  forecast  of  closings  this  quarter  is  now  $7.9  million,  which  is  more 
than  double  the  initial  estimate.  In  addition,  about  a  half-million  dollars  cash  will  be 
received  in  connection  with  the  coal  lands  sale. 

Accounts  ReccivaMc. — A  special  study  to  identify  the  most  fruitful  areas  for  concen- 
trating the  effort  to  collect  outstanding  bills  has  produced  the  following  information  about 
delinquent  (over  10  days)  accounts: 

Number  of  firms  whose  delinquent  accounts  total 

$2  million   2         $7  million   3:" 

$3  million   5         $8  million   50 

$4  million   8         $9  million   88 

$5  million   15         $10  million  161 

$6  million   23 

Some  of  the  large  offenders  are  holding  back  as  an  offset  against  unpaid  freight  claims. 
When  these  firms  are  all  identified,  various  oflScers  in  the  organization  vrill  be  requested  to 
contact  them  specially. 

The  Accounts  Receivable  balance  is  now  $75  million,  which  is  $15  million  higher  than 
it  was  assumed  to  be  in  October.  This  does  not  represent  a  loss  of  position  as  much  as  it 
does  identif.ving  more  accurately  the  scope  of  the  problem.  This  effort  to  collect  outstand- 
ing bills  will  have  a  continuing  beneficial  effect  in  improving  the  policing  of  the  account 
to  keep  shippers  on  a  more  current  basis. 

1969  income  projection. — As  anticipated,  the  revenue  and  expense  figures  reported  yes- 
terday did  not  conform  to  the  standards  prescribed  and  are  now  in  the  process  of  revision. 
The  Staff  Meeting  originally  set  for  December  9  has  been  postponed  until  Friday.  Decem- 
ber 13.  but  we  exnect  to  have  suflicient  detail  bv  ^londav  afternoon  for  the  Budget  group 
to  consider  preliminarily  the  1969  income  projection.  I  am  preparing  an  analysis  of  the 
figures  for  your  use. 

Basil  Cole. 


Exhibit  80 

Peat.  Marwick.  ^Iitchell  &  Co.. 

Certified  Pubtjc  Accouxtaxt, 

Philadelphia.  Pa.,  June  3.  1969. 

Mr.  Stuart  T.  Saunders. 

Chairman  of  the  Board,  Penn  Central  Co., 

Philadelphia.  Pa.. 

Dear  Mr.  Saunders  :  Our  examination  of  the  financial  statements  of  Penn  Central  Com- 
pany and  subsidiaries  for  the  year  ended  December  31.  1968  was  completed  on  March  7. 
1969.  As  is  our  cu.stomary  practice  following  an  examination,  we  now  present  for  your  con- 
sideration comments  and  recommendations  with  respect  to  internal  controls  and  accounting 
procedures. 

The  comments  contained  herein  represent  a  summary  of  the  more  important  matters 
which  came  to  our  attention  during  the  course  of  our  regular  examination  and  are  not  the 
result  of  a  special  study  of  the  accounting  system.  Separate  letters  with  specific  comments 
on  individual  accounting  matters  related  to  their  lespective  functions  have  been  addressed 
to  Mr.  Hill.  Comptroller,  Mr.  Shaffer,  Treasurer,  and  Mr.  McTernan,  Assistant  Vice  Presi- 
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dent-Budgets  and  Controls.  In  addition,  Mr.  Hill  has  received  a  complete  copy  of  all  of 
our  comment.s  and  recommendations. 

System  (corporate)  accounting 

It  is  our  opinion  that  significant  time  savings  and  improved  reporting  would  result 
from  mechanization  of  presently  hand-posted  ledgers  and  implementation  of  standard  forms 
for  recording  recurring  journal  entries,  reporting  of  operating  results  by  subsidiary  com- 
panies and  preparation  of  bank  reconciliations. 

A  considerable  time-lag  occurs  in  the  closing  of  balance-sheet  accounts  at  the  end  of 
each  calendar  month.  For  example,  accounts  for  the  month  of  September  19(58  were  not 
closed  until  late  in  November.  The  principal  causes  of  this  time-lag  appear  to  be  delays  in 
the  receipt  of  information  from  the  Treasurer's  Office  and  Systems  Development  (Data 
Processing)  Department.  Also,  as  19G8  was  the  first  year  of  merged  operations,  this  con- 
tributed to  some  extent  to  the  delays  experienced.  Balance-sheet  data  is  only  effective  as  an 
operating  tool  if  received  on  a  timely  basis.  Considering  the  computer  caiiacity  available 
and  the  opportunities  for  the  use  of  increased  mechanization,  it  should  be  possible  to  sub- 
stantially reduce  the  current  time-lag  in  monthly  reporting. 

Presently,  reconciliations  of  account  details  to  the  general  ledger  are  not  consistently 
made  at  the  end  of  each  month.  Monthly  reconciliations  of  supporting  ledgers  with  the 
general  ledger  are  essential  in  the  operations  of  an  elficient  accounting  system. 

Bank  account  reconciliations  are  not  prepared  promptly  by  the  Treasurer's  Office 
at  the  close  of  an  accounting  month.  Delays  of  as  long  as  three  to  five  months  occurred 
in  the  preparation  of  such  reconciliations.  This  is  also  true  with  respect  to  the  recon- 
ciliation of  the  detail  of  "estimated  checks  and  drafts  outstanding"  to  the  general  ledger, 
a  reconciliation  of  which,  in  fact,  has  not  been  made  since  1965  for  certain  portions  of 
the  account.  Obviously,  failure  to  reconcile  promptly  bank  accounts  and  outstanding  checks 
and  drafts  causes  a  serious  breakdown  in  the  maintenance  of  an  effective  system  of  internal 
control.  In  addition,  the  present  bank  reconciliations  are  prepared  on  tviJed  sheets  the  form 
of  which  vanes  from  month  to  month  and  does  not  lend  itself  to  quick  and  intelligent 
review.  We  recommend  that  the  procedures  followed  with  respect  to  reconciliation  of 
bank  accounts  and  outstanding  drafts  be  carefully  reviewed.  We  understand  that  such 
a  review  has  been  initiated  recently. 

There  is  no  detailed  listing  of  "audited  bills  payable"  to  support  the  balance  carried 
in  the  general  ledger.  We  recommend  that  a  listing  be  prepared  and  balanced  with  the 
general  ledger  at  least  on  a  quarterly  basis. 

Physical  inventories  are  taken  annually  over  a  period  of  months  beginning  in  April  and 
extending  through  August.  The  compilation  of  the  physical  inventories  was  not  completed 
until  late  in  December.  Every  attempt  should  be  made  to  reduce  this  time-lag 

There  was  a  serious  reversal  in  the  timeliness  of  accounts  receivable  collections  during 
the  year.  Admittedly,  this  was  caused,  in  part,  by  the  conversion  to  a  uniform  accounts 
receivable  system  for  the  merged  roads.  Replies  received  to  our  requests  for  confirmation 
ot  ac'count  balances  often  included  copies  of  letters  written  by  patrons  requesting  that  old 
and  disputed  items  be  clarified  to  permit  payment  of  account  balances.  The  patrons  indi- 
cated that  they  had  not  received  responses  to  these  letters  from  company  personnel  Prompt 
w^niH  of  inqinries  would  not  only  improve  control  over  accounts  receivable  records 
but  would  also  result  in  an  improved  cash  flow. 

Con.siderable  difficulty  was  experienced  in  verifying  charges  to  the  "merger  reserve- 
account  for  non-productive  employees.  Clarification  of  the  definition  of  a  non-productive  em- 
prEm.^''''^       disseminated  to  regional  operating  personnel,  should  eliminate  this 

The  effectiveness  of  the  Internal  Audit  Department  would  be  enhanced,  if  it  were  to 
make  greater  use  of  computer  processing  and  operational  or  procedural  auditing  techniques. 

Regional  accounting 

^ooJ^^lTl  j^^^^^^^  "Auditer  Items  Awaiting  Billing"  should  be  relieved  from  the 
the  account  balance^  '°  """""^  ^n^lysis  to  determine  the  composition  of 

ron.^°r'"^°l^",?"  °^  charges  against  the  merger  reserve,  including  information  as  to  the 
reason  for  such  charges,  should  be  improved.  "^anuu  as,  lu  lue 

nf  JSn^''''  numerous  instances  where  authorizations  for  the  purchase  or  construction 
f^^Si^l^n^Z^^^^^  additional  approval.  We  also  noted  instances  where 

autnorizations  for  capital  projects  were  used  for  purposes  other  than  those  stinulated  in 

n'a^uTe^a'Sf i;T:fire?r^^^^^^^  ^^""^^     ^^^""^^^  ^«  —  that  sitlalrfol^s 

Subsidiary  records  are  not  balanced  on  a  regular  basis  to  the  controlling  accounts 
in  i  f  ^^"^--al  ledgers.  Regular  reconciliation  procedures  of  this  nature  are  essential 
regfons  '  ""'^  ^^'""^^  preparation  of  financial  statements  by  the 

thenf S  yoirat^^^irTnl'Snr  ^"""'"^  '"'^^  ^^""^'^  P'^^^^ 

fr.^  t"  express  our  appreciation  to  the  officers  and  employees  of  the  comnanv 

for  the  cooperation  received  during  the  course  of  our  examination  company 
Very  truly  yours, 

Henry  A.  Qur.VN,  Partner. 
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